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Department  op  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washingtony  July  1, 1911, 

Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  the  Report 

of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  the  said 

part  dealing  with  the  organization,  investment,  ^profits,  and  position 

of  the  United  States  Steel  Corporation. 

Respectfully,  Charles  Naoel, 

Secretary. 

The  President. 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washingtony  July  /,  1911. 

Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  on 
the  Steel  Industry,  made  to  the  President  under  your  direction  and 
in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
The  said  part  deals  with  the  organization,  investment,  profits,  and 
position  of  the  United  States  Steel  Corporation. 

I  d^ire  to  mention  as  especially  contributing,  under  my  direction, 

to  the  preparation  of  this  report  the  names  of  Mr.  Luther  (^onant,  jr., 

Deputy  Commissioner,  and  Mr.  Francis  Walker,  one  of  my  assistants. 

Very  respectfully, 

Herbert  Knox  SMrrn, 

Ci/mmissioner. 

To  Hon.  Charles  Nagel, 

Secretary  of  Commerce  and  Labor. 
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DSPABTMENT  OF  CoMMESGE  AND  LaBOR, 

BuBEAU  OP  Corporations, 

Washington,  July  1,  1911. 

Sir:  I  have  the  honor  to  submit  herewith  Fart  I  of  a  Report  on  the 
Steel  Industiy.  This  part  deals  with  the  organization,  investmenti 
profits,  and  position  in  the  industry  of  the  United  States  Steel  Corpo- 
ration. Additional  parts  will  be  submitted  later  dealing  with  costs 
and  with  prices. 

The  basic  industry  of  steel  making  affects  the  whole  people  of  the 
United  States.  Its  organization  is  a  matter  of  public  concern  (not 
merely  of  private  interest),  and  a  great  national  resource,  iron  ore, 
lies  at  the  foundation  of  the  business. 

The  dominant  concern  is  the  United  States  Steel  Corporation. 
There  is  here  set  forth  (a)  the  causes  of  the  formation  of  the  Corpo- 
ration; (J>)  its  actual  investment  contrasted  with  its  capitalization; 
(c)  its  rate  of  profits ;  and  (d)  its  degree  of  control  in  the  industry. 

The  Steel  Corporation  was  the  culmination  and  the  result  of  a 
remarkable  and  even  dramatic  period  in  the  steel  industry.  Until 
about  1898  the  bulk  of  the  business  was  distributed  among  a  very 
considerable  number  of  concerns.  There  was  sharp  competition, 
modified  by  frequent  pools  and  price  agreements  of  greater  or  less 
duration  and  effectiveness. 

In  1898  began  an  era  of  great  consolidations,  with  capitalizations 
ranging  from  $30,000,000  to  SI 00,000,000,  usually  mergers  of  many 
smaUer  companies.  In  most  of  these,  as  in  the  earlier  price  agree- 
ments, the  ruling  motive  was  the  removal  of  competition. 

They  did  not,  however,  finally  eliminate  competition.  On  the  con- 
trary, a  broad  movement  at  once  became  apparent  which  threatened 
competition  on  a  lai^er  scale  and  probably  more  severe  than  any  in 
steel  history.    This  was  the  process  known  as  '' integration." 

The  situation  in  1899-1900  was  as  follows:  There  were  three  great 
companies — the  Carnegie  Company,  the  Federal  Steel ,  and  the  National 
Steel — dominating  the  production  of  crude  and  semifinished  steel. 
This  may  be  called  the  "  primary  "  group.  Six  other  large  concerns — 
the  American  Steel  and  Wire,  American  Tin  Plate,  American  Steel 
Hoop,  American  Sheet  Steel,  National  Tube,  and  American  Bridge — 
severally  controlled  these  lighter  finished  products.  These  formed 
the  "secondary''  group. 
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But,  large  as  these  concerns  were,  no  one  of  them  was  entirely  self- 
sufficient.  The ' 'secondary"  group  was  dependent  on  the  "primary  " 
for  its  crude  steel;  the  ''primary"  largely  dependent  on  the  ^'sec- 
ondary" for  a  market  for  its  products.  Few  were  completely 
"integrated;"  that  is,  few  carried  through  under  one  control,  with 
the  accompanying  advantages,  the  entire  industrial  process  from  the 
ore  to  the  finished  product,  linking  up  ore  and  coal  mines,  transpor- 
tation, blast  furnaces,  steel  works,  irolUng  mills,  and  finished  manu- 
facture. 

Lnmediately,  however,  came  the  next  step.  These  great  conceros 
almost  simultaneously  b^an  the  final  linking  up  of  the  chain  of  pro- 
duction. Once  begun  by  one  concern,  others  followed  in  self- 
defense.  The  "secondary"  companies  began  to  reach  back,  acquir- 
ing ore  reserves  and  crude  steel  plants.  For  example,  in  1900  the 
Steel  and  Wire  Company,  whose  supply  of  materials  had  previously 
been  purchased  mainly  from  the  Cam^e  or  the  Federal  company, 
planned  to  make  its  own  steel;  Ukewise  the  National  Tube  Company. 
The  "primary"  concerns,  finding  these  their  chief  customers  turning 
into  rivals,  retaliated  by  reaching  forward  to  the  manufacture  of 
finished  products. 

Paramount  in  importance  was  the  ore.  The  recognition  of  that 
importance  came  strangely  late,  but,  once  recognized,  it  became  an 
axiom  ttat  no  large  concern  could  stay  in  the  business  unless  fortified 
by  its  own  ore  reserves.  By  1900  the  bulk  of  the  Lake  ores  was  in  the 
hands  of  less  than  a  dozen  companies,  with  a  similar  concentration 
in  coking  coal. 

Such  efforts  on  the  part  of  these  great  concerns,  in  striving  each 
to  "integrate,"  to  make  itself  wholly  independent,  threatened  to 
result  in  a  great  and  sudden  increase  and  duplication  of  the  steel 
producing  and  finishing  capacity  of  the  country,  and  to  involve  them 
also  in  an  invasion  of  each  other's  business. 

Thus  there  was  suddenly  revealed  to  the  industry  what  the  trade 
press  at  the  time  called  "the  impending  struggle  of  the  giants,"  a  con- 
test between  great  concerns  who  under  such  circumstances  might  be 
forced  to  work  out,  in  rigorous  competition,  the  survival  of  the  fittest. 

Such  were  the  conditions  in  the  steel  industry  in  1900.  The  spark 
that  lighted  the  train  was  the  threat  of  the  Carnegie  Company  to 
erect  a  great  tube  plant  near  Cleveland,  thus  invading  the  field  of 
finished  manufacture. 

Steel  men  and  the  various  associated  financial  interests  regarded 
this  situation  with  much  alarm.  In  such  competition  they  saw  a 
great  danger  to  their  businesses,  especially  to  the  profitable  quasi 
monopolies  in  certain  branches  of  the  trade.  In  averting  it  they 
also  saw  a  great  opportunity.  The  extraordinary  era  of  industrial 
expansion  was  still  on;  the  public  were  still  eagerly  absorbing  large 
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issues  of  securities.  By  merging  these  conffictmg  interests  into  a 
great  corporation,  the  threatened  "steel  war"  would  be  averted,  and 
great  profits  realized  from  the  flotation  of  securities. 

With  amazing  swiftness,  in  a  few  weeks,  the  United  States  Steel 
Corporation  was  thus  organized,  and  began  business  on  April  1, 1901. 
Its  total  capitalization  was  a  little  over  $1,402,000,000  (including 
bonds).  It  is  strictly  a  "holding"  company — ^that  is,  it  does  not 
mine,  manufacture,  transport,  or -sell;  it  simply  owns  the  stock  (as  a 
rule  all  the  stock)  of  its  constituent  concerns.  The  concerns  acquired 
were  as  follows: 


Acquired  subsequently : 

Union  Steel  Company  (1902) . 
Clairton   Steel    Company 

(1904). 
Tennessee   Coal,    Iron   and 
Railroad  Company  (1907). 


Acquired  1901 : 

Carnegie  Company  (of  New 
Jersey). 

Federal  Steel  Company. 

National  Steel  Company. 

American  Steel  and  Wire 
Company. 

American  Sheet  Steel  Com- 
pany. 

American  Tin  Plate  Com- 
pany. 

American  Steel  Hoop  Com- 
pany. 

American  Bridge  Company. 

National  Tube  Company. 

Bessemer  Steamship  Com- 
pany. 

Shelby  Steel  Tube  Company. 

Lake  Superior  Consolidated 
Iron  Mines. 

Thus  competition  between  these  concerns  was  eliminated,  while 
enormous  profits  were  made  from  the  flotation  of  securities,  with, 
also,  an  unparalleled  stock  commission  to  the  underwriting  syndicate, 
which  netted  a  clear  profit  of  about  $62,500,000  in  cash. 

At  its  formation  the  United  States  Steel  Corporation  (referred  to 
herein  as  the  ''Corporation")  controlled  about  two-thirds  of  the 
country's  production  of  crude  steel,  and  from  one-half  to  four-fifths 
of  the  principal  rolled  steel  products.  It  comprised  ore,  coal,  lime- 
stone, natural  gas,  railway  and  steamship  companies,  blast  furnaces, 
steel  works,  rolling  miUs,  finishing  plants,  and  various  other  proper- 
ties. It  was  thus  a  thoroughly  integrated  concern,  from  ore  to  fin- 
ished products. 

There  remained  outside  the  merger  a  number  of  great  companies  of 
the  primary  sort,  such  as  Jones  &  Laughlin,  the  Pennsylvania,  Cam- 
bria, Lackawanna,  Republic  and  Colorado  Fuel  and  Iron  companies, 
and  numerous  concerns  of  the  secondary  type.  While  overshadowed 
by  the  Steel  Corporation,  these  included  strong,  efficient,  and  growing 
businesses,  furnishing  a  basis  for  vigorous  competition. 
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INVESTMENT  AN^  GAPITAIJZATION   IN    1901. 

The  Steel  Corporation  is  the  greatest  industrial  concern  in  the 
United  States,  with  the  largest  properties,  and  of  international  impor- 
tance. It  is  the  most  conspicuous  example  of  the  modem  corporate 
organization  of  great  businesses.  As  such,  the  relation  of  its  invest- 
ment to  its  capitalization  and  to  its  earning  power  are  matters  of 
public  concern.  The  Corporation  itself  has  recognized  this  fact  in 
its  pubhc  reports,  and  has  also  furnished  very  extensive  information 
to  the  Bureau. 

The  Corporation  was  organized  with  (in  round  numbers)  510  mil- 
lions of  preferred  stock;  508  millions  of  common  stock;  303  millions 
of  Corporation  bonds,  and  about  81  millions  of  underlying  and  mis- 
cellaneous obligations;  a  total  of  over  1,402  million  dollars. 

Speaking  broadly,  such  capitaUzation  amounted  to  the  claim,  the 
representation,  that  there  was  a  value  in  this  concern  which  would 
justify  a  fair  business  return  on  this  capitalization.  The  Bureau  finds, 
on  the  contrary,  that  in  1901  the  fair  market  value  of  its  tangible 
property  was  about  700  million  dollars,  slightly  less  than  one-half  its 
capitalization.  The  other  half,  the  excess  of  about  700  million 
dollars,  is  thus  separated  and  stands  out,  embodying  the  essential 
pubhc  questions  raised  by  the  Bureau's  analysis  of  its  investment. 
In  so  far  as  that  excess  represented  value  in  1901,  it  was  value  due 
either  to  increased  earning  power  from  elimination  of  competition; 
concentrated  ownership  of  the  basic  natural  resources,  iron  ore  and 
coal;  or,  in  some  degree,  integration  efficiency. 

When  such  values  are  capitaUzed  into  dividend  or  interest  bearing 
securities,  they  involve  important  pubhc  problems.  They  are  merely 
another  name  for  price  pohcy,  and  the  whole  pubhc  is  ultimately 
concerned  in  steel  prices.  For  that  sufficient  reason  the  bulk  of  this 
part  of  the  report  is  devoted  to  an  analysis  of  the  Corporation's 
investment. 

Three  separate  methods  have  been  used  in  valuing  its  assets  in  1901 : 
(a)  By  historical  study  of  the  formation  of  constituent  concerns; 
(6)  by  market  values  of  the  securities  of  constituent  concerns;  (c)  by 
detailed  estimates  of  physical  properties,  classified  by  departments  of 
business.  By  the  first  method  the  valuation  is  $676,000,000;  by  the 
second,  $793,000,000;  and  by  the  third,  $682,000,000.  None  of  these 
figures  includes  any  merger,  integration,  or  monopolistic  factors 
arising  from  the  combination  of  1901.  It  is  precisely  the  object"  of 
the  Bureau  to  distinguish  such  values  from  ordinary  property  value. 

The  first  valuation  rests  chiefly  on  evidence  that  the  tangible  prop>- 
erty  of  most  of  the  constituent  concerns  did  not  exceed  the  preferred 
stock.    A  cash  option  price  was  usually  fixed  by  their  promoters,  and 
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the  original  owners  could  take  this,  or  an  equal  amount  of  preferred 
stock,  with  a  bonus  in  common  stock,  in  the  new  combinations. 

This  was  the  case  with  the  National  Steel,  American  Tin  Plate, 
American  Sheet  Steel,  American  Steel  Hoop,  American  Steel  and  Wire, 
National  Tube,  and  American  Bridge  companies.  The  Federal  Steel 
Company's  property  somewhat  exceeded  its  preferred  stock.  In  the 
Cam^e  Company,  reliable  book  values  indicate  that  its  tangible 
assets  did  not  exceed  its  bond  issue.  The  property  of  the  Lake 
Superior  Consolidated  Iron  Mines  was  taken  as  equal  to  the  par  value 
of  its  stock. 

This  gives  the  valuations  at  the  dates  of  organization.  Adding  now 
the  surplus  earnings  of  these  concerns  up  to  April,  1901,  plus  the  new 
cash  provided  for  the  Corporation,  and  sundry  miscellaneous  obliga- 
tions representing  property,  gives  the  total  stated  above,  $676,000,000. 

Valuation  by  market  prices  of  the  securities  of  constituent  com- 
panies (second  method)  gives  about  $793,000,000,  or  $117,000,000 
more  than  the  preceding  valuation.  Such  excess  is  natural,  as  this 
method  necessarily  covers  all  property,  including  intangible  merger 
values  in  these  consolidations  prior  to  the  Steel  Corporation. 

The  valuation  by  departments  (third  method),  the  most  detailed 
and  conclusive,  was  as  follows: 

Manufacturing  properties,  including  blast  fumacee $250, 000, 000 

Transportation  properties 91, 500,000 

Coal  and  coke  properties 80, 000, 000 

Natural  gas  and  limestone  properties 24, 000, 000 

Cuirent  assets 136,600,000 

Ore  properties 100, 000, 000 

Total 682,000,000 

In  July,  1902,  in  defending  its  capitalization,  the  Corporation  itself 
made  an  estimate  similarly  classified.  If  we  omit  iron-ore  properties 
in  each  case,  that  estimate  exceeded  the  third  valuation  by  the  Bureau 
by  about  $175,000,600,  or  30  per  cent.  But  in  ore  the  Bureau's 
valuation  was  $100,000,000,  while  the  Corporation's  was  $700,000,000, 
seven  times  as  great,  a  difference  of  $600,000,000.  Thus  the  ore 
reserve,  the  dominant  factor  in  the  steel  industry,  are,  in  this 
valuation  of  its  assets  by  the  Steel  Corporation,  made  to  stand  for 
the  excess  of  capitalization  over  value  of  tangible  assets. 

And  it  is  true,  as  is  thus  tacitly  assumed  by  the  Corporation  itself, 
that  in  these  ore  holdings,  under  the  present  status  of  ownership  and 
control,  there  exists  an  earning  power  and  a  control  of  the  industry 
on  which  rest  largely  those  ultimate  intangible  merger  values  which 
must  be  invoked  in  any  attempt  to  justify  its  great  capitalization. 

The  determination  of  the  ordinary  market  value  of  this  ore  in  1901 
segregates  such  ordinary  value  from  the  peculiar  merger  and  combi- 
nation values  evidently  attributed  to  it  by  its  owner.    The  Bureau's 
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valuation  of  $100,000,000  for  the  ore  was  reached  by  a  study  of  mar- 
ket prices  for  similar  properties  about  1901;  from  the  price  paid  by 
the  Corporation  for  a  large  part  of  its  own  holdings;  and  from  a  calcu- 
lation of  the  ''present  worth"  of  the  royalties  paid  on  leased  ore. 
There  was  a  marked  agreement  in  the  results  by  these  various  meth- 
ods, and  it  is  certain  that  $100,000,000  is  a  liberal  figure. 

To  sum  up:  The  actual  market  value  of  the  Steel  Corporation's 
entire  tangible  properties  at  its  formation,  omitting  ail  factors  of 
merger,  integration,  and  concentration,  was  not  over  $700,000,000, 
just  about  one-half  its  capitalization. 

The  Bureau  does  not  assume  to  say  that  the  capitaUzation  should 
have  been  one-half  what  it  was,  or  indorse  at  this  time  any  particular 
theory  of  capitaUzation.  It  has  simply  separated  the  market  value 
of  physical  property  in  this  vast  concern  from  value  based  on  earning 
power  derived  from  intangible  factors.  It  has  defined  these  intangible 
factors  and  pointed  out  their  peculiar  relationship  to  price  policy  and 
the  public  interest,  to  wit,  merger  value,  integration  value,  monopo- 
Ustic  value,  and  above  all  the  incalculable  industrial  power  that  rests 
on  the  control  of  the  bulk  of  the  available  iron  ore  of  the  country. 

1901-1910. 

Inobeases  in  pbopebty. — Since  its  formation,  the  Corporation, 
from  surplus  earnings  (allowing  for  depreciation  and  changes  in 
securities),  has  made  good  much  of  the  original  excess  of  its  capitaliza- 
tion over  tangible  property.  That  excess  in  1901  was  about  700 
million  dollars,  or  100  per  cent,  and  in  1910  only  about  280  million 
dollars,  or  24  per  cent.  The  total  tangible  value  in  1910  was  1,187 
million  dollars.  As  in  1901,  there  is  omitted  here  all  the  merger  values 
heretofore  referred  to,  and  all  appreciation  of  natural  resources  above 
the  actual  cost  thereof  to  the  Corporation. 

Pbofits. — ^The  rate  of  profit  has  been  calculated,  not  on  the  Corpora- 
tion's capital  stock,  but  on  the  total  investment  as  computed  by  the 
Bureau.  Operating,  administrative,  and  general  expenses,  as  well  as 
taxes,  have  been  deducted  from  earnings;  also  true  depreciation,  a 
matter  of  some  intricacy.  The  Corporation's  allowance  for  depre- 
ciation, including  mineral  exhaustion  and  obsolescence,  has  exceeded 
a  necessary  allowance.  The  Biu*eau  has  carefully  determined  from  the 
records  of  the  Corporation  the  proper  depreciation,  and  has  restored 
the  excess  to  profits. 

Thus  arrived  at,  the  average  rate  of  profit  on  actual  investment  from 
April  1,  1901,  to  December  31, 1910,  was  12  per  cent.  It  was  highest 
in  1902,  15.9  per  cent,  and  lowest  in  1904,  7.6  per  cent.  The  yearly 
rates  do  not  indicate  any  pronounced  tendency,  but  have  on  the  whole 
slightly  decreased. 
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It  must  be  remembered,  however,  that  12  per  cent  profit  for  one 
small  concern  out  of  many  is  one  thing.  Other  concerns  may  make 
much  less.  It  is  a  veiy  different  thing  when,  as  in  this  case,  one-half 
of  the  whole  industry  has  been  maintained  on  the  level  of  a  12  per  cent 
profit. 

It  must  be  made  entirely  clear  that  this  12  per  cent  is  the  rate  of 
profit  on  the  whole  investment.  Were  that  part  of  the  investment 
deducted  which  may  be  said  to  be  borrowed  money,  chargeable  only 
with  a  low  fixed  rate  of  return,  the  rate  on  the  remainder,  on  that 
part  which  may  be  considered  as  put  in  by  the  stockholders,  would 
be  considerably  higher. 

PosrnoN  IN  THE  INDUSTRY. — ^While  in  production  the  Steel  Cor- 
poration from  the  beginning  has  overshadowed  its  principal  rivals, 
and  even  exceeded  all  of  its  competitors  combined ,  its  proportion  of 
the  total  has  materially  diminished  in  the  ten  years  of  its  operation. 

In  pig  iron  production,  the  Corporation  has  just  about  maintained 
its  original  position;  in  1901,  43.2  per  cent;  in  1910,  43.4  per  cent. 
But  in  steel,  both  crude  and  finished,  it  has  lost  ground;  in  1901, 
66  per  cent  of  the  steel  ingots  and  castings;  in  1910,  only  54  per  cent, 
notwithstanding  great  additions  to  its  capacity.  Rolled  steel  prod- 
ucts generally  show  an  almost  steady  loss,  especially  structural 
shapes  and  tin  plate.    Even  in  rails  there  has  been  no  gain. 

In  short,  speaking  broadly,  as  against  60  per  cent  of  all  crude  and 
finished  steel  production  in  1901,  the  Corporation  now  has  not  much 
over  60  per  cent,  indicating  conclusively  the  continuous  presence  of 
strong  and  increasing  independent  production.  The  competition  of 
these  independents  with  the  Steel  Corporation  so  far  as  prices  are 
concerned  has  been  modified  by  the  policy  of  *'  cooperation."  This 
will  be  discussed  in  a  later  part  of  the  report. 

In  efficiency,  location  of  plant,  and  equipment — ^in  capacity  rather 
than  actual  production — the  Corporation  is  materially  stronger  than 
the  foregoing  figures  indicate,  and  in  case  of  continued  trade  depres- 
sion this  strength  would  probably  show  itself  in  increased  control. 
In  ownership  of  railroads  for  handling  its  materials  it  stands  in  a 
class  by  itself.  It  has  a  strong  but  not  exceptional  position  in  water 
transportation.  Its  control  of  the  best  qualities  of  coking  coal  is 
very  strong,  though  modified  of  late  by  new  processes  which  make 
other  coal  more  or  less  available  for  coking  purposes. 

Its  position  in  ore  reserves,  on  the  other  hand,  is  much  stronger  than 
in  any  other  factor  in  the  business.  It  is  almost  impossible,  and  would 
be  unwise,  to  vattempt  any  quantitative  statement  of  its  proportion 
of  the  total  ore  of  the  country;  but  of  the  Lake  ores,  on  which  the 
present  steel  industry  is  based,  it  has  about  75  per  cent,  and  this 
advantage  is  materially  enhanced  by  its  extensive  control  of  the  rail 
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transportation  of  the  ore  from  the  mines  to  the  Lakes.  The  so-called 
Hill  lease  made  by  the  Corporation  in  1907,  with  an  unprecedentedly 
high  rate  of  royalty  and  other  onerous  conditions,  is  a  striking 
instance  of  the  policy  of  the  Corporation  to  maintain  a  high  degree  of 
control  of  ore.    This  lease  covered  enormous  ore  holdings. 

There  is  much  significance,  also,  in  the  prevailing  custom  of  leasing 
ore  mines  under  royalty  instead  of  purchasing  outright.  This  sys- 
tem as  applied  in  the  Lake  ore  region,  without  any  effective  restric- 
tions as  to  size  of  holdings,  plainly  f aciUtates  concentration  of  ore 
property,  as  it  greatly  reduces  the  investment  required  to  control 
large  bodies  of  ore.  It  has  unquestionably  had  a  large  influence  in 
produciilg  the  high  concentration  of  control  now  existing  in  Lake 
ores,  as  well  as  elsewhere. 

Thus,  the  industry  itself  rests  physically  on  the  ore;  the  Corpora/- 
tion  based  one-half  its  capitahzation  on  the  ore;  its  profits  on  ore, 
as  will  later  be  shown,  are  large;  and  in  the  ore  is  its  highest  degree 
of  concentration  and  control.  The  ore,  therefore,  is  of  primary  sig- 
nificance in  the  Corporation's  dominance,  and  in  that  resource  chiefly 
are  involved  the  industry's  problems  of  ultimate  pubhc  interest. 
Very  respectfully, 

Herbert  Knox  Smfth, 

Commissioner  of  Corporations, 

The  President. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 

ON  THE  STEEL  INDUSTRY. 


Aut  L— ORGAHIZATIOV,  IHVESTMEHT,  PBOFITS,  AND  POSITIOH 
OF  THE  XJXITED  STATES  STEEL  COEPORATIOK. 


SUMMARY. 


The  principal  features  of  this  part  of  the  Bureau's  report  upon  the 
steel  industry  are: 

1.  The  marked  development  of  consolidation,  cuhninating  in  the 
organization  of  the  United  States  Steel  Corporation. 

2.  Capitalization  by  the  United  States  Steel  Corporation  far  in 
excess  of  property  values.  The  Bureau's  valuation  of  the  tangible 
assets  in  1901  is  $682,000,000,  as  against  $1,400,000,000  of  issued 
securities. 

3.  An  analysis  of  the  cost  of  the  subsequent  additions  to  the  prop- 
erty of  the  Corporation,  showing  a  total  investment  in  tangible 
property  on  December  31,  1910,  of  $1,187,000,000,  as  against 
$1,468,000,000  outstanding  securities. 

4.  An  average  rate  of  profit  from  1901  to  1910  on  the  Corporation's 
actual  investment,  as  computed  by  the  Bureau,  of  12  per  cent. 

5.  An  almost  continuous  decrease  in  the  Corporation's  proportion 
of  the  output  of  principal  steel  products,  but  a  marked  increase  in  its 
ownership  or  control  of  iron-ore  deposits. 

DEVELOPMENT  OF  CONSOLIDATION. 
PEBIOD  PRIOR  TO   1898  MARKED  BY  ACTIVE  GOMPETmON. 

Prior  to  1898  the  iron  and  steel  business  of  the  United  States  was 
distributed  among  a  very  large  number  of  interests.  There  was 
active  and  general  competition.  It  is  true  that  in  the  production  of 
crude  steel  (ingots),  semifinished  steel  (billets,  slabs,  sheet  bars,  etc.)i 
and  heavy  finished  steel  products,  such  as  rails,  plates,  and  structural 
material,  substantial  prominence  had  been  attained  by  a  few  com- 
panies. Furthermore,  there  were  occasional  instances  of  consolida- 
tion, notably  the  organization  of  the  Illinois  Steel  Company  in  1889 
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as  a  merger  of  several  important  steel  concerns  in  Chicago  and  vicinity. 
The  Carnegie. Steel  Company  (Ltd.),  moreover,  while  not  generally 
considered  a  consolidation,  had  in  its  expansion  taken  on  many 
features  of  a  consolidation.  Despite  price  agreements  of  more  or 
less  significance  and  duration  these  large  steel-making  companies 
were,  as  a  rule,  in  active  competition.  With  respect  to  such  finished 
products  as  merchant  bars,  tubes,  sheets,  tin  plate,  wire,  and  wire 
nails,  the  number  of  manufacturers  was  large  and  rivalry  between 
them  was  keen.  In  short,  the  distinguishing  characteristic  of  the 
industry  at  this  period  was  competition. 

Another  feature  of  the  industry  at  this  period  was  that  most  of 
the  concerns  making  the  lighter  finished  products  just  mentioned 
did  not  produce  their  own  steel,  but  purchased  it  from  the  larger 
steel-making  concerns.  Again,  even  some  of  the  largest  of  these 
steel-making  concerns  did  not  produce  all  of  their  pig  iron,  but 
bought  extensively  from  '* merchant'*  furnaces,  and  many  of  them 
were  dependent  upon  the  open  market  for  their  supplies  of  raw  mate- 
rials— ore  and  coal.  On  the  other  hand,  the  larger  steel  concerns, 
as  a  rule,  did  not  engage  extensively  in  the  manufacture  of  finished 
lines,  except  for  heavy  and  comparatively  simple  products,  like 
rails,  structural  material,  and  plates,  but  instead  sold  a  large  part 
of  their  output  of  crude  and  semifinished  steel  to  others  for  such 
elaboration.  In  other  words,  integration  of  the  industry  had  not 
been  carried  very  far  at  this  early  date. 

RAPID   PROQBESS  OF   CONSOLIDATION   AFTEE   1898. 

/■ 

The  late  nineties,  however,  witnessed  a  revolution  in  the  business. 
One  after  another,  great  consoUdations  were  formed  in  the  principal 
branches  of  the  industry.  The  result  was  that  the  beginning  of 
1900  found  a  very  substantial  proportion  of  the  manufacture  of 
crude  and  semifinished  steel  and  of  such  finished  products  as  rails, 
structural  steel,  plates,  merchant  bars,  wire  rods  and  wire  products, 
sheets,  tin  plate,  and  tubes  under  the  control  of  less  than  a  dozen 
important  consolidations. 

One  of  the  earUest  of  these  mergers  was  the  Federal  Steel  Company, 
incorporated  in  September,  1898.  This  was  a  consolidation  of  the 
Illinois  Steel  Company  in  the  Chicago  district;  the  Lorain  Steel  Com- 
pany farther  east;  the  Minnesota  Iron  Company,  one  of  the  largest  ore 
concerns  in  the  Lake  Superior  region  (which  also  owned  an  important 
ore  railroad  and  a  fleet  of  ore  vessels);  and  the  Elgin,  Joliet  and 
Eastern  Railway.  Integration  of  the  successive  stages  of  production 
was  the  chief  object  of  this  consolidation.  The  issued  capital  stock  of 
the  new  company  was  almost  $100,000,000;  and  it  secured,  roughly, 
15  per  cent  of  the  steel-ingot  production  of  the  country. 
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The  National  Steel  Companj,  f  onned  early  in  1899,  with  $59,000,000 
issued  capital  stock,  acquired  the  principal  crude-steel  manufacturing 
companies  west  of  the  Alleghenies  (chiefly  in  Ohio)  other  than  those 
owned  by  the  Federal  Steel  Company  and  by  the  Carnegie  Steel  Com- 
pany (Ltd.).  Its  ingot  capacity  was  approximately  12  per  cent  of  the 
country's  total. 

The  Carnegie  interests  a  little  later  underwent  an  important  reor- 
ganization, which  resulted  in  the  incorporation  in  March,  1900,  of  the 
Cam^e  Company  of  New  Jersey,  with  a  capitalization  of  $320,000,000 
(half  of  which  was  in  bonds)  to  take  over  the  old  Carnegie  Steel  Com- 
pany (Ltd.),  and  also  the  H.  C.  Frick  Coke  Company.  Inasmuch  as 
these  interests  had  long  been  affiliated,  this  reoi^anization  was  not  a 
consolidation  of  formerly  competing  concerns  in  the  same  sense  as 
some  of  the  others  here  noted.  At  the  time  of  the  formation  of  the 
New  Jersey  concern  the  Carnegie  interests  controlled  fully  18  per  cent 
of  the  ingot  production  of  the  country. 

These  three  concerns,  the  Carnegie,  the  Federal,  and  the  National 
steel  companies,  were  engaged  chiefly  in  the  manufacture  of  crude 
and  semifinished  steel  for  the  trade,  or  of  the  heavier  finished  steel 
products,  such  as  steel  rails,  beams,  plates,  and  bars. 

There  was  also  a  second  group  of  consolidations,  chiefly  engaged  in 
the  manufacture  of  products  which,  while  comparatively  simple,  in- 
Tolved  somewhat  more  advanced  processes  of  manufacture.  One  of 
these,  the  American  Tin  Plate  Company;  was  organized  in  December, 
1898,  with  $46,000,000  issued  capital  stock.  It  acquired  practically 
every  tin-plate  concern  in  the  country,  giving  it  an  almost  complete 
monopoly  of  that  branch  of  the  industry.  The  American  Steel  and 
Wire  Company,  organized  a  month  later,  with  $90,000,000  capital 
stock,  secured  all  the  leading  concerns  engaged  in  the  production  of 
wire,  wire  nails,  and  other  wire  products.  The  National  Tube  Com- 
pany, formed  in  June,  1899,  with  $80,000,000  capital  stock,  acquired 
concerns  controlling  the  bulk  of  the  production  of  iron  and  steel 
wrought  tubing.  A  somewhat  smaller  consolidation  of  1899  was  the 
American  Steel  Hoop  Company,  capitalized  at  $33,000,000,  a  merger 
of  the  principal  concerns  making  hoop  steel,  especially  cotton  ties. 

Early  in  1900  the  American  Sheet  Steel  Company  was  organized, 
with  $49,000,000  issued  capital  stock,  to  take  over  the  principal 
manufacturers  of  steel  sheets.  The  American  Bridge  Company, 
fonned  in  April,  1900,  with  $61,000,000  issued  capital  stock,  con- 
trolled the  great  bulk  of  the  heavy  bridge  construction  business  of 
the  country,  aside  from  other  structural  work.  The  Shelby  Steel 
Tube  Company,  a  less  important  concern  incorporated  in  February, 
1900,  with  $13,150,000  issued  stock,  may  also  be  mentioned.  It 
had  substantial  control  of  the  seamless  tubing  industry. 
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All  of  these  companies  were  later  merged  into  the  United  States 
Steel  Corporation. 

Certain  other  important  consolidations  should  be  also  mentioned, 
which  did  not  enter  that  combination.  One  of  these  was  the  Republic 
Iron  and  Steel  Company,  organized  in  1899,  with  $47,500,000  issued 
stock,  a  consolidation  of  the  principal  manufacturers  of  rolled  iron 
products  in  the  Middle  West;  it  also  had  some  southern  plants.  In 
the  South  there  was  the  Slos»-Sheffield  Steel  and  Iron  Company, 
with  $14,200,000  issued  capital  stock,  a  consolidation  of  various 
furnace  interests  in  Alabama.    This  company  did  not  make  steel. 

Concurrently  with  the  formation  of  these  consolidations  there 
occurred  an  expansion  of  several  older  concerns.  Thus  the  Pennsyl- 
vania Steel  Company,  which  had  an  important  plant  in  eastern 
Pennsylvania  and  another  near  Baltimore,  in  1901  increased  its 
issued  capital  stock  from  $6,500,000  to  $27,250,000  and  materially 
extended  its  manufacturing  operations.  The  Cambria  Steel  Company 
was  organized  in  1898  to  lease  the  old  Cambria  Iron  Company  with  a 
plant  at  Johnstown,  Pa.  It  had  an  issued  capital  stock  of  $16,000,000, 
this  being  later  increased  to  $45,000,000.  The  Lackawanna  Iron  and 
Steel  Company,  capitaUzed  at  $3,750,000,  determined  at  the  close  of 
1899  to  abandon  its  old  plant  at  Scranton,  Pa.,  and  was  succeeded 
in  1902  by  the  Lackawanna  Steel  Company,  of  New  York,  with 
$40,000,000  authorized  capital  stock  (since  increased).  This  com- 
pany erected  a  new  and  much  larger  plant  on  Lake  Erie,  near  Buffalo. 
The  Jones  &  Laughlin  intcFests,  whose  plants  were  in  the  Pittsburg 
district,  reincorporated  in  1902  as  the  Jones  &  LaughUn  Steel  Com- 
pany, with  $20,000,000  capital  stock  (since  increased  to  $30,000,000 
aside  from  a  large  issue  of  bonds). 

Aside  from  these  reorganizations  of  leading  iron  and  steel  concerns, 

mention  may  be  made  of  a  steady  expansion  in  operations  by  such 

old  establishments  as  the  Colorado  Fuel  and  Iron  Company  in  the 

West  and  the  Tennessee  Coal,  Iron  and  Railroad  Company  in  the 

South.    These  concerns  were,  moreover,  virtually  reorganized  at  a 

somewhat  later  date. 

All  of  these  concerns,  except  the  Tennessee  company  (acquired  in 

1907),  have  remained  outside  the  Steel  Corporation. 

GENERAL   CAUSES   OF  CONSOLIDATION. 

The  transformation  in  the  steel  industry,  thus  far  described,  was 
simply  one  phase  of  a  general  movement  toward  industrial  consolida- 
tion at  the  time.  This  movement  was  characterized  in  varying  degree 
by  three  especially  important  features,  as  follows: 

(1)  The  restriction  of  competition  through  combination. 

(2)  Integration;  that  is,  the  linking  up  of  productive  processes 
through  acquisition  under  one  control  of  raw  materials  and  manu- 
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facturing  plants  (and  in  some  cases  transportation  facilities)  and 
through  extensions  and  coordination  of  manufacturing  processes. 
(3)  The  creation  of  a  great  amount  of  inflated  securities. 
The  influence  of  all  these  factors  should  be  kept  clearly  in  mind. 
The  firsti  namely,  the  restriction  or  elimination  of  competition,  was 
the  most  important.  Undoubtedly  it  was  the  principal  cause  of  most 
coosolidations  in  the  steel  industry.  Profits  had  been  sharply 
reduced  by  the  severe  competition  which  accompanied  the  depression 
of  the  middle  nineties,  and  steel  manufacturers  were  attracted  to 
consolidation  as  a  means  of  increasing  their  returns.  Indeed,  the 
oj^anizers  of  some  of  these  consolidations  have  admitted  that  the 
desire  to  control  or  eliminate  competition  was  the  chief  reason  for 
Gombination. 

However,  a  desire  to  secure  greater  economies  and  advantages 
through  integration  undoubtedly  played  an  important  part  in  the 
movement.  This  was  especially  true  of  the  steel  business,  where  such 
integration  has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product.  A  conspicuous  feature  of  this 
was  the  acquisition  by  lai^  iron  and  steel  manufacturers  of  extensive 
reserves  of  raw  materials — ore  and  coal.  One  of  the  chief  advantages 
to  be  gained  was  the  saving  of  the  payment  of  profits  to  others  on 
such  materials.  In  the  case  of  ore  in  particular  this  was  an  impor- 
tant consideration  because  of  the  rather  effective  control' of  ore  prices 
from  time  to  time  by  ore  pools.  Whereas  in  the  beginning  of  the 
nineties  most  manufacturers,  as  already  stated,  were  largely  dependent 
upon  the  open  market  for  their  requirements  of  ore,  by  the  close  of  the 
decade,  as  a  result  of  this  change,  the  control  of  large  ore  reserves  had 
come  to  be  regarded  as  essential  to  successful  continuance  in  the 
industry.  The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Supe- 
rior region  had  by  1900  passed  imder  the  control  of  less  than  a  dozen 
mterests,  chiefly  steel-making  concerns.  The  most  desirable  coking- 
coal  fields  of  the  East  had  been  secured,  lai^ly  by  the  same  steel-  / 
making  interests,  with  almost  equal  rapidity. 

Along  with  this  acquisition  of  supplies  of  raw  materials  went  a 
marked  integration  of  manufacturing  processes. 

Such  integration  and  coordination  of  the  industry,  aside  from 
eliminating  the  payment  of  profits  to  others,  made  possible  the  intro- 
duction of  many  economies  in  the  manufacture  of  steel  products, 
particularly  in  the  saving  of  fuel  and  labor.  In  considering  the  gen- 
eral causes  which  led  to  consolidation  in  the  steel  business,  therefore, 
this  element  of  integration  should  be  given  due  weight. 

Restriction  of  competition  and  integration  of  industry  were,  how- 
ever, by  no  means  wholly  responsible  for  the  rapid  progress  of  con- 
solidation.   The  creation  of  new  securities  for  the  sake  of  a  stock- 
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market  profit  was  a  very  important  consideration.  The  public 
demand  for  such  securities  was  imusually  active  at  this  time. 
Indeed;  the  proportions  of  this  movement  were  largely  determined 
by  the  opportunity  to  market  the  securities  thus  created.  So  long 
as  the  demand  for  such  issues  was  maintained  the  supply  was 
steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consolidation 
movement;  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation^  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions^  was  by  no 
means  exclusively  so.  Instead;  there  was  frequently  a  marked 
reluctance  on  the  part  of  owners  to  dispose  of  the  businesses  which 
they  had  built  up;  and  in  many  cases  the  controlling  inducement  to 
sell  out  was  the  enormous  price  obtainable  in  the  securities  of  these 
great  consoUdations. 

The  consolidation  of  wire  interests  is  a  conspicuous  illustration  of 
the  great  inflation  of  capitalization  thus  brought  about.  In  the 
organization  of  the  American  Steel  and  Wire  Company  of  Illinois; 
in  March;  1898;  each  $100  of  the  stock  of  the  Consolidated  Steel  and 
Wire  Company;  one  of  the  constituent  concerns  (and  itself  a  con- 
solidation of  seven  plants)  received  $175  of  preferred  stock  and  $175 
in  common  stock  of  the  new  company;  or  $350  of  new  securities  for 
every  $100  of  old.  Undoubtedly  the  stock  of  the  Consolidated  Steel 
and  Wire  Company  was  worth  considerably  more  than  par  from  the 
standpoint  of  earnings.  A  few  months  later  each  $100  of  the  pre- 
ferred stock  of  the  American  Steel  and  Wire  Company  of  Illinois 
received  $100  in  preferred  stock  and  $60  in  common  stock  of  the 
American  Steel  and  Wire  Company  of  New  Jersey;  while  each  $100 
of  the  Illinois  company's  conmion  stock  received  $120  in  common 
stock  of  the  new  concern.  Thus  each  $100  stock  of  the  old  Consoli- 
dated company  became  $490  in  the  stock  of  the  New  Jersey  concern. 
(Still  later;  in  the  merger  of  the  American  Steel  and  Wire  Company 
of  New  Jersey  into  the  United  States  Steel  Corporation,  there  was 
some  further  increase.) 

A  noteworthy  feature  of  this  general  inflation  of  securities  was  the 
heavy  stock  commissions  received  by  the  promoters  of  these  con- 
solidations as  their  compensation.  In  the  case  of  the  American  Tin 
Plate  Company  $10,000,000  of  common  stock  admittedly  went  to 
the  oi^anizers;  and  in  the  case  of  the  National  Steel  Company  and 
also  of  the  American  Steel  Hoop  Company  at  least  $5,000,000.  In 
the  organization  of  the  American  Steel  and  Wire  Company  $11 ,600,000 
of  the  common  stock  went  to  the  promoters  and  underwriters.  In 
the  organization  of  the  National  Tube  Company  $20,000,000  of  com- 
mon stock  appears  to  have  been  issued  as  a  commission  to  the  pro- 
meters  or  baukers,  and  in  the  case  of  the  American  Bridge  Company 
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at  least  $7,250,000  of  common  stock,  and  possibly  twice  that  amount. 
The  underwriting  syndicate  of  the  Federal  Steel  Company  received 
approximately  $5,680,000  preferred  stock  and  $8,400,000  of  common 
stock  in  return  for  approximately  $4,800,000  cash  and  their  services 
in  oi^anizing  that  concern.  There  were  similar  large  payments  in 
the  case  of  some  others  of  these  steel  consoUdations.  In  the  case  of 
the  Carnegie  Company  apparently  no  commission  was  paid,  the  reor- 
ganization of  this  concern  being  handled  by  the  former  owners  with- 
out the  assistance  of  outsiders. 

Out  of  the  proceeds  of  such  stock  commissions  frequently  some 
organization  expenses  had  to  be  met,  but  in  the  main  these  commis- 
sions were  intended  as  compensation  to  the  promoters  of  these  con- 
solidations. It  should  be  noted  that  the  size  of  these  commissions 
frequently  was  fixed  by  the  promoters  themselves,  since  they  deter- 
mined the  capitaUzation  of  the  consolidated  company. 

CAUSES    OF    THE    FORMATION    OF    THE    UNITED    STATES    STEEL 

CORPORATION. 

The  fundamental  causes  for  the  formation  of  the  United  States  Steel 
Corporation  were  substantially  the  same  as  those  which  gave  rise  to 
the  earlier  consoUdations  already  described,  namely,  restriction  or 
prevention  of  competition;  int^ation;  stock  inflation.  The  same 
causes,  though  in  varying  degree,  were  here  present,  and  the  same 
processes  were  here  repeated,  though  in  a  more  comprehensive  manner 
and  on  a  vaster  scale. 

A  striking  and  surprising  result  of  the  consolidation  movement  in 
the  late  nineties,  just  described,  was  that  while  several  of  the  great  ] 
steel  consolidations  aimed  to  and  did  secure  a  substantial  degree  of  / 
monopoly  of  their  particular  branches  of  the  business,  nevertheless( 
competition  was  not  thereby  destroyed.    Instead,  it  soon  developed 
that  the  formation  of  these  great  consolidations  was  Ukely  to  bring 
on  an  era  of  competition  more  severe  than  any  the  industry  had  yet 
Been.    The  reason  for  this  is  plain.    At  the  bottom,  such  '' particular 
branches"  were  not  essentially  separate.    In  the  commercial  and 
technical  development  of  the  business  they  tended  naturally  to 
overlap.    In  other  words,  this  unforeseen  outcome  of  consolidation 
was  lai^ely  due  to  the  tendency  of  these  great  concerns  to  secure 
^eater  integration,  to  make  themselves  virtually  independent  in  all 
stages  of  production  from  the  ore  up. 

The  conditions  were  quite  remarkable.  Competition  was  threat- 
ening to  break  out  in  much  more  violent  form  in  the  steel  industry. 
On  the  other  hand,  the  upward  swing  of  business  in  the  United  States 
had  not  exhausted  its  vigor,  and  the  readiness  of  the  business  world 
to  support  vast  commercial  and  financial  imdertakings  was  unabated. 
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Thus  the  industrial  situation  presented  an  extraordinary  motive  to 
form  a  great  merger,  as  well  as  to  avert  imminent  competition. 

The  active  integration  movement^  furthermore,  presented  another 
very  serious  consideration.  The  extensions  made  by  the  crudeHsteel 
makers  into  the  territory  of  those  manufacturing  more  finished  prod- 
ucts, and  vice  versa,  meant  not  only  increased  competition^  but  also 
a  sudden  and  great  increase  in  the  productive  capacity  for  crude 
steel  and  steel  products,  an  increase  that  might  place  production,  for 
some  time  at  least,  far  beyond  the  country's  power  of  consumption. 
The  leading  men  connected  with  the  steel  industry  feared  such  over^ 
investment  in  plant,  which  might,  they  felt,  seriously  disturb  general 
industrial  and  financial  conditions.  Again,  they  feared  the  breaking 
down  of  the  extremely  profitable  quasi  monopolies  already  established. 

Industrial  situation. — ^As  these  conditions  were  the  most  crit- 
ical factors  in  the  position  of  the  steel  industry  at  the  close  of  1900 
and  the  beginning  of  1901,  it  is  necessary  to  recite  them  in  some 
detail. 

Taking  first  what  may  be  called  the  "primary"  group  of  consoli- 
dations, namely,  those  producing  crude  and  semifinished  steel:  The 
Carnegie  Company  was  the  most  important  of  these.  It  depended  for 
marketing  its  semifinished  steel  products  on  other  manufacturers 
for  whom  these  products  were  raw  materials.  As  to  its  own  raw 
materials  it  was  quite  independent,  with  vast  holdings  of  iron  ore 
and  coking  coal,  as  well  as  extensive  transportation  properties. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie,  and  integrated  to  a  similar  degree,  though 
without  quite  as  strong  an  organization  or  financial  condition. 

The  National  Steel  Company  (a  "Moore"  concern)  was,  Uke  the 
other  two,  partly  dependent  on  other  manufacturers  for  a  market  for 
its  products,  but  this  company  had  a  peculiar  advantage  through 
its  intimate  relations  with  the  rest  of  the  so-called  "Moore"  concerns, 
the  Sheet,  Tin  Plate,  and  Hoop  consohdations.  It  was  also  inte- 
grated to  a  degree  comparable  with  that  of  the  other  two. 

A  very  important  concern  closely  related  to  this  primary  group  of 
steel-making  companies  was  the  Lake  Superior  Consolidated  Iron 
Mines,  with  great  holdings  of  ore  in  the  Lake  region,  an  ore  railroad 
to  the  upper  Lake  ports,  and  an  affiliated  fleet  of  ore  vessels.  It  was 
not  a  manufacturing  concern. 

The  "secondary"  group  consisted  of  those  concerns  making  the 
more  finished  products. 

Of  these,  the  American  Steel  and  Wire  Company  at  its  organization 
had  a  substantially  monopolistic  control  of  wire  products.  It  was  not, 
however,  strong  in  its  raw  materials,  namely,  steel  billets,  although 
subsequent  to  its  organization  it  did  acquire  iron  ore,  coal  property, 


UNITED  STATES  STEEL*  COBPOBATION.  9 

and  a  vessel  fleet;  but  it  was  by  no  means  completely  integrated  in 
1900. 

The  National  Tube  Company  at  its  formation  controlled  the  greater 
part  of  the  country's  production  of  wrought  pipe  and  tubes.  Two 
of  its  chief  plants  were  fairly  well  int^rated.  The  company,  how- 
ever, purchased  a  large  part  of  its  crude  steel. 

The  American  Bridge  Company  handled  a  large  part  of  the  country's 
business  of  heavy  bridge  construction,  but  depended  almost  entirely 
on  other  concerns  for  its  raw  material,  structural  steel,  particularly 
on  the  Carnegie  Company. 

The  American  Sheet  Steel,  American  Tin  Plate,  and  American 
Steel  Hoop  companies  were  all  "Moore"  concerns.  They  largely 
controlled  their  lines  of  production,  but  were  int^rated  to  only  a 
small  extent.  All  three,  however,  being  affiliated,  as  stated  above, 
with  the  National  Steel  Company  (the  crude-steel  concern  of  the 
"Moore"  companies),  were  thus  protected  to  a  certain  extent  as  to 
the  supply  of  their  raw  materials. 

This  general  situation  was  obviously  one  of  transition,  of  change, 
in  view  of  the  prevailing  movement  toward  complete  integration, 
and  the  resulting  invasion  of  these  great  concerns  into  each  other's 
business  field.  And  the  change  promptly  came.  In  particular,  the 
so-called  "secondary"  concerns  began  to  extend  their  business  back- 
ward to  the  production  of  pig  iron  and  crude  steel  and  the  mining 
of  raw  materials.  This  tended  to  lessen  the  market  and  injure  the 
primary  concerns,  particularly  the  Carnegie  Company,  and  to  a  less 
degree  the  Federal  Steel  Company. 

For  example,  the  American  Steel  and  Wire  Company,  the  constitu- 
ent concerns  of  which  had  previously  bought  most  of  their  supply  of 
billets  or  wire  rods  from  either  the  Federal  Steel  Company  or  the 
Carnegie  company,  planned  in  1900  to  make  its  own  pig  iron  and 
steel. 

The  National  Tube  Company,  which  had  bought  a  large  part  of  its 
raw  materials  from  the  Carnegie  concern,  proposed  to  erect  addi- 
tional blast  furnaces  and  steel  works. 

The  ''Moore"  companies  (National  Steel,  Tin  Plate,  Sheet  Steel, 
and  Steel  Hoop)  were  rapidly  making  themselves  independent 
through  the  enlargement  of  the  crude  steel  capacity  of  the  National 
Steel  Company.  This  latter  concern,  moreover,  secured  extensive 
ore  and  coal  properties  and  a  fleet  of  Lake  ore  vessels.  The  con- 
stituent companies  of  these  Moore  concerns  had  formerly  bought 
large  amounts  of  steel  from  the  Carnegie  and  other  ''primary" 
companies. 

The  obvious  result  of  these  extensions  was  that  the  Carnegie  Com- 
pany and  to  a  less  degree  the  Federal  Steel  Company  saw  the  (lunger 
4525''— 11 3 
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of  the  loss  of  a  part  of  their  market  for  semifmished  steel,  and  the 
probability  that  their  former  best  customers  would  become  their  rivab. 
These  ' 'primary"  concerns,  therefore,  promptly  entered  upon  a  policy 
of  retaliation.  The  Federal  Steel  Company  prepared  to  take  up  the 
manufacture  of  several  finished  products,  particularly  structural  mate- 
rial, tubes,  and  universal  plates.  The  Carnegie  interests  also  con- 
sidered building  new  finishing  mills. 

Finally,  at  the  close  of  1900,  the  Carnegie  interests  announced  that 
they  would  erect  an  immense  tube  plant  on  the  shores  of  Lake  Erie. 
Mr.  Carnegie  stated  that  this  move  was  largely  the  result  of  the  plans 
of  the  National  Tube  Company  to  provide  its  own  supplies  of  crude 
steel. 

As  already  shown,  the  economic  forces  at  work  in  the  industry 
at  that  time,  particularly  the  general  tendency  toward  integration, 
clearly  foreshadowed  a  period  of  competition  and  dupUcation  of 
capacity.  Under  these  circumstances  this  aggressive  move  of  the 
Carnegie  interests  precipitated  a  crisis.  Conditions  in  the  steel 
industry  were  unsettled.  Both  the  daily  press  and  trade  journals 
were  actively  discussing  the  coming  ''battle  of  the  giants." 

Interests  of  financiers. — ^This  critical  trade  situation  was  in- 
tensified because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  on  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have 
been  followed  by  a  great  decline  in  the  value  of  these  securities.  This 
would  have  been  very  embarrassing  to  the  financial  groups  which 
were  behind  these  consoUdations.  A  more  important  matter  was 
that  the  financial  backers  of  some  of  these  steel  concerns  had  exten- 
sive commitments  in  other  directions,  which  might  be  jeopardized 
by  such  an  acut«  struggle  in  the  steel  industry.  From  the  stand- 
point of  these  financiers,  therefore,  the  situation  presented  at  once 
a  great  danger  and  a  great  opportunity. 

From  a  fiiiancial  point  of  view  there  were  four  important  groups, 
which  were  more  or  less  distinct,  namely,  "Morgan,"  "Moore," 
"Carnegie,"  and  "Rockefeller." 

The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  rail- 
road financiering.  It  may  be  noted  that  there  were  reports  at  this 
time  that  the  Carnegie  interests  were  contemplating  the  construction 
of  a  railroad  from  Pittsburg  to  the  Atlantic  seaboard.  This  threat, 
if  made  good,  would  have  created  an  extremely  disturbing  factor  in 
the  trunk-Une  situation. 
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The  Moore  concerns,  already  described;  were  the  most  heavily  over- 
capitalized and  suffered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  were  apparently  in  the  best  position  of  any 
of  these  groups  to  meet  a  price  war.  They  had  abundant  capital  and 
credit,  and  their  securities  did  not  figure  on  the  stock  market,  while 
their  organization  and  management  were  unequaled. 

The  Rockefeller  interests  were  entirely  concerned  with  the  pro- 
duction and  transportation  of  iron  ore.  Their  financial  resources 
were  of  course  abundant  for  any  emergency.  Their  stocks  did  not 
figure  to  any  considerable  degree  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
affiliated  with  any  of  the  foregoing  groups. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  there  was  a 
great  inducement  to  avert  the  threatened  outbreak  of  violent  com- 
petition between  these  rival  interests.  A  steel  war  might  have  meant 
the  sudden  end  of  the  extraordinary  period  of  speculative  activity 
and  profit.  On  the  other  hand,  an  averting  of  this  war,  and  the 
coalition  of  the  various  great  consolidations,  if  successfully  financed, 
would  be  a  tremendous  "bull"  argument.  It  would  afford  its  pro- 
moters an  opportunity  for  enormous  stock-market  profits  through  the 
sale  of  its  securities.  The  advantages  to  these  interests  also,  through 
the  concentration  of  profits  in  different  stages  of  the  industry  imder  a 
smgle  control,  were  considerable,  and  there  was  undoubtedly  some 
advantage  to  be  gained  through  the  fiuther  integration  which  such 
a  consolidation  would  render  possible.  —^ 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  successful  unless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  little  doubt  that  many  interests 
in  the  steel  industry  regarded  Mr.  Carnegie's  personal  influence  as  a 
menace  to  themselves  and  their  businesses,  and  desired  to  secure  his 
retirement  from  the  trade.  The  primary  solution  of  the  situation, 
therefore,  from  the  standpoint  of  these  interests,  was  to  buy  out  Mr. 
Carnegie.  It  was  realized  that  this  would  be  an  extremely  expensive 
transaction,  which  would  require  the  cooperation  of  the  leading  inter- 
ests. The  purchase  of  that  concern  obviously  could  not  be  financed 
with  cash.  Arrangements  were,  however,  effected  with  Mr.  Carnegie 
for  taking  over  Ms  large  holdings  in  his  company  in  exchange  for 
bonds  of  the  new  consolidation. 

The  threatened  "steel  war"  was  thus  averted  after  only  a  few 

weeks  of  negotiation,  as  a  result  of  which  the  United  States  Steel 
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Corporation  was  formed,  and  acquired,  on  April  1,  1901,  or  shortly 
thereafter,  the  following  concerns: 


Acquired  subsequently  in  1901 : 

American  Bridge  Company. 

Lake  Superior  Consolidated 
Iron  lifines. 

Bessemer  Steamship  Com- 
pany. 

Shelby  Steel  Tube  Company. 


Acquured  April  1,  1901: 

Cam^e  Company  (of  New 
Jersey). 

Federal  Steel  Company. 

American  Steel  and  Wire 
Company. 

National  Tfube  Company. 

National  Steel  Company. 

American  Tin  Plate  Com- 
pany. 

American  Steel  Hoop  Com- 
pany. 

American  Sheet  Steel  Com- 
pany. 

I  Further  important  acquisitions  were  made  later,  as  noted  hereafter. 
/  By  this  merger  substantially  two-thirds  of  the  steel-ingot  produc- 
;  tion,  and  a  proportion  of  the  principal  roUed-steel  products  of  the 
coimtry,  varying  from  one-half  to  four-fifths,  or  more,  was  trans- 
ferred to  the  control  of  a  single  concern.  The  Steel  Corporation's 
share  of  the  total  pig-iron  production  was  only  about  43  per  cent. 
However,  of  the  output  of  steel-making  pig  iron  of  the  country,  the 
Corporation's  share  was  not  less  than  58  per  cent. 

The  position  taken  by  the  Steel  Corporation  is  that  this  great  aggre- 
gation of  property  was  in  the  main  an  assembling  and  coordination  of 
different  branches  in  the  industry,  the  primary  object  of  which  was  to 
secure  greater  efficiency  and  integration,  and,  of  course,  saving  of  the 
)  payment  of  profits  to  others.  (Their  contention  is  that  most  of  the  con- 
\  stituent  concerns  of  the  Corporation  were  not  in  actual  competition 
^with  one  another,  and  they  are  disposed  to  minimize  the  restriction  of 
y^ompetition  brought  about  as  a  result  of  this  great  merger. 
^     It  is  true  that  certain  of  the  constituent  consolidations,  as,  for 
^  instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
^ular  period.     However,  there  was  active  competition  between  the 
three  principal    crude-steel   concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — while 
'these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consohdations  making  the  lighter  finished  products. 
'.Moreover,  the  fact  should  not  be  lost  sight  of  that  nearly  all  of  the 
'latter  class  of  consolidations  were  originally  created  with  the  inten- 
^  tion  of  restricting  competition.     A  more  important  matter  is  that 
a  period  of  Adolent  competition  among  all  of  these  concerns  was 
'  imminent  at  this  juncture,  and  that  the  United  States  Steel  Cor- 
poration was  organized  for  the  specific  purpose  of  preventing  the 
new  competition  thus  tlireatened  as  well  as  eUminating  that  already 
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existing  among  these  concerns.  The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
consideration  in  bringing  about  the  mei^er.  Nevertheless  the  primary 
object  was  the  restriction  or  prevention  of  competition. 

Several  of  the  largest  iron  and  steel  concerns  which  were  not  ab- 
sorbed by  the  Steel  Corporation  were  at  that  time  engaged  in  the 
maauf  actu]:e  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
fimited  field  than  that  of  the  Corporation.  The  failure  of  the  Corpo- 
ration to  include  some  of  these  concerns  was,  therefore,. less  signifi- 
cant than  might  at  first  sight  appear.  However,  several  of  the  con- 
cerns remaining  outside,  notably  the  Jones  &  Laughlin  interests,  the 
Lackawanna  Iron  and  Steel  Company,  the  Republic  Iron  and  Steel 
Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria  Steel 
Company,  welre  important  rivals  of  the  Corporation.  The  Colorado 
Fuel  and  Iron  Company  in  the  West,  on  account  of  its  geographical 
location,  was  not  a  serious  competitor.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Railroad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 
As  noted  below,  this  concern  was  acquired  by  the  Steel  Corporation 
in  1907. 

DESCBIPnON  OP  THE   UNrTED   STATES    STEEL    CORPORATION   IN    1901. 

Some  idea  of  the  magnitude  of  the  Steel  Corporation,  as  well  as 
of  its  character  as  a  consoUdation  of  combinations,  is  brought  out  by 
Table  3,  facing  page  107,  which  gives  its  principal  constituent  com- 
panies in  1901,  with  the  subsidiaries  of  these  at  that  date,  or  the 
principal  properties,  where  the  ownership  was  in  fee  instead  of  by 
stock. 

At  its  organization  the  Corporation  acquired  steel  works  with  an 
amiual  capacity  of  over  9^400,000  tons  of  crude  steel  and  more  than 
7,700,000  tons  of  finished  rolled  steel  products;  several  railroads, 
with  over  1,000  miles  of  main  track  and  a  large  mileage  of  second 
track  and  sidings;  a  fleet  of  112  Lake  ore  vessels;  iron-ore  reserves  in 
the  Lake  region  estimated  at  about  500,000,000  to  700,000,000  tons 
(8ee  p.  28);  more  than  50,000  acres  of  coking-coal  lands  with  a  great 
acreage  of  other  grades  of  coal,  not  to  mention  numerous  miscellaneous 
properties. 

Subsequent  ACQUismoNS  Aia>  additions. — Since  its  organiza- 
tion the  Steel  Corporation  has  very  greatly  increased  the  capacity 
of  its  plants  and  the  scope  of  its  operations.  The  bulk  of  this  increase 
has  been  due  to  the  construction  of  new  plants,  or  the  enlargement  of 
old  ones,  the  acquisition  of  additional  ore  and  coal  properties,  and 
Bimilar  extensions,  such  additions  being  paid  for  largely  from  earnings. 
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The  Corporation;  however;  has  made  three  important  acquisitions 
of  competing  concerns  since  1901.  The  first  of  these  was  the  pii]> 
chase  in  December,  1902,  of  the  Union  Steel  Company,  which  had  just 
absorbed  the  Sharon  Steel  Company.  This  concern  was  located  in 
the  Pittsburg  district  and  was  an  aggressive  competitor  in  several 
branches  of  production  in  which  the  Steel  Corporation  was  actively 
engaged.  It  also  had  a  valuable  ore  property.  The  company  was 
backed  by  very  influential  interests,  including  H.  C.  Frick,  and  it  was 
desired  by  the  Steel  Corporation  for  these  reasons  even  more  than  for 
its  properties. 

In  May,  1904,  the  Corporation  purchased  the  Clairton  Steel  Com- 
pany, a  somewhat  smaller  concern.  It  was  in  the  hands  of  receivers 
at  the  time  of  its  acquisition. 

The  third  and  most  important  of  these  acquisitions  was  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  in  1907.  By  the  purchase 
of  this  company  the  Steel  Corporation  secured  the  leading  factor  in 
the  southern  iron  and  steel  industry  (the  Tennessee  concern  having 
by  this  time  erected  steel  works  of  considerable  capacity),  and,  what 
was  of  more  consequence,  the  extensive  ore  and  coal  reserves  of  that 
company.  The  purchase  of  this  concern,  which  was  made  in  the 
height  of  the  panic  of  1907,  had  been  preceded  by  unsuccessful 
attempts  on  the  part  of  other  interests  to  use  it  as  a  basis  of  a  rival 
consolidation  which  would  also  include  the  Sloss-Sheffield  Steel  and 
Iron  Company  and  the  Republic  Iron  and  Steel  Company. 

CAPITALIZATION  AND  INVESTMENT  OF  THE  UNITED  STATES 

STEEL  COBPOBATION  IN  1901. 

The  relation  of  the  assets  and  actual  investment  of  this  great  com- 
bination to  the  securities  issued  is  of  high  public  importance  in  esti- 
mating both  the  status  of  the  Corporation  itself,  the  reasonableness  of 
its  profits,  and  its  other  effects  on  the  interests  of  the  public. 

The  Corporation  in  1901,  after  its  organization  had  been  fairly  com- 
pleted (and  including  the  acquisition  of  the  Shelby  Steel  Tube  Com- 
pany, which  did  not  occur  until  August),  had  a  total  outstanding 
capitalization,  including  underlying  bonds,  sundry  mortgages,  and 
purchase-money  obligations  (but  excluding  $535,407  unacquired  stock 
of  subsidiaries),  as  follows: 

Preferred  stock $510,205,743 

Common  stock 508,227,394 

Steel  Corporation  bonds 303,450,000 

Underlying  bonds 59,091,657 

Purchase-money  obligations  and  real-estate  mortgages 21, 872, 023 

Total 1,402,846,817 
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For  the  purposes  of  the  Bureau's  investigation  it  was  essential  to 
make  an  analysis  of  the  actual  value  of  the  physical  properties  of 
the  Corporation  in  1901,  upon  which  this  huge  capitalization  was 
based.  The  Bureau  has  made  such  an  analysis  by  three  difiFerent 
methods: 

First,  hy  organization  history — that  is,  from  historical  study  of 
the  organization  and  investment  of  the  constituent  concerns  at  the 
time  of  their  formation. 

Second,  by  market  value  of  securities — that  is,  by  computation  of 
the  pubUc  estimate  of  the  value  of  the  properties  of  those  constituent 
concerns  as  reflected  in  the  market  prices  of  their  securities. 

Third,  by  departments  of  business — that  is,  by  a  detailed  estimate 
of  the  physical  properties  of  the  company  by  departments  of  its 
business,  computed  from  all  available  data  and  with  an  especially 
elaborate  calculation  of  the  value  of  the  ore  property. 

The  valuation  arrived  at  by  the  Bureau  by  the  first  method,  which 
is  chiefly  for  tangible  assets,  is  approximately  $676,000,000;  the 
valuation  arrived  at  by  the  second  method,  which  includes  intangi- 
ble considerations,  is  approximately  $793,000,000;  the  valuation 
arrived  at  by  the  Bureau  by  the  third  and  more  precise  method,  this 
being  for  tangible  assets  only,  is  approximately  $682,000,000. 

None  of  these  valuations  includes  any  value  imparted  to  these 
properties  by  the  very  act  of  merging  them  into  the  Steel  Corpora- 
tion and  treating  them  as  a  imified  going  concern.  Obviously  such 
a  value  must  be  largely  due  to  the  element  of  concentration  of  con- 
trol and  consequent  elimination  of  competition,  which  value  should 
not  be  included  in  the  present  discussion.     (See  p.  50.) 

It  may  be  noted  at  this  point  that  the  United  States  Steel  Corpora- 
tion is  a  holding  company,  practically  its  entire  property  consisting  of 
the  securities  of  a  number  of  subsidiary  concerns,  some  of  which, 
i  moreover,  in  turn  own  stocks  in  underlying  concerns.  For  the  sake 
of  brevity  and  clearness  in  this  report,  however,  it  will  be  convenient 
to  refer  to  the  physical  properties  thus  controlled  as  though  they 
were  directly  owned  by  the  Corporation  itself.  For  all  practical 
purposes  such  is  indeed  the  fact. 

ESTIMATED  VALUE  OP  CORPORATION'S  PROPERTY,  BASED  ON  STUDY  OF 

ORGANIZATION   OF  CONSTTTUENT  CONCERNS. 

The  Bureau's  estimate  of  the  value  of  the  Steel  Corporation's 
property,  arrived  at  by  a  study  of  the  organization  of  the  constituent 
concerns — approximately  $676,000,000 — ^includes  the  entire  physical 
\  property  and  not  merely  the  equity  over  and  above  bonded 
indebtedness  (which  indebtedness,  for  these  constituent  concerns,  is 
assumed  to  represent  an  equivalent  investment  in  property).  It 
indudes  only  a  negligible  allowance  for  intangible  considerations. 
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In  the  main  the  valuations  arrived  at  are  based  upon  the  method 
by  which  these  constituent  companies  were  organized.     A  very 
common  basis  of  organization  was  to  determine  upon  cash  prices 
[  for  the  plants  acquired  and  then  to  give  the  vendors  (the  owners  of 
the  plants)  the  option  of   taking  the  price  in  cash  or  of  taking 
j  preferred  stock  up  to  the  full  amount  of  the  cash  option  figure,  with 
a  large  bonus  in  common  stock.    New  cash  capital  frequently  was 
,  raised  on  the  same  terms.     The  result  of  this  method  of  organization 
I  was  that  the  preferred  stock  of  the  consolidated  concern  at  its 
\original  organization  represented  practically  the  entire  value  of  the 
property  acquired — certainly  the  entire  value  of  the  physical  assets. 
This  was  the  method  followed  in  the  four  ''Moore"  companies, 
viz,  National  Steel  Company,  American  Tin  Plate  Company,  Ameri- 
can Sheet  Steel  Company,  and  American  Steel  Hoop  Company. 

In  the  case  of  at  least  three  of  these  companies  a  considerable  block 
of  the  common  stock  was  issued  to  the  promoters  as  a  ^commission" 
for  their  services;  in  the  case  of  the  American  Sheet  Steel  Company 
apparently  some  preferred  stock  was  also  issued  for  this  purpose. 

In  the  organization  of  the  American  Steel  and  Wire  Company  the 
preferred  stock  likewise  covered  the  entire  value  of  the  physical  prop- 
erty acquired  at  the  time  of  organization,  all  of  the  common  stock 
being  issued  either  as  a  bonus  or  for  underwriting  services.  The 
same  method,  substantially,  was  followed  in  the  organization  of  the 
National  Tube  and  American  Bridge  companies. 

The  common  stock  of  the  Federal  Steel  Company,  however,  appears 
to  have  had  some  property  value  back  of  it.    Taking  its  principal 
\  subsidiary  concerns,  the  Illinois  Steel  Company  and  the  Minnesota 
\Iron  Company,   at   their   book   values — roughly  $19,260,000    and 
J$22,950,000,   respectively— and    allowing    $4,000,000   to   cover    its 
I  Lorain  and  Johnson  companies  (this  being  approximately  the  price 
J  paid,  reduced  to  a  cash  basis),  and  $4,200,000  for  the  $6,000,000  stock 
of  the  Elgin,  JoUet  and  Eastern  Railway,  the  total  indicated  prop- 
erty value  (over  and  above  underlying  indebtedness),  including  the 
net  amount  of  new  cash  capital  provided,  was,  roughly,  $62,100,000 
against  which  the  Federal  company  issued,  approximately,  $99,700,000 
of  stock.     The  Bureau  has  allowed  as  an  outside  figure  a  total  of 
$63,000,000.    The  method  of  arriving  at  this  valuation  is  carefully 
explained  in  the  text  of  the  report.     While  made  independently,  it 
very  closely  agrees  with  the  average  stock  market  valuation  of 
Federal  Steel  stocks  during  the  period  from  September,   1898,   to 
December  31,  1900. 

The  valuation  of  the  Carnegie  Company's  property  is  more  difiicult 
because  the  organization  of  this  concern  was  arranged  privately  by  the 
former  owners,  and  because  its  securities  were  never  actively  dealt  in. 
The  book  value  of  the  property  of  the  old  Carnegie  Steel  Company 
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(Ltd.)  (which  had  approximatelj  a  29^  per  cent  interest  in  the  H.  C. 
Frick  Coke  Company)  on  March  1, 1900,  or  just  before  these  two  con- 
cerns were  transferred  to  the  Carnegie  Company  of  New  Jersey,  was, 
roughly,  $81,500,000.  This  book  value,  while  correct  for  some  of  the 
properties  of  the  company,  undoubtedly  understated  the  value  of 
others,  particularly  the  item  of  "investments."  Using  such  data  as 
were  available,  the  Bureau  has  arrived  at  the  conclusion  that  the 
tangible  property  of  the  Carnegie  concern  in  March,  1900,  was  not 
in  excess  of  the  $160,000,000  bond  issue  (the  company  also  issued 
$160,000,000  of  stock).  A  suggestive  fact  is  that  in  organizing  the 
New  Jersey  company  $125,000,000  of  bonds,  and  a  like  amoimt  of 
stock,  were  allotted  for  the  various  Carnegie  steel  properties,  and 
$35,000,000  of  bonds  and  an  equal  amount  of  the  stock  for  the  H.  C. 
Frick  Coke  Company.  This  clearly  is  analogous  to  a  similar  distri- 
bution of  preferred  and  common  stock  in  the  case  of  several  of  the 
other  constituent  concerns  of  the  Steel  Corporation.  These  terms, 
in  connection  with  other  evidence  presented  in  the  body  of  the  report, 
indicate  that  the  Carnegie  interests  issued  bonds  up  to  substantially 
the  full  amount  of  tangible  property,  leaving  the  stock  to  cover 
intangible  considerations. 

The  Lake  Superior  ConsoUdated  Iron  Mines  has  been  entered  in 
the  Bureau's  estimate  at  a  value  equal  to  the  par  of  its  outstanding 
stock,  approximately  $29,400,000.  This  appears  to  be  sufficiently 
hberal.  In  the  middle  nineties  the  stock  sold  as  low  as  $10  per  share 
(par  $100) ;  in  1899  it  sold  as  low  as  $40  per  share,  and  the  highest 
reported  price  in  1900  was  $75  per  share,  the  sales  being  very  infre- 
quent. While  the  market  price  may  have  been  depressed  by  the 
fact  that  the  company  had  never  paid  a  dividend  and  did  not  pub- 
hsh  annual  reports,  these  figures  apparently  do  not  warrant  a  valua- 
tion of  the  property  of  this  concern  in  excess  of  the  par  value  of  its 
stock.* 

The  Shelby  Steel  Tube  Company,  acquired  in  August,  1901,  was 
purchased  for  $1,791,038  preferred  and  $2,004,550  common  stock  of 
the  United  States  Steel  Corporation.  This  covered  practically  the 
entire  stock  of  the  Shelby  concern.  The  current  market  value  of  the 
Corporation's  stock  thus  issued  was  approximately  $3,000,000,  and 
this  figure  has  been  taken  as  representing  the  value  of  this  company 
at  its  acquisition  rather  than  the  par  value  of  the  preferred  stock 
($5,000,000),  as  in  several  other  cases. 

The  Bessemer  Steamship  Company  has  been  entered  in  the  Bureau's 
estimate  at  $8,500,000,  the  purchase  price,  this  acquisition  being  tem- 
porarily financed  by  the  issue  of  purchase-money  obligations  to  that 
amount. 


>  The  Boreal]  has.  however,  added  the  moderate  surplus  of  the  company  on  April  1,  1901,  this  being 
iooiDdfld  in  the  item  of  $117,700,000  In  the  table  on  page  19.    (See  also  Table  12,  p.  ]j67.) 
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The  Steel  Corporation  ako  acquired  a  one-sixth  interest  in  the 
Pittsburg  Steam&hip  Company  and  the  Oliver  Iron  Mining  Company 
(the  other  five-sixths  interest  in  these  concerns  already  being  owned 
by  the  Carnegie  Company;  also,  of  course,  acquired  by  the  Corpora- 
tion). Owing  to  the  difficulty  of  estimating  ore  property  in  small 
parcels^  this  one-sixth  iaterest  in  the  two  concerns  has  been  credited 
in  the  current  estimate  with  a  value  equal  to  the  par  of  the  United 
States  Steel  preferred  stock  issued  therefor — ^namely,  $9,250,000 — 
(an  equal  amount  of  common  stock  was  also  paid;  this  has  been 
regarded  as  a  bonus).  While  this  allowance  is  undoubtedly  too  high, 
the  excess  over  a  more  accurate  valuation  is  relatively  so  small  as 
not  to  be  important. 

The  foregoing  valuations,  it  should  be  kept  in  mind,  are  applicable 
at  the  dates  of  the  respective  organizations  of  the  companies  named, 
except  in  the  case  of  the  last  four  concerns,  where  the  figures  given 
apply  to  the  dates  of  acquisition  by  the  Sted  Corporation.  By  April, 
1901,  the  various  constituent  concerns  had  increased  their  property 
investment,  through  surplus  earnings,  to  the  extent  of  approxi- 
mately $117,700,000.  Adding  this  sum,  together  with  $25,003,000 
new  cash  capital  provided  the  Steel  Corporation,  to  the  valuations 
stated  above  and  including  underlying  bonds,  purchase-money  obli- 
gations, and  real-estate  mortgages  (which  also  cover  any  additions 
to  the  property  made  in  this  way),  brings  the  indicated  total  invest- 
ment in  the  physical  property  acquired  by  the  Steel  Corporation  in 
1901  up  to  approximately  $676,000,000,  as  shown  by  the  table  on 
the  succeeding  page. 
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ESTIMATED  VALUES  OF  TANGIBLE  ASSETS  OF  CONSTITUENT  CONCERNS  OF  THE 
UNITED  STATES  STEEL  CORPORATION  AT  THE  DATES  OF  THEIR  RESPECTIVE 
ORGANIZATIONS,  WITH  ADDITIONS  TO  APRIL  1,  1901. 

[Tentative  estimate;  for  final  estimate  see  p.  30.] 


CoDstitnent  ooncerni. 


Gunesie  Company  (New  Jenny) 

FMsal  Steel  Company 

American  Steel  and  Wire  Company  (New  Jersey) 

Natkmal  Tube  Company 

Natkoal  Steel  Conqiany 

American  Tin  Plate  Company 

American  Steel  Hoop  Company 

American  Sheet  Steel  Company 

American  Bridse  Company 

Lake  Superior  Consolidated  Iran  Mines 

Shelby  Steel  Tube  Company 

ODMfzth  Intereat  in  Plttsbmg  Steamship  Company  and  Oliver  Iron  Mining  Company. , 


Total 


Add  mideriying  bonds,  mortgages,  and  pnichase-money  obligations  of  above  companies 
at  par 


Total  vahution  at  time  of  organisation  of  constituent  companies  (except  In  cases 
noted) 


Add: 


Snrplu8  earnings  of  the  companies  aoqoired 

Investment  through  bond  issues,  purchase-money  obligations,  etc 
Cash  capital  provided 


Approximate  grand  total  of  value  of  physioal  property  in  April,  1901 


Estimated 
values  of 
tangible 

assets 

at  dates  of 

respective 

organisations. 


$160,000,000 
63,000,000 
40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
> 31,374,000 
129,400,000 
13,000,000 
>9, 250, 000 


453,349,000 


*  60, 000, 000 


512, 3«,  000 

117,727,000 

•20,964,000 

25,003,000 


676,048,000 


1  Rrtlmated  value  of  property  at  time  of  its  acquisition  by  the  United  States  Steel  Corporation,  instead 
ofatitsorganimtifln. 

t  Amount  of  preferred  stock  of  United  States  Steel  Corporation  Issu^  therefor;  this  probably  excessive, 
bot  allowed  here  in  absence  of  other  data. 

•The  total  of  such  indebtedness,  180,964,000.  is  known;  the  division  here  given  was  partly  approxi- 
mated.   The  item  of  $20,964,000  includes  the  Bessemer  Steamship  Company. 

VALUATION   OF   CONSTITUENT   COMPANIES    AS    INDICATED   BY   MARKET 

PRICES   OF  THEIR   SEOURITIES. 

The  vduation  of  the  properties  of  these  constituent  concerns 
arriyed  at  by  the  second  method  of  analysis  is  based  upon  the  market 
value  of  their  securities.  Using  average  weekly  prices,  where  avail- 
able; and  again  adding  underlying  bonds,  purchase-money  obliga- 
tions, and  real-estate  mortgages,  at  par,  as  well  as  $25,003,000  of  new 
cash  capital  provided  for  the  Steel  Corporation,  the  indicated  valua- 
tion is  approximately  $793,000,000,  as  shown  in  the  table  on  the 
next  page. 
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APPROXIMATE  MARKET  VALUATION  OP  SECURITIES  ACQX7IRED  BY  UNITED  STATES 
STEEL  CORPORATION  IN  1901,  AS  INDICATED  BY  AVERAGE  MARKET  PRICES, 
1809-1900. 


Constitaent  ooncerns. 


Stocks  regularly  quoted: 

Federal  Steel  Company- 
Preferred 

Common 

American  Steel  and  Wire  Company- 
Preferred 

Common 

National  Tube  Company- 
Preferred 

Common 

National  Steel  Company- 
Preferred 

Common 

American  Tin  Plate  Company- 
Preferred 

Common 

American  Steel  Hoop  Company- 
Preferred  

Common 

American  Bridge  Company  i— 

Preferred 

Common 

Shelby  Steel  Tube  Company  >— 

Preferred 

Common 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company  i— 

Preferred 

Common 

Lake  Superior  Consolidated  Iron  Mines. 

Carnegie  Company: 

Bonds 

Stock 


Oliver  Iron  Mining  Company,  one^ixth  interest. . . 
Pittsburg  Steamship  Company,  one^ixth  interest 


Total 

Mortgages  and  purchase-money  obligations . 

Underlying  bonds  and  scrip  at  par 

Cash  capital 


Grand  total. 


Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 


/'artoltt^. 

$53,260,200 
46,488,700 

39,999,000 
49,961,400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,825,000 
28,000,000 

14,000,000 
19,000,000 

31,357,600 
30,946,400 

4,776,100 
8,018,200 


24,409,600 
24,499,600 
29,413,906 

159,450.000 

160,000,000 

200,000 

221,700 


<  881,396,405 


Average 
market 
price  of 
stock  in 
1809-190a 


Fet  cent  of 
par  8ofo<. 

76.38 
6a04 

80.41 
48.36 

04.20 
48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32L11 

93.10 
43.88 

56.48 

laoo 


>65.88 
>19.00 
•75.00 

105.00 

noo.oo 


Value  at 
average  prioei 


840,680,141 
23,260,443 

35,763,106 
24,121,aM 

37,680,000 
19,488,000 

24,600,654 
13,821,809 

16,634,103 
9,735,600 

10,827,000 
6,100,900 

29,193,926 
13,579,280 

2,607,541 
873,984 


16,140,336 

4,654,924 

22,060,429 

167,422,500 
160,000,000 

» 9,250,000 


686,995,290 
21,872,023 
59,091,657 

T  25,003,000 


792,961,970 


t  No  quotatkm  in  1899. 

s  Mean  of  highest  and  lowest  prices  tn  Pittsburg  market  in  1900,  weekly  quotations  not  behig  available. 

>  Asked  price  In  1900.    Does  not  include  lower  prices  recorded  in  1900. 

<  Only  13  shares  known  to  have  been  sold  in  open  market. 

•  Not  based  on  stock  quotations  bat  amount  of  United  States  Steel  Corporation  preferred  stock  issued 
therefor  at  par. 

*  Does  not  include  $535,407  unacquired  stock  in  subsidiary  oonoems. 
7  Including  $3,000  paid  in  by  original  incorporators. 


4 


UNITED  STATES  STEEL  COBPOBATION.  21 

The  average  prices  given  cover  the  periods  from  the  respective 
dates  of  organization  to  December  31,  1900.  The  market  quotations 
&om  January  1,  1901,  to  March  31,  1901,  were  so  largely  influenced 
by  the  prospective  organization  of  the  Steel  Corporation  that  they 
have  been  properly  excluded  in  computing  the  foregoing  averages; 
their  inclusion,  however,  would  have  added  only  about  $6,000,000  to 
the  grand  total  reached. 

It  should  be  noted  that  the  stocks  of  several  of  these  concerns  were 
inactive,  particularly  those  of  the  Carnegie  Company  and  the  Lake 
Superior  Consolidated  Iron  Mines.  The  former  stock  has  been  taken 
at  its  par  value,  since  the  few  recorded  sales  of  the  stock  (but  13  shares 
in  all)  were  at  that  figure.  The  Lake  Superior  Consolidated  stock  has 
been  taken  at  S75  per  share — the  highest  reported  figure  for  a  number 
of  years  prior  to  1901 — since,  on  account  of  the  inactivity  of  this  stock, 
an  average  of  the  prices  in  1899  and  1900  might  be  unfair.  (In  the 
preceding  estimate  the  stock  was  reckoned  at  par.) 

The  Carnegie  bonds  have  been  entered  at  their  market  quotation. 
Although  the  premium  on  these  securities  might  fairly  be  ignored  in 
a  calculation  of  this  sort,  it  was  deemed  better  to  allow  it. 

When  it  is  taken  into  consideration  that  these  market  prices  include, 
of  course,  an  allowance  for  earning  power  and  other  intangible  con- 
siderations, this  total  of  $793,000,000  indicates  that  the  preceding 
valuation  of  $676,000,000  for  the  tangible  property  alone  is  suffi- 
ciently liberal. 

E8TDCATEO  VALUATION  OP  PROPEKTY  OP  STEEL  CORPORATION  IN  1901 

BY  DEPARTMENTS  OP  ITS   BUSINESS. 

Both  of  the  foregoing  estimates  are  necessarily  somewhat  general. 
The  estimate  of  the  Bureau,  based  on  the  third  method  stated — 
that  is,  by  departments  of  the  Corporation's  business — was  prepared 
on  a  more  detailed  basis. 

Before  proceeding  to  discuss  this  estimate,  it  should  be  noted  that 
the  Steel  Corporation  itself,  in  July,  1902,  in  litigation  then  pending, 
submitted  an  estimate  of  the  value  of  its  assets,  by  principal  depart- 
ments, as  follows: 

ESTIMATE  OF  VALUE  OF  TANGIBLE  ASSETS  OF  UNITED  STATES  STEEL  CORPORA- 
TION ON  JULY  1, 1902,  SUBMITTED  BY  THE  CORPORATION  IN  THE  "HODGE"  SUIT. 

Oreproperties $700,000,000 

Phnts,  milb,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300,000,000 

Blast  fciraaces 48,000,000 

Goalaadooike 100,000,000 

Transportation  properties » 80,000,000 

Nfttazal  gas  fields 20,000,000 

Umotone  properties. 4,000,000 

Ctth  sod  cash  assets* 148,291,000 

Total 1,400,291,000 

^  PnsldeBt  Schwab  stated  that  the  Corporatkm's  estimate  tor  this  Item  was  the  value  after  allowing  for 
tttMOOO  of  indebtedness.    (Seep.  36.) 
'  Aiof  Jane  1, 190S.    See  note  8  to  table  on  page  36. 
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This  estimate  of  the  Steel  Corporation  was  submitted  for  the  pur- 
pose of  defending  its  huge  capitalization,  which  was  then  directly 
challenged  as  one  of  the  vital  issues  in  the  suit.  As  the  legal  right  of 
the  Corporation  to  carry  out  a  proposed  conversion  of  a  portion  of 
its  preferred  stock  into  bonds  was  dependent  upon  the  amount  of  its 
assets  there  was  a  great  inducement  before  the  Corporation  to  over- 
state the  value  of  its  property  in  order  to  justify  its  capitalization. 
As  shown  later  some  of  the  Corporation's  figures  greatly  exaggerated 
the  true  values. 

The  Bureau  for  the  purposes  of  this  third  method  of  analysis  has 
used  the  classification  of  property  employed  by  the  Corporation, 
shown  in  the  preceding  table.  The  basis  of  the  Bureau's  estimates 
by  the  different  classes  may  now  be  briefly  explained.  For  conven- 
ience in  discussion  the  value  of  the  ore  property  will  be  taken  up  last. 

MANUFACTURING   PROPERTIES. 

For  most  of  the  subsidiary  companies  of  the  Steel  Corporation  the 
Bureau's  valuations  of  the  manufacturing  plants  were  arrived  at  by 
deducting  from  the  par  value  of  the  preferred  stock  issued  at  their 
respective  organizations  the  amounts  of  working  capital  provided. 
The  preferred  stock,  as  already  shown,  in  most  cases  represented  the 
total  assets  acquired,  which  m  several  instances  consisted  exclusively 
of  plants  and  working  capital.  Therefore  the  values  of  the  plants 
could  be  arrived  at  by  deducting  the  working  capital  from  the  amount 
of  preferred  stock.  As  th^  properties  were  acquired  as  going  con- 
cerns, the  preferred-stock  issues  probably  included  in  some  cases  an 
allowance  for  intangible  considerations,  and  this  method  may  there- 
fore somewhat  overstate  the  value  of  the  plants.  This  method  was 
used  in  the  case  of  the  American  Steel  and  Wire  Company,  the 
National  Steel  Company,  the  American  Tin  Plate  Company,  the 
American  Steel  Hoop  Company,  the  National  Tube  Company,  and 
the  American  Bridge  Company.  In  the  case  of  the  National  Steel 
Company,  an  addition  of  $2,561,000  was  made  on  account  of  bonded 
indebtedness,  which  was  considered  as  representing  an  equivalent 
investment  in  manufacturing  properties.  (Additional  bonds  were 
subsequently  Issued  by  this  company,  but  almost  entirely  for  other 
kinds  of  property.)  A  few  of  the  other  concerns  had  small  amounts 
of  indebtedness,  bringing  the  total  addition  on  this  account  up  to 
$3,000,000.  In  the  case  of  the  American  Sheet  Steel  Company,  owing 
to  evidence  that  even  the  preferred  stock  was  heavily  ''watered," 
the  value  of  the  manufacturing  plants  was  fixed  at  $12,000,000, 
although  the  preferred-stock  issue  was,  roughly,  $24,500,000.  An 
addition  of  $1,000,000  was  made  to  cover  certain  detached  real 
estate.  This  company  had  $2,000,000  of  bonded  debt,  but  this  has 
been  considered  as  representing  its  natural-gas  property.    (See  p.  26.) 
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Tihe  value  giyen  the  plants  of  the  Carnegie  Company  was  the  book 
yaluSy  as  shown  in  the  balance  sheet  of  March  1,  1900.  In  the  case 
of  the  Fedei:al  Steel  Company,  likewise,  the  value  for  its  Illinois  Steel 
Company  plants  was  the  book  value  at  the  time  of  their  acquisition, 
while  the  value  taken  for  its  Lorain  and  Johnson  companies'  plants 
was  practically  the  cash  equivalent  paid.  The  bond  issues  of  these 
concerns,  therefore,  do  not  have  to  be  considered. 

The  Shelby  Steel  Tube  Company  plants  have  been  valued  at 
$3,000,000. 

The  other  constituent  companies  mentioned  in  the  list  on  page  19 
did  not  have  any  manufacturing  plants. 

The  valuations  thus  arrived  at  are  summarized  in  the  following 
table: 

BUREAU'S  ESTIMATE  OF  INVESTMENT  OF  CONSTITUENT  COMPANIES  OF  UNITED 
STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (INCLUDING  BLAST 
FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OF  THEIR  RESPECTIVE 
ORGANIZATIONS, 


Company. 


Aauric&a  Steel  and  Wire  Company. 

National  Steel  Company  > 

.\inalcan  Tin  Plate  Company  1 

Aincriean  Steel  Hoop  Company 

KatuoalTabe  Company 

Americao  Bridge  Company  1 

Other  compaoJes: 

Carnegie  Company  ( book  valne) 

Federal  Steel  Company— 

Dlinois  Steel  Company  (book  valoe) 

Lorain  and  Johnson  companies  (approximate  cash 

price) 

Shelby  Steel  Tnbe  Company  (approximate  caah  price) . . 

Ameriffm  Sbeet  Steel  Company  (estimated) 

Add  to  coyer  inTestment  In  mann&ctmlng  plants  repre- 
sented  by  mlsoellaneoua  bonds 


Preferred 
stock  issued. 


$40,000,000 
27,000,000 
18,325,000 
14,000,000 
40,000,000 
31,374,000 


Current  as- 
sets at  or- 
ganization. 


116,600,000 

9,000,000 

4,fi00,000 

3,000,000 

16,000,000 

11,500,000 


Balance  to 

represent 

plants. 


Total. 


123,400,000 
18,000,0W 
13,825,000 
11,000,000 
24,000,000 
19,874,000 

43,355,000 

20,200,000 

4,000,000 

3,000,000 

13,000,000 

3,000,000 
196,654,000 


tin  the  case  of  this  company  the  preferred  stock  here  given  Includes  a  small  amount  issued  soon  after 
the  oriBuiixation  of  the  company. 

This  total  of  $196,654,000,  it  should  be  emphasized,  is  the  indi- 
cated value  of  the  manufacturing  plants  and  accompanying  real 
estate  at  the  respective  dates  of  organization  of  these  constituent 
concjems  (except  in  the  cases  of  the  American  Bridge  and  Shelby 
Steel  Tube  companies),  and  not  the  value  at  the  time  of  transfer  to 
the  Steel  Corporation.  As  shown  above,  the  aggregate  surplus  earn- 
ings of  all  the  subsidiaries  from  the  dates  of  their  respective  organiza- 
tions to  April  1,  1901,  were  approximately  $117,700,000.  A  part  of 
this  was  invested  in  manufacturing  properties,  and  a  portion  of  the 
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original  working  capital  of  these  concerns  was  also  used  for  this  same 
purpose.  Just  how  much  was  iuTested  in  manufacturing  plants  is 
not  definitely  known.  Large  sums  were  invested  in  ore,  coal,  and 
transportation  properties.  On  the  other  hand,  there  had  very  likely 
been  some  depreciation  of  these  properties.  From  various  data 
obtained  the  Bureau  has  concluded  that  an  allowance  of  $250,000,000 
would  be  sufficient  to  cover  the  total  investment  in  these  manu- 
facturing properties  on  April  1,  1901.  (Only  a  small  addition  had  to 
be  made  on  account  of  additional  securities  issued,  because  these 
were  almost  exclusively  for  other  classes  of  property.) 

That  this  allowance  of  $250,000,000  is  sufficiently  Uberal  is  indi- 
cated by  data  furnished  by  the  Steel  Corporation.  At  the  close  of 
Decembor,  1907,  the  Steel  Corporation  made  an  appraisal  of  its  assets 
(see  p.  44),  in  which  the  manufacturing  properties  (other  than 
the  Gary  plant  and  those  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company)  were  valued  at  $367,600,000.  This  figure,  according  to 
the  Corporation,  represented  the  construction  cost  less  accrued  de- 
preciation (see  p.  41),  except  for  real  estate,  which  was  taken  at 
the  current  value.  During  the  period  from  April  1,  1901,  to  Decem- 
ber 31, 1907,  there  had  been  invested  in  net  capital  additions  to  these 
manufacturing  properties  (again  excluding  the  Gary  and  Tennessee 
plants)  approximately  $114,500,000.  Deducting  this  from  the  fore- 
going figure,  gives  an  indicated  investment  in  these  manufacturing 
properties  in  April,  1901,  of  $253,000,000.  This  amount  was  over 
and  above  an  expenditure  of  approximately  $180,000,000  for  ordinary 
maintenance  and  repairs  which,  in  some  cases,  apparently  included 
an  allowance  for  depreciation  although  not  so  designated. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,000,000  for 
1901),  includes  real  estate  at  values  in  excess  of  those  prevailing  in 
1901.  Allowing  for  this  fact,  this  1907  appraisal  of  the  Corporation 
does  not  indicate  a  valuation  for  the  Corporation's  plants  in  April, 
1901,  in  excess  of  $250,000,000. 

TRANSPORTATION    PROPERTIES. 

Railroad  properties. — ^The  Bureau  has  placed  the  value  of  the 
railroad  property  of  the  Corporation  at  $70,000,000.  This  was  almost 
exactly  the  book  value — that  is,  the  sum  of  the  capital  stock,  bonds, 
and  surplus.  As  shown  in  the  detailed  discussion  in  the  body  of  the 
report,  there  can  be  little  doubt  that  the  Bureau^s  valuation  b  suffi- 
ciently liberal.  This  figure  does  not  include  an  interest  of,  roughly, 
48  per  cent  in  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad 
Company  not  owned  by  the  Corporation. 

Steamship  properties. — ^The  steamship  property  of  the  Corpora- 
tion in  1901  has  been  valued  by  the  Bureau  at  $20,000,000.     This 
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agrees  almost  exactly  either  with  the  cash  prices  paid  by  the  Corporar 
tion,  or  with  the  net  investment  shown  on  the  books  of  the  constituent 
companies,  either  of  which  can  not  be  regarded  as  understating  the 
value.  It  is  equivalent  to  an  average  of,  roughly,  $40  per  ton  of  carry- 
ing capacity,  including  both  barges  and  steamers.  At  the  close  of 
1900  ore  steamers  of  the  most  improved  type  could  be  constructed  at 
an  average  cost  of  from  $45  to  $50  per  ton  of  cargo  capacity.  The 
cost  of  baizes  was  somewhat  less.  Since  many  of  the  vessels  were 
more  or  less  depreciated  and  somewhat  obsolete  in  type,  an  average 
valuation  of  $40  per  ton  must  be  regarded  as  Uberal.  It  is  ()ossibly 
excessive,  but  as  any  reduction  which  could  reasonably  be  made  would 
be  comparatively  small,  it  has  been  allowed. 

Dock  pboperties.— The  only  important  dock  property  acquired 
by  the  Steel  Corporation  (other  than  certain  docks  included  with  rail- 
roads or  manufacturing  plants  and  embraced  in  the  foregoing  valua- 
tions for  these)  was  that  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, the  book  investment  in  which  on  April  1,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  all  miscellaneous  dock  property  is 
undoubtedly  sufficient. 

On  the  foregoing  basis,  it  will  be  seen,  the  total  valuation  for  the 
transportation  properties  as  a  group  is  $91,500,000.  It  should  be 
noted  that  this  figure  represents  the  entire  value  of  these  properties 
(except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Rail- 
road, as  above  noted),  and  not  merely  the  equity  value  over  and 
above  bonded  indebtedness. 

COAL  AND  COKE   PROPEBTY. 

The  Steel  Corporation's  estimate  of  $100,000,000  for  this  property 
was  undoubtedly  excessive  in  some  respects,  particularly  in  the 
values  assigned  to  coking-coal  lands,  a  large  portion  of  which  was 
rated  at  $1,500  per  acre.  The  Bureau  has  allowed  $1,200  per  acre 
for  such  coal,  a  figure  which,  in  view  of  the  facts  set  forth  in  the  body 
of  the  report,  must  be  regarded  as  entirely  ample.  This  meant  a  re- 
duction of  $13,000,000;  the  steam  coal  estimate  was  reduced  by 
$3,000,000.  The  Corporation's  estimate,  moreover,  included  addi- 
tions made  to  the  property  since  April  1, 1901,  amounting  to,  roughly, 
$2,000,000.  It  also  included  an  entry  of  $2,500,000  for  certain  prop- 
erty not  acquired  until  the  end  of  1901.  Allowing  for  these  con- 
siderations, the  Bureau  has  fixed  upon  $80,000,000  as  an  approxi- 
mate but  liberal  valuation  of  this  coke  property  in  April,  1901. 

NATURALrOAS  AND  LIMESTONE   PROPERTIES. 

The  Corporation,  it  will  be  seen,  placed  the  value  of  the  natural- 
gas  property  in  1901  at  $20,000,000.  Owing  to  the  great  diflBculty 
of  arriving  at  a  conclusive  estimate  of  the  value  of  that  property  as 
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it  existed  in  1901,  the  Bureau  has  allowed  this  valuation  to  stand. 
It  may  be  pointed  out,  however,  that  this  figure  is  about  double 
the  valuation  of  the  Steel  Corporation  in  1907  for  its  natural-gas 
property  at  that  date.  The  Corporation's  natural-gas  property  was 
acquired  chiefly  through  the  Carnegie  and  American  Sheet  Steel 
companies. 

The  Corporation's  allowance  of  $4,000,000  for  the  limestone  prop- 
erty is  undoubtedly  excessive,  but  the  amount  is  comparatively 
small  and  in  the  absence  of  satisfactory  data  the  Bureau  did  not 
attempt  to  revise  it. 

WORKING  ASSETS. 

The  working  assets  of  $136,500,000  were  arrived  at  from  a  con- 
soUdated  balance  sheet  furnished  by  the  Corporation.  Purchase- 
money  obligations  and  sundry  real-estate  mortgages  were  treated  as 
bonded  indebtedness.  (See  note  3  to  the  table  on  p.  36.)  This  total 
includes  $25,003,000  cash  capital  provided  for  the  Corporation  at  its 
organization. 

SUMMAKY  FOR  PROPERTY  OTHER  THAN   ORE. 

The  Bureau's  estimates  of  the  tangible  property  of  the  Corporation, 
other  than  ore,  in  1901,  are  therefore  as  follows: 

Manufacturing,  including  blaat  furnaces $250, 000, 000 

Transportation 91 ,  600, 000 

Coal  and  coke 80, 000, 000 

Natural  gas 20,000,000 

Limestone 4,000,000 

Working  assets 136, 500, 000 

Total 582 ,  000, 000 

The  total  value  assigned  these  classes  of  property  in  the  Corpora- 
tion's estimate  of  1902  (see  table  on  p.  21),  it  will  be  observed,  was 
roughly  $700,000,000,  or,  after  including  the  bonded  indebtedness 
of  transportation  properties  and  purchase-money  obligations  and 
mortgages,  to  make  the  two  estimates  fairly  comparable,  approxi- 
mately $757,000,000.  The  Corporation's  estimate,  of  course,  included 
additions  to  property  made  from  April  1,  1901,  to  July,  1902.  Never- 
theless the  Corporation's  estimate  of  its  manufacturing  properties  was 
undoubtedly  excessive.  Except  in  this  instance,  the  Bureau's  valu- 
ations for  these  classes  of  property  are  not  strikingly  different  from 
those  of  the  Corporation  in  1902. 

VALUE  OF  THE  ORE  PROPERTY  OF  THE  STEEL  CORPORATION, 

The  ore  valuation  made  by  the  Corporation,  however,  presents  a 
very  different  question.  The  table  on  page  21  shows  that  the  Cor- 
poration assigned  a  value  of  no  less  than  $700,000,000  to  its  ore  prop- 
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erty,  or  almost  one-half  of  the  total  claimed  for  all  its  assets,  tt  is 
evident,  therefore,  that  conclusions  regarding  the  value  of  the  ore 
must  largely  govern  opinions  as  to  the  relationship  between  the 
capitalization  and  the  actual  property  assets  of  the  Steel  Corporation 
as  a  whole. 

The  Bureau  has  estimated  the  value  of  this  ore  property  by  three 
different  methods — ^first,  on  the  basis  of  prices  paid  for  ore  in  fee 
shortly  before  the  Corporation  was  organized ;  second,  on  the  basis  of 
the  price  paid  by  the  Steel  Corporation  itself  for  a  certain  portion  of 
its  ore  property;  and,  third,  by  a  calculation  of  the  ''present  worth" 
of  royalties  on  leased  ore. 

It  should  be  explained  that  it  is  a  very  common  practice  for  operators 
of  iron  mines  to  lease  ore-bearing  tracts  on  a  system  of  rentals  called 
/^royalties";  that  is,  the  lessee  (or  operator)  contracts  for  the  right 
to  take  ore  from  a  given  deposit  and  to  pay  the  owner  thereof  a  stipu- 
lated amount  for  every  ton  of  ore  taken  out.  Usually  the  lease  pro- 
vides that  not  less  than  a  fixed  minimum  shall  be  paid  for  annually. 

Such  a  right  to  mine  ore  is  called  a  ''leasehold."  A  mine  which 
is  owned  outright  by  the  operator  is  spoken  of  as  a  "fee"  mine,  and 
the  ore  in  such  a  mine  or  in  a  tract  of  land  so  owned  is  spoken  of  as 
"fee  ore." 

Valuation  based  on  prices  for  fee  ore. — In  arriving  at  a 
valuation  by  this  first  method,  which  the  Bureau  regards  as  the  least 
conclusive  of  the  three,  an  effort  has  been  made  to  determine  in  a 
rough  way  the  prevailing  prices  for  fee  ore  in  1901.  Allowance 
must  then  be  made  for  the  fact  that  a  considerable  part  of  the  Cor- 
poration's ore,  instead  of  being  owned  in  fee,  was  simply  held  by 
it  under  lease.  The  value  of  such  leasehold  rights  necessarily  is  less 
than  the  value  of  a  corresponding  quantity  of  similar  fee  ore. 

Fee  prices  of  ore,  owing  to  the  great  uncertainties  which  attend  all 
mining  enterprises,  should  be  used  only  with  great  discretion.  The 
price  originally  paid  for  a  mining  property  may  not,  of  course,  repre- 
sent the  real  market  value  of  that  property  at  a  later  period  after 
development.  For  this  reason  prices  paid  for  ore  property  in  the  early 
nmeties  have  not  been  taken  into  consideration  by  the  Bureau.  The 
prices  paid  by  the  constituent  concerns  of  the  Steel  Corporation  in  the 
late  nineties,  however,  are  entitled  to  some  weight,  although  even 
these  must  be  regarded  as  simply  in  the  nature  of  evidence  and  not 
as  conclusive.  All  available  evidence  indicates  that  prices  of  ore 
bought  in  fee  in  the  late  nineties  seldom  amounted  to  more  than  a  few 
cenU  per  ton  on  the  estimated  tonnage  acquired. 

As  one  instance  it  may  be  noted  that  the  American  Steel  and  Wire 
Company  bought  the  Sauntry  mine  in  1899  for  $700,000.  This  mine 
was  estimated  at  the  time  to  contain  anywhere  from  25,000,000  to 
40,000,000  tons  of  ore.    On  the  lower  estimate  of  tonnage  the  price 


28  THE  STEEL  INDUSTRY. 

was  less  than  3  cents  per  ton  and  on  the  higher  basis  less  than  2 
cents  per  ton.  A  later  estimate,  based  on  expert  examination, 
placed  the  tonnage  at  over  80,000,000  tons,  which  would  indicate  a 
price  of  less  than  1  cent  per  ton.  The  reported  prices  paid  for  several 
other  mines  transferred  in  fee  in  1899  and  1900  Ukewise  averaged 
only  a  very  few  cents  per  ton  on  the  estimated  tonnage. 

The  following  significant  statement  from  a  formal  brief  filed  by 
the  delegation  from  St.  Louis  Coimty  in  the  House  of  Representatives 
of  Minnesota  (the  great  bulk  of  the  developed  iron-ore  deposits  of 
Minnesota  being  in  St.  Louis  County)  as  late  as  1909  may  be  cited: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton;  the  highest  that  we  ever  knew  were  for  15  cents 
per  ton.  There  may  have  been  sales  at  a  higher  price,  hU  we 
Mwe  never  Jcnown  of  one,  cmd  upon  inquiry  can  learn  ofnone,^ 

This  emphatic  statement,  made  eight  years  after  the  Steel  Cor- 
poration was  organized,  during  which  period  there  had  been  a  con- 
siderable advance  in  the  value  of  ore  property,  together  with  much 
additional  evidence  presented  in  the  body  of  the  report,  clearly  indi- 
cates that  fee  ore  in  the  ground  in  the  Lake  region  in  1901  was  on 
the  average  worth  decidedly  less  than  15  cents  per  ton. 

An  estimate  of  700,000,000  tons  for  the  total  ore  holding  of  the 
Steel  Corporation  in  1901  must  be  regarded  as  liberal.  Indeed  the 
Corporation  in  its  estimate  of  1902,  above  given  (see  p.  21) ,  reckoned  on 
this  tonnage,  its  valuation  of  $700,000,000,  being  at  the  rate  of  SI  per 
ton.  It  has  since  been  admitted  that  this  estimate  made  no  allowance 
for  the  fact  that  a  large  part  of  the  ore  was  simply  leased  and  not 
owned  in  fee.  The  allowance  of  $1  per  ton  for  even  the  fee  ore  was 
unquestionably  extravagant. 

Supposing  that  all  the  ore  had  been  owned  in  fee  in  1901  (which 
was  not  the  case),  and  allowing  as  much  as  10  cents  per  ton  as  a  fair 
average  value,  the  total  value  of  a  deposit  of  700,000,000  tons  would 
have  been  $70,000,000;  at  an  average  of  6  cents  per  ton  only 
$35,000,000.  Adding  $9,000,000  to  cover  improvements  to  this  mining 
property  in  1901,  this  being  approximately  the  book  investment  in 
these  improvements  (shafts,  stripping,  equipment,  buildings,  etc.),  the 
indicated  valuation  of  the  entire  property,  based  upon  such  fee  prices, 
would  range  from  $44,000,000  to  $79,000,000.  Even  allowing  as  much 
as  15  cents  per  ton  for  the  ore,  which  figure,  however,  is  discredited  by 
the  statement  of  the  mining  interests  above  quoted,  the  total  indi- 
cated valuation  of  the  property,  including  improvements,  would  be 
only  $114,000,000.  However,  these  results  are  all  on  the  assump- 
tion that  all  the  ore  was  ownied  in  fee,  whereas  at  least  one-half  of 
it  was  simply  leased.     As  stated  above,  such  leases  were  worth  less 
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per  ton  than  fee  ore.  If  a  correction  were  made  for  this,  the  above 
amounts  would  be  substantially  reduced. 

Pbices  paid  for  ore  fbopebtt  bt  THE  Steel  Corpobation 
rrsELF. — ^The  most  important  single  block  of  ore  property  acquired 
by  the  Steel  Corporation  in  1901  was  that  of  the  Jjake  Superior 
Consolidated  Iron  Mines.  An  official  statement  at  the  time  of 
the  purchase  placed  the  holdings  of  that  concern  anywhere  from 
a  minimum  of  300,000,000  tons  to  well  above  400,000,000  tons; 
the  higher  estimate  later  proved  to  be  conservative.  Using  the 
lower  figure,  it  will  be  seen  that  the  holding.^  of  this  concern  repre- 
sented three-sevenths  of  the  total  accepted  estimate  of  700,000,000 
tons.  The  quality  of  the  ore  properties  of  this  company  as  a  whole 
was  certainly  equal  to  the  average  quality  of  all  the  ore  properties 
acquired  by  the  Steel  Corporation.  The  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Cor- 
poration. By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  approximate  value  of  the 
entire  holdings  of  the  Corporation. 

The  Steel  Corporation  acquired  the  Lake  Superior  Consolidated 
concern  on  the  basis  of  $135  of  its  own  preferred  and  $135  of  its 
common  stock  for  each  SI  00  of  the  old  stock.  The  total  par  value 
of  Steel  Corporation  securities  thus  issued  was  roughly  $79,400,000. 
The  market  value,  based  on  the  average  prices  of  Steel  Corporation 
stocks  for  the  first  year  of  the  company's  operations  ($94  for  the 
preferred  and  $44  for  the  common),  was  approximately  $55,000,000. 
While  this  was  substantially  the  cash  price  obtained  by  the  owners, 
it  undoubtedly  far  exceeded  any  price  which  the  purcrbasers  would 
have  been  willing  to  pay  in  actual  cash.  Indeed,  the  market  prices 
of  the  securities  issued  for  this  concern  almost  certainly  overstate 
the  real  cash  value  of  the  property.  Such  prices  in  securities,  even 
when  reduced  to  the  basis  of  actual  market  value,  undoubtedly 
include  what  is  in  effect  a  price  paid  to  get  greater  control  of  the  ore 
situation. 

In  addition  to  its  ore  property,  the  Lake  Superior  Consolidated  Iron 
Mines  owned  the  entire  $2,512,000  capital  stock  and  $2,305,000  of  the 
bonds  of  the  Duluth,  Missabe  and  Northern  Railway.  This  railroad 
was  exceptionally  valuable.  Its  average  earnings  in  1900  and  1901 
were  at  the  rate  of  over  50  per  cent  yearly  upon  the  capital  stock.  Its 
operating  expenses  in  1900  were  less  than  45  per  cent  of  the  gross 
earnings.  (See  p.  60.)  Moreover,  the  capital  securities  of  this  road 
appear  to  have  been  fairly  well  protected  by  tangible  assets  alone. 
Without  allowing  anything  for  earning  power,  therefore,  the  invest- 
ment value  of  these  railroad  securities  at  par,  plus  $3,000,000  to 
cover  the  surplus  on  April  1,  1901,  was,  approximately,  $7,817,000. 
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Applying  the  rates  of  exchange  into  United  States  Steel  stock — 
$135  for  the  preferred  and  $135  for  the  common  for  each  $100  of  the 
Lake  Superior  Consolidated  stock — ^to  this  figure,  gives  a  total  of, 
rou^ly,  $10,553,000  of  each  class  of  stock  which  may  be  considered 
as  having  been  issued  for  this  railroad  property.  Deducting  this 
from  the  total  amounts  of  Steel  Corporation  stock  issued  for  the  entire 
property  of  the  Lake  Superior  concern  (roughly  $39,708,000  of  each 
class)  there  would  be  left  $29,155,000  of  each  class  for  the  ore  property. 
The  market  value  of  this  stock  at  the  average  prices  above  given  ($94 
for  the  preferred  and  $44  for  the  common)  would  be  $40,234,000. 

Using  the  minimum  estimate  of  300,000,000  tons,  this  price  was 
equivalent  to  13.4  cents  per  ton  for  the  ore;  using  the  estimate  of 
400,000,000  tons  the  average  would  be  almost  exactly  10  cents  per 
ton.  These  prices,  it  should  be  noted,  include  fee  mines,  leaseholds, 
and  improvements,  collectively,  and  not  merely  fee  ore.  The  pro- 
portion of  fee  ore  in  the  Consolidated  company's  holdings,  as  just 
stated,  was  apparently  higher  than  for  the  other  ore  property  acquired 
by  the  Steel  Corporation  taken  as  a  whole.  The  property,  moreover, 
included  a  large  number  of  improved  mines. 

Applying  these  averages  to  the  accepted  estimate  of  700,000,000 
tons  as  the  total  ore  tonnage  of  the  Steel  Corporation  in  1901,  the  total 
cost  of  the  acquisitions  of  ore  property  (with  improvements),  had  it 
all  been  acquired  on  the  same  average  basis  per  ton  (assuming  the 
same  proportions  for  fee  and  leasehold  mines)  as  this  ore  of  the  Lake 
Superior  Consolidated  Iron  Mines,  would  have  ranged  from  about 
$70,000,000  to  $94,000,000,  according  to  the  tonnage  assumed  for  the 
Lake  Superior  Consolidated  Iron  concern. 

Calculations  thus  based  upon  this  Consolidated  Iron  Mines  purchase 
must  be  regarded  as  liberal  and  probably  excessive.  The  rates  of 
exchange  allowed  the  Consolidated  stock  are  in  themselves  indicative 
of  an  excessive  payment.  These  rates  figure  out  an  approximate  cash 
yield  of  $186  for  each  share  of  the  Consolidated  Iron  Mines  stock, 
whereas  down  to  the  close  of  1899  the  highest  price  for  the  stock  for 
many  years  appears  to  have  been  $60  per  share,  and  the  highest  price 
down  to  the  close  of  1900,  $75  per  share.  It  is  incredible  that  there 
could  have  been  any  such  rapid  increase  (nearly  250  per  cent)  in  actual 
market  value  in  this  short  interval.  The  chief  owners  of  the  Lake 
Superior  Consohdated  stock  were  Standard  Oil  capitalists  who  were 
under  no  pressure  to  sell,  and  who  must  have  recognized  the  strategic 
position  which  the  ownership  of  this  ore  and  railroad  property  gave 
them,  and  who  certainly  must  have  intended  to  name  what  they 
considered  a  high  price.  The  organizers  of  the  Steel  Corporation  on 
their  side  were  natui*ally  willing  to  pay  an  extremely  liberal  price 
for  this  extensive  property,  particularly  in  view  of  the  important 
degree  of  monopoUstic  control  over  ore  transportation  which  was 
hereby  secured.    As  will  be  shown  in  a  later  part  of  the  report,  the 
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profits  of  these  ore  railroads  have  been  exceptionally  high.  Alto- 
gether, therefore,  the  above  totals  of  from  $70;000,000  to  $94,000,000, 
or,  at  any  rate,  the  latter  figure,  must  be  regarded  as  a  very  liberal 
indication  of  the  value  of  the  entire  ore  property  of  the  Steel  Corpo- 
ration. A  special  reason  for  this  view,  moreover,  is  that  this  purchase 
apparently  included  a  relatively  larger  proportion  of  fee  ore  than 
obtained  in  the  case  of  the  remainder  of  the  Corporation's  ore.  For 
example,  the  important  holdings  of  the  Carnegie  interests  were  almost 
entirely  leaseholds. 

Value  op  Steel  Cobporation's  fee  obe  pbopeett  in  1901  as 
indicated  by  ''pbesent  wobth^'  op  royalties  on  leased  obe. — 
The  third  method  employed  by  the  Bureau  for  estimating  the  value  of 
the  ore  property  of  the  Steel  Corporation  in  1901  is  based  upon  a  com- 
putation of  the  ''present  worth' '  of  royalties  on  leased  ore.  As  already 
stated,  a  very  common  method  of  acquiring  iron-ore  property  is  by 
lease,  the  lessee  mining  the  ore  and  paying  a  stipulated  sum  per  ton 
(''royalty")  as  each  year's  production  is  mined  and  shipped.  The 
royalty  therefore  measures,  roughly  speaking,  the  cost  or  worth  of  the 
ore  in  the  ground  for  that  portion  which  is  immediately  mined. 
However,  it  is  obvious  that  the  present  worth  of  the  royalties  for 
the  output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for 
the  same  amount  of  production  in  the  current  year,  first,  because  the 
lessor  (i.  e.,  the  owner  of  the  ore)  does  not  receive  payment  therefor 
until  a  distant  year,  such  payment  having  a  present  value  determined 
by  the  principles  of  discount,  and,  second,  because  he  is  meanwhile 
exposed  to  various  risks  attendant  on  the  progress  of  mining  the  ore, 
which  tends  of  course  to  enhance  the  rate  of  discount.  Therefore  the 
owner  would  be  willing  to  sell  his  mine  at  a  sum  considerably  less 
than  the  ag^egate  of  the  royalty  payments  which  he  might  expect 
to  realize  if  he  leased  it  over  a  long  period  of  years.  Similarly,  the 
lessee,  if  he  were  to  purchase  the  mine  in  fee  instead  of  making  a 
lease,  would  expect  to  pay  verj''  much  less  than  the  aggregate  of  such 
royalties.  The  exact  price  which  he  would  be  willing  to  pay  probably 
would  not  be  computed  by  this  method.  But  it  is  reasonably  certain 
that  on  the  average  such  cash  prices  for  ore  in  fee  would  be  less  than 
the  present  worth  of  the  aggregate  royalty  pa^^ments,  discounted  at  a 
reasonable  rate  of  interest.  A  particular  reason  is  that  a  fee  pur- 
chaser must  bear  the  risk  of  ownership,  such  as  the  failure  to  find 
as  much  ore  as  expected,  the  discovery  of  more  valuable  deposits  by 
competitive  interests,  or  other  contingencies  which  might  adversely 
affect  the  value  of  the  lease,  particularly  the  possibility  that  the  ore 
might  not  be  extracted  as  rapidly  as  anticipated.  A  further  reason 
is  that  the  provisions  of  iron-mining  leases  are  in  many  respects  lib- 
eral to  the  lessee,  thus  making  him  the  more  indisposed  to  purchase 
in  fee,  unless  the  price  is  low. 
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Such  calculations  of  the  present  worth  of  royalty  payments  there- 
fore are  of  great  service  as  affording  another  means  for  determining 
the  value  of  this  ore  property  of  the  Corporation. 

In  making  such  a  computation  of  present  worth  it  ia  necessary  to 
determine  upon  four  factors,  as  follows: 

L  The  tonnage  of  the  deposit. 

n.  The  average  rate  of  royalty. 

m.  The  rate  of  discount  (or  interest) . 

IV.  The  estimated  duration  of  the  deposit. 

Tonnage  of  (he  deposit, — ^The  tonnage  of  the  deposit  controlled  by 
the  Corporation  in  1901  may  be  accepted,  as  in  the  preceding  calcu- 
lations, at  700,000,000  tons. 

Rate  of  royalty, — ^The  rate  of  royalty  can  be  taken  at  28  cents,  as 
this  was  the  actual  average  for  17,000,000  tons  of  Lake  ore  in  1902 
(1901  data  not  being  secured).  This  represented  the  great  bulk  of 
the  royalty  ore  output  of  the  Lake  district  in  that  year.  It  may  be 
noted  that  in  addition  to  the  royalties  there  frequently  were  "  bonus '* 
payments;  these  are  considered  later.     (See  p.  34.) 

In  recent  years  there  has  been  a  rather  decided  increase  in  rates 
of  royalty  on  new  leases  in  the  Lake  region.  (See  p.  48.)  However, 
this  increase,  much  of  which  is  undoubtedly  due  to  the  great  concen- 
tration of  ore  properties  in  a  few  hands,  should  not  be  taken  account 
of  in  this  discussion  of  values  in  1901. 

RaU  of  discount, — ^As  to  the  rate  of  interest  for  figuring  discount, 
it  is  obvious  that  in  a  mining  enterprise,  which  always  involves  a 
large  element  of  risk,  the  prospective  purchaser  would  be  disposed 
to  discount  the  value  at  a  rather  high  rate.  The  Bureau,  however, 
in  order  not  to  underestimate  the  value  of  the  ore  property,  has 
based  its  conclusions  in  the  main  upon  a  discount  rate  of  6  per  cent. 
This  may  be  too  low  a  rate  in  view  of  the  risks  involved,  but  the 
total  difference  in  the  indicated  value  of  a  deposit  of  not  over 
700,000,000  tons  arrived  at  by  the  use  of  this  rate  as  compared  with 
a  considerably  higher  rate  is  not  of  great  importance  in  relation  to 
the  enormous  total  of  the  Steel  Corporation's  capitalization.  In 
the  body  of  the  report,  however,  the  values  are  computed  at  several 
different  rates. 

Duration  of  deposit, — ^An  exhaustion  period  for  an  ore  body  of 
700,000,000  tons  can  be  estimated  from  the  actual  production  from 
1901  to  1910.  The  production  of  the  Steel  Corporation's  mines  for* 
the  entire  year  1901  (including  the  operations  of  the  subsidiary  com- 
panies for  the  period  from  January  1  to  March  31)  was,  roughly, 
13,000,000  tons,  and  for  the  five-year  period  ended  with  1905  it  aggre- 
gated about  73,000,000  tons.  In  the  next  five  years  it  increased  to 
103,000,000  tons,  and  a  further  increase  would  naturally  be  expected. 
In  view,  however,  of  the  fact  that  the  production  of  the  first  10  years 
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was  only  about  176,000,000  tons,  or  a  little  over  one-fourth  of  the 
estimated  total  of  700,000,000  tons,  it  seems  improbable  that  the 
remaming  three-fourths  will  be  exhausted  within  an  additional  period 
of  20  years ;  that  is,  within  a  30-year  period  from  the  organization  of 
the  Corporation.  Calculations  are  shown  in  the  body  of  the  report, 
however,  based  upon  periods  of  25  years,  30  years,  and  35  years. 

For  all  practical  purposes,  in  dealing  with  an  estimated  deposit  of 
700,000,000  tons,  the  rate  of  production  during  the  exhaustion  period 
may  be  regarded  as  uniform.  A  rough  calculation  by  a  more  scien- 
tific method  involving  the  construction  of  a  probable  ''curve  of 
production"  is,  however,  given  in  the  body  of  the  report. 

It  must  be  remembered  that  this  700,000,000  tons  was  simply  the 
total  ore  holdings  in  1901,  the  date  now  under  discussion.  This 
figure,  of  course,  does  not  include  very  considerable  additional  hold- 
ings acquired  by  the  Corporation  since  1901. 

Iniicaied  valuations  of  fee  ore, — ^Assuming  an  exhaustion  period  of 
30  years  and  taking  the  royalty  at  the  actual  going  average  of  28 
cents,  and  discounting  this  royalty  at  6  per  cent  interest,  the  indi- 
cated worth  of  this  ore  body  of  700,000,000  tons  in  1901,  if  lougkt 
in  fee,  is,  roughly,  $95,300,000.  The  Bureau  has  given  chief  weight 
to  these  factors.  Assuming  an  exhaustion  period  of  35  years  and 
a  uniform  rate  of  production,  the  indicated  value  would  be  about 
$86,000,000.  If  a  higher  rate  of  discount  were  used,  these  valuations 
would  be  reduced. 

It  should  be  noted  that  rather  wide  differences  in  the  original  fac- 
tors assumed  produce  only  moderate  discrepancies  in  the  final  results. 
Moreover,  the  results  arrived  at  by  the  combination  of  any  credible 
set  of  factors  indicate  a  valuation  only  a  small  fraction  of  that 
claimed  by  the  Steel  Corporation  in  its  estimate  of  1902.  As  shown 
later,  the  valuations  obtained  by  this  method  work  out  in  surprising 
agreement  with  those  obtained  by  the  two  methods  already  used. 

The  valuation  of  $95,300,000,  it  will  be  seen,  is  equivalent  to  almost 
exactly  13.6  cents  per  ton  for  fee  ore.  When  it  is  recalled  that  a  dele- 
gation of  mining  interests  in  the  Minnesota  Legislature  as  late  as  1909 
stated  that,  so  far  as  they  had  been  able  to  ascertain,  15  cents  was  the 
highest  price  ever  paid  for  ore  in  fee,  it  would  appear  that  the  average 
valuation  here  given  is  high,  even  as  an  expression  of  the  going  value 
of  fee  ore.  Only  a  portion  of  the  Steel  Corporation's  ore  was  owned 
in  fee.  Possibly  not  one-third,  or  even  one-fourth,  of  the  total  esti- 
mated tonnage  of  700,000,000  tons  was  thus  owned  in  1901.  In  order 
to  msure  a  sufficiently  liberal  valuation  of  the  ore  property,  however, 
the  Bureau  has  made  its  computations  on  the  assumption  that  one- 
half  of  the  total  amount  was  owned  in  fee.  At  an  average  valuation 
of  13.6  cents  per  ton  the  total  indicated  value  of  this  portion  of  the 
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Corporation's  ore  property  would  be  approximately  $47,600,000. 
While  this  figure  is  probably  high,  the  Bureau  has  also  allowed  for  the 
fact  that  bonus  payments  might  be  obtainable  in  the  event  of  a  trans- 
fer of  these  holdings  under  lease  at  an  average  royalty  of  28  cents. 
Tliis  addition  is  stated  below. 

Transfer  value  of  leases, — ^The  value  of  the  leases  as  distinct  from  that 
of  the  ore — that  is,  of  the  privilege  of  mining  ore  at  stipulated  royal- 
ties— ^may  be  considered  as  measured  approximately  by  the  bonus 
payments  which  such  leases  would  command  if  transferred.  Broadly 
speaking;  the  bonus  is  the  amount  paid  for  the  purchase  of  a  leasehold 
with  its  improvements.  The  actual  average  bonus  payments  on  23 
leases  made  during  the  period  1900-1902,  as  reported  to  the  Bureau 
by  Dwight  E.  Woodbridge,  a  mining  engineer  of  Duluth,  were  almost 
exactly  3  cents  per  ton.  It  is  possible  that  this  would  be  a  sufficiently 
liberal  allowance  to  apply  to  the  entire  350,000,000  tons  of  the  Steel 
Corporation's  ore  assumed  to  have  been  held  under  lease.  It  might, 
however,  be  argued  that  the  leases  of  the  Steel  Corporation  under  the 
stipulated  royalties,  had  they  been  on  the  market  in  1901,  would  have 
commanded  a  rather  higher  average  bonus.  The  Bureau,  therefore, 
in  order  to  fix  upon  a  value  which  can  not  be  challenged  on  the  ground 
of  undervaluation  has  allowed  an  average  of  6  cents  per  ton,  or 
double  the  average  for  the  23  mines  above  referred  to.  This  average 
of  6  cents,  applied  to  the  assumed  leasehold  tonnage  of  350,000,000 
tons,  gives  a  total  of  $21,000,000. 

This  covers  the  bonus  value  of  the  leased  ore.  It  should  be  noted 
here  that  in  using,  for  this  calculation  of  fee-ore  values,  the  average 
going  royalty  of  28  cents  per  ton,  nothing  has  been  allowed  for  the 
possibiUty  that  had  all  the  fee  ore  of  the  Corporation  been  available 
for  lease  in  1901  it  might  also  have  commanded  a  bonus  over  that 
rate,  which  of  course  was  largely  governed  by  royalties  on  old  leases. 
However,  the  royalties  prevailing  in  1901  do  not  appear  to  have  been 
greatly  in  excess  of  those  of  earlier  years.  One  reason  for  this  may 
have  been  that  the  State  of  Minnesota  was  then  leasing  considerable 
tracts  of  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
Still  again,  part  of  the  fee  ore  owned  by  the  Steel  Corporation  was  of 
low  grade,  so  that  it  is  exceedingly  doubtful  whether  it  could  have 
been  leased  at  more  than  the  current  average  rate  of  28  cents  per  ton 
used  in  the  preceding  calculation.  However,  the  Bureau  has  also 
made  an  addition  of  6  cents  per  ton,  or  $21,000,000,  to  the  value  of  the 
fee  ore  as  above  computed,  this  increase  being  equivalent  to  the 
average  value  of  bonuses  apphed  to  leased  ore.  It  is  certain  that  this 
valuation  for  the  fee  ore  is  excessive.  It  gives  the  fee  ore  a  value 
of  19.6  cents  per  ton,  whereas  the  maximum  price  paid  for  such  ore 
as  late  as  1909,  according  to  competent  authorities,  was  reported  at 
15  cents  per  ton. 
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Indicated  total  valuation  by  discount  method. — The  total 
indicated  valuation  of  the  entire  deposit  of  700^000,000  tons  by 
this  discount  or  ''present-worth"  method  therefore  amounts  to 
$89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  royalty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore 
over  and  above  the  preceding  valuation,  had  it  been  available  for 
lease  in  that  year. 

3.  $21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves. 

It  is  probable  that  this  valuation  of  $89,600,000  is  sufficiently 
liberal.  While  no  specific  amount  has  been  allotted  in  this  estimate 
for  improvements  to  mining  property,  the  bonus  additions,  aggregat- 
ing for  the  fee  and  leased  ore  together  no  less  than  $42,000,000, 
undoubtedly  include  a  very  substantial  amount  for  such  improve- 
ments. The  actual  book  value  of  the  improvements  to  the  Steel 
Corporation's  mining  property  in  1901,  it  will  be  recalled,  was  about 
$9,000,000.  To  add  this  sum  to  the  preceding  total  of  $89,600,000, 
would  undoubtedly  result  in  duplication.  However,  it  is  possible 
that  the  bonus  calculations  may  not  be  sufficient  to  cover  all  of  the 
improvements  to  mining  property.  The  Bureau  has  allowed  for  this 
in  its  final  estimate. 

Summary  of  ore  valuations. — Comparing  the  Bureau's  estimates 
of  this  ore  property  by  the  several  methods  described,  it  will  be 
seen,  first,  that  the  current  prices  of  fee  ore  indicate  that  the  fee 
properties  and  leaseholds  of  the  United  States  Steel  Corporation  were 
worth  much  less  than  $90,000,000;  second,  that  the  terms  of  the  pur- 
chase of  the  Lake  Superior  Consolidated  Iron  Mines  indicate  a  total 
value  for  all  the  ore  property  of  the  United  States  Steel  Corporation 
in  1901  of  not  over  $70,000,000  to  $94,000,000;  and,  third,  that  the 
valuation  based  on  present  worth  of  royalties  and  bonus  values  of 
leases  indicates  that  the  same  property  was  worth  about  $90,000,000. 

Altogether  there  can  be  no  doubt  that  an  estimate  of  from 
$90,000,000  to  $95,000,000  as  the  value  of  this  ore  property  would 
be  sufficiently  high.  Taking  all  the  facts  into  consideration,  how- 
ever, the  Bureau  concluded  to  allow  a  round  value  of  $100,000,000 
for  the  ore  property  in  1901. 

It  is  worth  calUng  passing  attention  to  the  fact  that  in  the  year 
1902  the  total  valuations,  as  assessed  for  taxation,  of  all  iron-mining 
properties  in  the  States  of  Minnesota  and  Michigan,  of  which  at  that 
time  the  United  States  Steel  Corporation  probably  owned  not  much 
over  one-half,  was  only  about  $54,000,000.  Practically  all  the  Cor- 
poration's ore  holdings  were  then  in  these  two  States.  In  other 
words,  the   Corporation's   ore   property,  which,   for  taxation,  was 
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probably  assessed  at  considerably  less  than  $40;000,000,  was,  for  the 
purpose  of  justifying  its  capitalization,  valued  at  $700,000,000.  Of 
course,  it  is  not  intended  to  say  that  the  tax  valuations  represented 
the  full  value  of  the  property. 

SUMMABY   OP   BtJBEAU'S    VALUATIONS    BY   DEPAETMENTS    OF  THE 

BUSINESS. 

The  valuations  for  the  different  classes  of  the  property  of  the 
Corporation  in  1901,  arrived  at  by  the  Bureau  by  this  third  method, 
are  in  the  following  table  summarized  and  compared  with  those  of 
the  Corporation  in  1902,  as  already  given  on  page  21. 

VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901,  AS  COM- 
PUTED BY  BUREAU.  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUBMITTED 
IN  THE  HODGE  SUIT  IN  JULY,  1902. 


Class  of  property. 


Ore  property 

Mamifacturing  plants,  including  blast  fumaoes 

Railroad,  steamship,  and  dock  property 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Cash  and  cash  assets 

Total 


Bureau's  es- 
timate of  tan- 
gible values 
inl90L 


1100,000,000 

260,000,000 

91,500,000 

80,000,000 

20,000,000 

4,000,000 

136,500,000 


682,000,000 


C(»poration's 
estimate  of  tan- 
gible values  in 
1902. 


9700,000,000 

348,000,000 

"120,340,000 

100,000,000 

20,000,000 

4,000,000 

•164,660,000 


1,467,000,000 


Diflerence.1 


$600,000,000 
98,000,000 
28,840,000 
20,000,000 


28,160,000 


776,000,000 


>  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  through  additions  made  to  property 
during  the  interval  from  April  1, 1901,  to  July  1, 1002,  such  additions,  of  course,  being  included  in  the  Cor- 
poration's figures. 

*  This  flguro  includes  $40,340,000  of  indebtedness  which  was  not  included  in  the  estimate  of  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

*  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  $16,369,000,  which 
were  deducted  by  the  Corporation  (see  table  on  p.  21),  were  restored  by  the  Bureau  to  make  the 
amounts  oompaiable. 

The  total  valuation  of  $682,000,000,  it  will  be  seen,  is  less  than  one- 
half  the  value  claimed  by  the  Corporation  in  1902.  Nevertheless, 
in  every  case  the  valuations  of  the  Bureau  are  beUeved  to  be  Uberal. 
As  already  noted,  the  estimates  of  the  Corporation  include  additions 
to  the  property  up  to  July  1,  1902.  Such  additions,  however,  would 
explain  only  an  insignificant  part  of  the  discrepancy,  and,  in  the  case 
of  the  ore,  are  entirely  neghgible. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  which  may  have  been  imparted  to  these  properties 
by  the  mere  act  of  consoUdation.  A  large  part  of  any  such  addition 
is  properly  excluded  from  consideration,  as  it  must  have  been  due  in 
a  measure  to  concentration  of  ownership  and  control  or  the  restric- 
tion of  competition.     While  the  merger  of  such  properties,  particu- 
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larly  on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggregate 
of  the  valuations  prior  to  consolidation^  it  is  impossible  to  separate  any 
such  increase  in  value,  due  to  coordination  and  integration,  from  the 
increase  due  to  the  elimination  of  competition,  and  therefore  no 
quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau. 

COMPARISON  OF  VALUATIONS  OF  STEEL  CORPORATION'S  PROPERTY  IN 

1901  WITH  ITS   CAPITALIZATION. 

The  Bureau's  valuations  of  the  Steel  Corporation's  property  in 
1901,  arrived  at  by  these  different  methods,  may  now  be  compared 
with  its  outstanding  capitalization  at  that  time.  This  is  done  in  the 
following  table: 

COMPARISON  OP  ESTIMATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES  STEEL 
CORPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS  SECURITIES. 


Ezoen  of  se- 
curities orer 
eetlmates. 


Total  capltalisstloa  in  April,  1901,  including  underlying  bonds  and  pur- 
chase-money  obligadons 1 11, 402, 846, 817 

InTestme&t  in  tangible  piupeiiy  alone,  indicated  by  historica!  analysis . .        676, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  market 
prices  of  seeoritlee  of  constituent  concerns 793,000,000 

Vahie  of  tangible  jnoperty  as  esttnuited  by  departments  of  the  bnsiness. .         682, 000, 000 


1726,846,817 

609,846,817 
720,846,817 


I  Exdodlng  $535,407  nnaoqolred  stock  in  oonstltaent  conoems  for  which  no  oorrespondlng  deduction 
VIS  made  in  the  first  and  third  estfanates. 

It  will  be  seen  at  once  that  the  securities  issued  by  the  Steel  Cor- 
poration very  greatly  exceeded  the  indicated  value  of  the  property 
acquired,  as  established  by  any  one  of  the  three  methods  of  valuation. 
The  valuation  of  the  tangible  property  arrived  at  by  historical  study, 
as  well  as  that  by  departments  of  the  business,  shows  an  excess  of 
capitahzation  greater  than  the  indicated  value  itself.  The  valuation 
by  departments,  namely,  $682,000,000,  shows  an  excess  of  nearly 
$721,000,000.  Even  taking  the  indicated  market  value  of  the  securi- 
ties of  the  subsidiary  concerns,  namely,  $793,000,000,  which  valuation 
includes  the  public  estimate  for  intangible  considerations  as  well  as 
physical  property,  the  exc-ess  of  the  Steel  Corporation's  capitalization 
was  still  over  $609,000,000.  Naturally  the  valuation  arrived  at  by 
this  method  exceeded  those  obtained  in  the  other  two  cases. 

The  Bureau  does  not  contend  that  the  capitalization  of  the  Steel 
Corporation  should  have  been  fixed  at  any  one  of  the  three  valuations 
here  presented.  All  that  is  attempted  at  the  moment  is  to  present  a 
comparison  of  these  valuations  with  the  capitalization.  The  figures 
show  clearly  that  the  entire  issue  of  approximately  $508,000,000  of 
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common  stock  of  the  Steel  Corporation  in  1901  had  no  physical  prop- 
erty back  of  it,  and  also  a  considerable  fraction,  say  from  one-fifth 
to  two-fifths,  of  the  preferred  stock  was  likewise  unprotected  by 
physical  property.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  intangible  considerations,  it  is  reasonably  clear  that 
at  least  the  entire  issue  of  common  stock,  except  in  so  far  as  what 
may  be  termed  "merger  value"  may  be  considered,  representee! 
nothing  but  ''water." 

While,  therefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
obvious  that  the  company  was  heavily  overcapitaUzed,  judged  by 
any  reasonable  standard. 

OVERCAPrrALIZATION  INDICATED  BY  ENORMOUS  COMMISSION  TO  UNDEB- 

WRrriNQ  SYNDICATE. 

Very  convincing  evidence  of  a  ruling  tendency  toward  excessive  capi- 
talization is  afforded  by  the  enormous  payment  the  Steel  Corporation 
allowed  its  imderwriting  syndicate.  This  syndicate,  as  shown  else- 
where, provided  the  Corporation  with  $25,000,000  of  cash  capital  and 
also  incurred  expenses  of  about  $3,000,000  either  in  buying  scattered 
parcels  of  stock  or  otherwise,  making  its  total  cash  expenditure 
$28,000,000.  For  this  cash  consideration,  plus  its  underwriting  serv- 
ices, the  syndicate  received  from  the  Steel  Corporation  the  enormous 
total  of  practically  1,300,000  shares  of  its  stock  (half  preferred  and 
half  conmion)  of  an  aggregate  par  value  of  practically  $130,000,000. 
This  stock  appears  to  have  reaUzed  approximately  $90,500,000  (count- 
ing $4,000,000  unsold  preferred  stock  at  par),  leaving  as  profit  to  the 
syndicate,  over  and  above  the  $28,000,000  cash  expenditure  noted, 
a  net  sum  of  about  $62,500,000.  Of  this,  one-fifth,  or  $12,500,000, 
went  to  the  syndicate  managers  for  their  services  as  such,  the 
remaining  $50,000,000  being  distributed  to  the  syndicate  members. 

There  can  be  no  question  that  this  huge  compensation  to  the 
,  syndicate  was  greatly  in  excess  of  a  reasonable  payment.  For  the 
$28,000,000  cash  consideration  the  syndicate  was  properly  to  be 
reimbursed,  and  furthermore  was  entitled  to  additional  compensation 
for  raising  that  amount.  Moreover,  the  syndicate  was  entitled  to 
some  compensation  for  its  other  services.  Clearly,  however,  these 
services  can  not  be  considered  as  worth  the  huge  sum  actually  allowed. 
The  syndicate  was  under  no  obligation  whatever  to  see  the  organiza- 
tion of  the  Steel  Corporation  through,  but,  on  the  contrary,  the 
syndicate  managers  expressly  reserved  the  right  at  any  time  in  their 
own  discretion  wholly  to  abandon  the  transaction.  The  risk  of  the 
syndicate  over  and  above  the  $28,000,000  cash  consideration,  there- 
fore, can  not  be  considered  great.  It  is  true  that  the  nominal  hability 
of  the  syndicate  was  $200,000,000,  but  it  was  generally  understood 
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at  the  time  that  only  $25,000,000  in  cash  would  be  called  from  syndi- 
cate members,  and  this  was  the  full  amount  actually  called.  More- 
oyer,  the  syndicate  was  obligated  to  provide  only  $25,000,000  cash 
capital  (aside  from  certain  expenses)  to  the  Steel  Corporation,  and 
the  fact  that  the  nominal  liability  of  the  syndicate  was  $200,000,000 
could  not  increase  this  cash  obligation  to  the  Corporation,  but  was 
simply  an  arrangement  between  the  syndicate  managers  and  the 
syndicate  members. 

It  should  be  pointed  out  that  the  syndicate  managers  were  promi- 
nently identified  with  the  management  of  several  of  the  companies 
acquired  by  the  Steel  Corporation,  and  also  with  the  management  of 
the  Corporation  itself.  Three  partners  of  the  firm  of  J.  P.  Morgan  & 
Co.,  the  syndicate  managers,  were  on  the  directorate  of  the  Corpo- 
ration, and  one  of  them  was  also  chairman  of  the  finance  committee. 
Moreover,  the  underwriting  syndicate  included  the  heads  of  several 
constituent  companies.  These  facts  are  entitled  to  great  weight  in 
connection  with  this  enormous  conmiission  allowed  to  the  syndicate. 
In  other  words,  as  managers  of  the  Steel  Corporation  these  various 
interests  virtually  determined  their  compensation  as  underwriters. 

This  extravagant  compensation  to  the  underwriting  syndicate  may 
fidrly  be  cited  as  further  evidence  of  a  general  disposition  toward 
excessive  issue  of  securities. 

This  huge  commission,  it  should  be  noted,  followed  very  liberal 
commissions  allowed  at  earlier  dates  to  the  promoters  of  several  of 
the  various  constituent  companies.  Assuming  that  of  the  total  of, 
roughly,  $65,000,000  par  value  each  of  preferred  and  common  stock 
allowed  the  Steel  Corporation  underwriting  syndicate,  $28,000,000  of 
each  class  (a  common  basis  of  compensation  in  such  cases)  was  for  the 
cash  consideration  noted,  there  would  be  left  as  a  commission  alone 
$37,000,000  par  value  of  each  class,  or  a  total  of  $74,000,000  par 
value.  Adding  to  this  the  amounts  allowed  for  similar  commissions 
in  the  case  of  constituent  companies  at  the  dates  of  their  respective 
organizations,  and  taking  into  account  that  the  stock  so  issued  by 
constituent  companies  received  the  same  terms  of  exchange  from  the 
Steel  Corporation  as  other  stock  of  the  same  class,  it  would  appear 
that  of  the  Steel  Corporation's  stock  in  1901  at  least  $160,000,000 
(this  including  over  $40,000,000  of  the  preferred)  was  issued  either 
directly  or  indirectly  for  such  promotion  or  underwriting  services, 
this  being  over  and  above  the  enormous  amounts  of  common  stock 
issued  as  a  bonus  for  property  and  for  cash. 
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ADDZTIOK8  TO  PBOFBBTY  OF  THE  STEEL  COEPOBATIOK  SINCE 

1001. 

Since  1901  the  Steel  Corporation  has  greatly  increased  its  invest- 
ment.    This  increase  has  come  about  in  two  ways — ^first,  and  most 
I   important,  through  new  construction  and  additions  by  the  invest- 
ment of  surplus  earnings  and  new  capital  derived  from  the  sale  of 
securities;  and,  second,  through  the  acquisition  of  competing  con- 
/    cems  through  issue  of  securities  directly  therefor. 

The  capital  additions  to  fixed  property,  by  classes,  are  stated  an- 
nually in  the  published  reports  of  the  Corporation,  except  for  those 
made  through  the  acquisition  of  the  Union  Steel  Company  in  1902, 
the  Clairton  Steel  Company  in  1904,  and  the  Tennessee  Coal,  Iron 
and  Railroad  Company  in  1907.  All  three  of  these  properties  were 
acquired  substantially  through  the  issue  or  assumption  of  bonds, 
and  the  actual  investment  of  the  Steel  Corporation  therein  has  been 
taken  as  the  par  value  of  such  bonds  (with  the  exception  of  a  small 
amount  of  such  bonds  purchased  by  the  Steel  Corporation  in  the 
open  market  at  less  than  par,  and  used  in  part  payment  for  the 
Clairton  and  Tennessee  concerns).  This  investment  may  diifer  from 
a  fair  value  of  these  acquisitions,  but  for  the  present  purpose  this 
need  not  be  considered. 

By  combining  the  net  additions  to  fixed  property  made  through 
direct  expenditure  and  through  such  acquisitions,  with  the  increase 
in  the  current  assets,  and  adding  these  amounts  to  the  original  value 
in  1901,  as  computed  by  the  Bureau  (which  has  been  considered  as 
the  Corporation's  investment  at  that  time),  the  total  investment  of 
the  Corporation  at  the  close  of  1910  may  be  determined.  Such  total 
investment,  it  is  true,  may  not  represent  the  actual  value  of  the 
tangible  property  of  the  Steel  Corporation  on  that  date,  particularly 
on  account  of  appreciation  in  the  value  of  natural  resources,  includ- 
ing real  estate.  The  rise  in  value  of  property  of  the  Corporation 
between  1901  and  the  close  of  1910,  however,  would  necessarily  have 
to  take  account  of  the  great  concentration  of  control  of  the  indus- 
try enjoyed  by  the  Steel  Corporation,  particularly  with  respect  to 
the  ownership  of  ore.     This  is  a  factor  that  can  not  be  measured  here. 

Therefore,  the  Corporation's  investment  in  its  properties,  rather 
than  the  valuation  of  these  properties,  is  the  proper  basis  for  the 
current  discussion,  as  well  as  for  computing  profits  taken  up  later. 

The  following  table  shows  the  additions  to  the  investment  of  the 
Steel  Corporation  from  1901  to  1910,  together  with  certain  deductions 
for  depreciation  which  were  considered  by  the  Bureau  as  proper: 
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NET  ADDITIONS  TO  INVESTMENT  OF  STEEL  CORPORATIO> 

DECEICBER  31,  1910. 

],  APRIL  1, 

1901,  TO 

Dcscrtptkni. 

Total 
additions. 

Estimated 
true  depred- 
ation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalised. 

Net  out^ 

depreciation 
to  be  de- 
ducted from 
investment. 

Netaddi- 

tionato 

Investment. 

ftnd  mofMMty  (exdoslTe  of  Oary 
aod  TfloneasBe  Coid,  Iron  and 
Baflroad  Company): 
MiimiflictoTlos  •  •  ■  ■ 

8151,480,440 

62,093,031 

34,113,303 

74,541,020 

5,548,566 

13,243,678 

3,128,364 

16,067,666 

101,683,544 

8107,060,063 

30,203,407 

21,220,086 

37,336,065 

4,242,<06 

888,018,500 
'  2,345,016 

5,534,665 
13,463,331 

1,435,083 

818,141,544 

37,048,481 

16,686,321 

23,874,624 

3,807,544 

8183,338,906 
34.145.460 

Iron  on 

Coil  and  ooke . .  ^ 

18,425,983 

50,666,405 

mmOaneoas  fixed  property .. . 
Otlierasnts: 

n^fprrw]  CfUIIfM 

3,741,012 
13,343,678 

in  VMtllMUts .....^ 

3,128,364 

16,067.666 

^^>n«taaeti 

101.683.544 

Total 

460,899,530 

60,978,695 

60,468,518 

8,063,504 

200,154,117 

111,606,603 

88,468,514 

373.441.006 

OuTriinti 

60.078.606 

Temessee  Coal,  Iran  and  R.R.  Co.*. 
Add  property  adjoatmenta 

2,856,003 

1,832,843 

1,023,160 

50,445,358 
3,063,504 

Orand  total 

504,410,337 

•203,010,120 

113,528,446 

•  89,481,674 

504.028.663 

ilndndes  dty  of  Oary  and  railroad  property.   The  figure  is  the  oonstmotlon  cost.    Depredation  of 
this  plant  Is  induded  in  the  figures  given  above.    (See  note  1 ,  Table  38,  p.  810.) 
tOrlgtoal  oast  of  fixed  property  plus  subsequent  additions. 
iSxdadtaig  an  item  of  8385,181  which  ooold  not  be  distributed. 

The  figures  of  true  depreciation  given  in  this  table  represent  the 
entire  estimated  depreciation  in  the  properties  of  the  Corporation, 
including  exhaustion  and  obsolescence.  The  bulk  of  such  physical 
depreciation  was  made  good  by  expenditures  on  these  properties 
which  were  not  capitalized,  thus  leaving  a  balance  which  may  be 
termed  a  ''net  accrued"  or  "outstanding"  physical  depreciation  not 
made  good,  which  balance  has  been  set  against  the  additions  in  order 
to  arrive  at  the  net  additions  to  the  investment. 

In  the  case  of  the  manufacturing  properties  the  total  allowance  for 
estimated  true  depreciation  is  equivalent  to  rather  less  than  4  per 
cent  yearly  on  the  average  investment  in  these  (excluding  land) .  This 
might  at  first  sight  seem  too  small.  However,  there  was  also  expended 
during  this  period  no  less  than  $180,000,000  (1901  figures  estimated) 
in  so-called  ordinary  maintenance  and  repairs,  which  items  apparently 
go  far  toward  maintaining  these  properties  in  a  high  state  of  efficiency. 
The  sum  of  these  provisions  for  repairs,  maintenance,  and  depreciar 
tion  is  equivalent  to  about  10  per  cent  yearly  upon  the  average 
investment  in  these  properties,  again  excluding  land .  These  provisions 
taken  together  appear  to  be  sufficient.  ^ 

The  allowance  for  depreciation  of  ore  property,  $30,293,497,  is 
equivalent  to  about  17  cents  per  ton  on  the  actual  production.    A  part 
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of  this  represents  depreciation  of  improyements,  and  a  small  part  is  for 
exhaustion  of  timber  on  ore  lands.  The  greater  part  of  this  edlowance, 
however,  is  for  exhaustion  of  the  .ore.  It  seems  rather  high,  especially 
in  view  of  the  fact  that  the  bulk  of  the  production  was  from  leaseholds 
and  not  from  fee  mines,  but  the  Bureau  has  allowed  it  to  stand 
for  the  purposes  of  the  present  discussion  because  of  the  great  diffi- 
culty involved  in  making  a  satisfactory  division,  and  the  relatively 
small  importance  which  any  changes  so  made  would  have  in  the  fibnal 
computation  of  either  investment  or  of  profits. 

The  total  of  $21,220,986  for  deppeciation  of  coal  and  coke  property 
allows  about  10  cents  per  ton  as  exhaustion  proper  of  high-grade 
coking  coal  distinct  from  exhaustion  of  other  coal  and  depreciation 
of  coke-oven  property  and  mine  improvements. 

The  depreciation  allowed  for  the  transportation  property,  chiefly 
on  railroads,  seems  high  in  view  of  the  liberal  expenditures  for  ordi- 
nary maintenance,  but  the  Bureau  has  accepted  it.  The  amount  as 
given  includes  an  allowance  of,  roughly,  J6,700,000  for  obsolescence, 
as  distinct  from  actual  depreciation,  made  on  the  theory  that  when 
the  ore  along  the  line  of  these  railroads  is  exhausted  the  railroad 
property  itself  will  lose  the  great  bulk  of  its  value.  The  provisions 
in  the  case  of  the  steamship,  dock,  and  miscellaneous  properties  ap- 
pear reasonable. 

In  all  cases  the  expenditures  for  ordinary  maintenance  and  repairs 
have  been  large.  Such  expenditures  for  all  classes  of  property  for  the 
period  from  1902  to  1910  aggregated  $245,271,000  (1901  figuros  never 
having  been  compiled) . 

Having  determined  upon  an  estimate  of  the  true  total  depreciar- 
tion  for  the  purpose  of  computing  the  investment,  the  Bureau  has, 
therefore,  in  the  table  on  page  41,  deducted  from  the  investment  those 
portions  of  the  depreciation  or  the  net  accrued  depreciation  which  had 
not  actually  been  made  good  by  expenditures  upon  the  respective 
properties. 

While,  therefore,  the  total  allowances  for  depreciation  for  certain 
classes  of  property  appear  somewhat  excessive,  the  Bureau,  after 
analysis,  has  for  the  purpose  of  computing  the  investment  accepted 
these  estimates  as  the  actual  depreciation  of  the  Corporation's  physi- 
cal  properti€8.  They  differ  somewhat  from  the  provisional  aUowanoee 
as  stated  in  the  annual  reports.  These  provisional  allowances  in  a 
few  cases  were  admittedly  exoessive  or  included  amounts  not  repre- 
senting actual  depreciation.  Such  exoessive  provisions  have  been 
excluded  by  the  Bureau  and  also  restored  to  the  earnings  (see  p.  63). 
The  total  depreciation  allowances  given  in  the  table  include  provi- 
sions for  blast-furnace  relining,  which  in  the  annual  reports  are  not 
included  under  the  provisional  depreciation  allowances. 
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The  coDstituent  companies  of  the  Corporation  very  properly  com- 
pute their  depreciation  charges  (including  exhaustion)  on  the  original 
cost  of,  or  investment  in,  the  various  properties  and  not  on  the 
replacement  cost  (either  aetuaUy  incurred  or  anticipated). 

In  addition  to  the  provisions  for  depreciation  above  described, 
the  Steel  Corporation  writes  oflF  its  property  account  each  year  other 
varying  sums,  usually  of  large  amount.  These  further  sums,  how- 
ever, as  explained  by  the  Corporation  to  the  Bureau,  do  not  represent 
true  depreciation  based  on  original  cost  or  purchase  value  of  the 
pbydcal  pr<^)erty  to  subsidiary  concerns,  but  are  instead  an  offset  of 
a  part  of  the  inflated  valuations  at  which  the  stocks  of  the  subflidiary 
companies  are  carried  on  the  books  of  the  Steel  Corporation.  Such 
additLonal  amounts  written  off  by  the  Steel  Corporation  itself,  on 
account  of  over  4^apitafization,  while  probably  entirely  justified  from 
that  standpoint,  have,  however,  no  relation  to  the  rei^I  depreciation 
of  sttdi  first  cost  of  the  physical  properties,  and  consequently  have  not 
been  deducted  from  earnings  by  the  Bureau. 

The  treatment  of  these  various  depreciation  charges  is  fuUy 
ex|daiDed  in  the  body  of  the  report. 

INDICATED  INVESTMENT  IN  THE  PB0PBST7  OF  THE  STEBL  CO&- 
POEATION  AT  THE  CLOSE  OF  1907  COMPABSB  WTTH  APPEAI8AL 
HADE  B7  CORPOBATION  AT  THAT  DATE. 

By  combining  the  net  additions  to  the  property  of  the  Corporation 
from  1901  to  1910,  as  stated  in  the  preceding  table,  with  its  investment 
in  1901  the  investment  at  the  close  of  1910  is  obtained.  Before  doing 
this,  however,  it  is  desirable  to  make  an  intermediate  oomparison  of 
the  total  investment  at  the  close  of  1907  with  an  appraisal  of  the 
various  properties  of  the  constituent  concerns  which  was  made  at 
that  date  by  the  Corporation  itself. 

This  appraisal  of  the  Steel  Corporation  at  the  close  of  1907  is  in 
the  foUovdng  table  compared  with  the  indicated  investment  in  the 
property  at  that  date,  as  computed  by  the  Bureau  by  adding  to  the 
values  determined  upon  by  the  Bureau  for  April,  1901  (see  table  on 
p.  36),  the  net  additions  down  to  the  close  of  1907,  computed  in  the 
manner  already  indicated  in  the  table  on  page  41. 
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BUREAU'S  E8TIMATB  OF  INVESTMENT  IN  PROPERTY  OF  STEEL  CORPORATION  AT 
CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT  THAT 
TIME. 


Descriptioii. 


FizBd  property  (exclusive  of  Gary  and  Tennesaes  Coal, 
Iron  and  Railroad  Company): 

Mannfjcturing 

Iron  ore  and  timber 

Coal  and  ooke 

Transportation 

MiBoeUaneous  fixed  property 

Otber  assets: 

Deferred  charges 

Investments 

Sinking  funds , 

Current  assets 


Total 

Gary  plant  4 

Tennessee  Coal,  Iron  and  Railroad  Company. 
Sundry  adjustments 

Grand  total 


Investment  as 

computed  by 

Bureau. 


1864,441,140 
119,879,749 

96.557,205 
127,013,555 

26,236,796 

6,204,734 

1,717,120 

32,442,402 

229,347,483 


1,002,840,186 
24,063,388 
49,842,295 
.  2,017,733 


1,078,763,602 


Value  as  esti- 
mated by  Cor- 
pocatjon* 


1367,682,230 

1641,242,880 

142,521,913 

145,048,041 

19,619,052 


32,442,402 

229,347,483 


1,577.854,001 
24,063,388 
49,747,753 


1,651,666,142 


DifEerence. 


83,191,090 
521,363,131 
46,964,706 
18,034,486 
•ff,«7,7-Jtf 

*  1,717,190 


576,013,815 


*i,017JSS 


572,901,540 


1  Includes  about  85,700,000  of  timber  property.  i 

«  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  fact  that  in  com- 
puting the  investment  in  1901  the  Bureau  allowed  a  very  liberal  valuation.  The  Corporation  contends 
that  its  1907  appraisal  of  these  properties  was  very  conservative. 

*  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  specifically,  but  which,  how- 
ever, allows  for  most  of  them  in  other  items. 

« Includes  city  of  Gary  and  railroad  property. 

*  Excess  over  Corporation's  estimi^. 

The  Corporation's  valuation  of  the  manufacturing  properties  was 
made  in  great  detail  and  it  is  claimed  that,  apart  from  the  real  estate 
of  these  plants,  which  was  separately  itemized,  the  figures  were  for 
the  construction  cost.  They  agree  substantially  with  those  of  the 
Bureau. 

The  Corporation's  appraisal  value  of  the  transportation  properties 
considerably  exceeds  the  investment  figure  of  the  Bureau. 

The  excess  of  the  Corporation's  figure  for  coal  and  coke  over  that 
of  the  Bureau  is  chiefly  due  to  the  fact  that  it  represents  a  current 
valuation,  whereas  the  Bureau's  figure  is  the  valuation  in  1901  plus 
the  actual  cost  of  subsequent  investment,  without  allowing  for  any 
appreciation  during  this  interval.  Undoubtedly  there  had  been  some 
appreciation  in  the  coal  property  during  the  period  1901-1907.  This 
must  be  attributed  in  part  to  the  fact  that  the  great  bulk  of  the 
Connellsville  coking  coal  lands  was  owned  by  the  Steel  Corporation. 

The  figure  used  for  the  Gary  plant  is  the  Corporation's  figure  of 
construction  cost. 
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The  fixed  property  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany has  been  entered  by  the  Bureau  at  its  cost  in  bonds  issued  by 
the  Steel  Corporation  and  underlying  bonds  assumed  (subsequent 
additions  also  being  included).  The  price  paid  for  the  stock  as 
measured  by  the  market  value  of  the  bonds  so  issued  was  equivalent 
to  about  the  par  value  of  the  Tennessee  company's  stock,  or  roughly, 
$30,000,000  over  and  above  bonded  debt.  The  value  of  the  property 
represented  by  this  stock  is  difficult  to  estimate.  For  two  years  prior 
to  the  sale  the  average  price  of  the  stock  on  the  New  York  Stock 
Exchange  was  about  $146  per  share.  The  stock,  however,  was  a  noto- 
riously speculative  security  so  that  the  market  quotations  are  an 
uncertain  guide.  A  consoUdated  balance  sheet  of  the  company  of 
October  31,  1907,  or  just  before  the  transfer  of  the  company  to  the 
United  States  Steel  Corporation,  showed  a  surplus  of  $1,199,823,  thus 
making  the  book  value  of  the  stock  about  $104.  The  fixed  property 
in  this  balance  sheet  was  carried  at  $44,988,699,  which  amount  was 
at  once  written  down  by  the  Steel  Corporation  to  $44,037,140,  this 
placing  the  plants  at  $15,382,234,  the  mineral  lands  and  certain  real 
estate  at  $26,525,144  (except  for  an  interest  in  the  Potter  Ore  Com* 
pany  carried  at  $398,000),  the  balance  representing  miscellaneous 
real  estate  and  railroad  property.  There  is  reason  to  believe  that  the 
plants  were  considerably  overvalued.  The  book  valuation  of  its  min- 
eral properties  appears  to  have  been  liberal.  Although  these  were 
enonnous  in  extent,  the  market  value  was  very  low  as  compared  with 
northern  coal  or  Lake  Superior  ore,  first  on  account  of  the  low  grade 
and  second  because  of  the  great  abundance  of  such  raw  materials  in 
that  region  as  compared  with  the  market  demand  therefor. 

Altogether  it  is  doubtful  whether  the  tangible  property  (including 
working  assets)  after  allowing  for  bonds  exceeded  the  par  of  the  stock. 
However,  the  property  probably  had  a  potential  value  in  excess  of 
these  assets,  which  value  presumably  was  taken  account  of  by  the 
Steel  Corporation.  While  the  removal  of  competition  may  have 
influenced  the  price,  still,  taking  all  the  property  into  consideration, 
the  Bureau  has  deemed  it  reasonable  to  enter  it  at  the  actual  cost. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  of  1902,  the 
principal  difference  between  its  figures  and  those  of  the  Bureau  in 
this  comparison  for  1907  occurs  in  the  item  of  iron  ore.  Here  the 
valuation  claimed  by  the  Corporation  is,  roughly,  $641,000,000, 
whereas  the  indicated  investment  in  this  property,  as  determined  by 
the  Bureau,  is  only  $120,000,000.  As  repeatedly  pointed  out,  the 
Bureau's  figure  of  investment  in  this  ore  property  is  not  an  expression 
of  the  actual  value  of  that  property  at  the  close  of  1907.  The  Bureau 
has  not  attempted  a  valuation  of  the  ore  property  at  that  time.  A 
very  large  proportion  of  the  available  ore  of  the  I^ake  Superior  region 
had  pa^ed  into  the  hands  of  a  very  few  concerns,  and  especially 
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into  the  hands  of  the  Steel  Corporation  itself.  Unquestionably  this 
great  concentration  of  ownership  and  control  bad  much  to  do  with 
whateTer  appreciation  in  ore  values  may  hare  taken  place  since 
1901.  Even  if  a  fair  market  value  of  the  ore  property  in  1907  were 
estabUahed,  it  would  so  larj^ely  reflect  the  influence  of  this  concen- 
tration of  ownership  as  to  be  unsatisfactory  for  the  purpose  of  this 
discussion.  It  would  be  practically  impossible  to  measure  and  thus 
to  segregate  the  appreciation  in  ore  valuations  which  has  come  about 
soldy  from  the  concentration  of  Ownership^  from  that  which  might 
have  occurred  under  more  competitive  conditions.  Therefore,  in- 
stead of  attempting  to  value  this  ore  property,  the  Bureau  has  simply 
presented  a  statement  of  the  aggregate  actual  investment. 

While,  however,  the  Bureau  has  not  attempted  to  make  a  definite 
valuation  of  the  ore  propwty  of  the  Steel  Corporation  at  the  close  of 
1907,  it  should  be  pointed  out  that  the  value  of  $641,000,000  claimed 
by  the  Steel  Corporation  is  greatly  excessive.  Of  this,  roughly, 
$607,000,000  was  for  ore  (fee  properties  and  leasdiolds) — as  dis- 
tinct from  improvements — covering  a  tonnage  of  approximately 
1,182,000,000  tons,  or  an  average  of  51  cents  per  ton.  Convincing 
evidmice  that  this  valuation  is  excessive  is  shown  by  the  actual  cost 
of  additions  to  the  oi*e  property  since  1901.  The  total  capital  expend- 
itures upon  ore  property  by  the  Corporation  from  April  1, 1901,  to  the 
close  of  1907  before  deducting  depreciation  were  $38,600,000.  Of  this 
total,  approximately  $19,000,000  represents  the  amount  expended 
for  ore,  including  fee  and  leasehold  properties  collectively.  The  total 
additions  to  the  ore  reserves  of  the  Corporation  by  this  expenditure 
(again  taking  leaseholds  and  fee  properties  collectively)  were  certainly 
several  hundred  million  tons;  this  not  including  the  *'  Hill ''  ore,  which 
the  Steel  Corporation  itself  did  not  include  as  an  asset  in  its  appraisal 
(except  for  certain  ^cpenditures  for  development  work  and  advanced 
royalties).  The  exact  amount  added  can  not  be  stated  because  large 
additions  to  the  estimated  total  have  been  made  by  proving  up  ore 
land  owned  in  1901. 

It  is  worth  noting,  incidentally,  that  this  valuation  of,  roughly,  51 
cents  per  ton  at  the  close  of  1907  compares  with  a  valuation  in  the 
Hodge  suit  in  1902  of  $1  per  ton.  Since  there  had  been  some  apprecia- 
tion in  ore  values  during  this  interval,  the  1902  estimate,  it  will  be 
seen,  is  very  thoroughly  discredited  by  the  Corporation's  own  figures 
of  1907. 

Therefore  the  average  cost  per  ton  of  the  ore  acquired  since  1901, 
again  taking  fee  and  leaseholds  collectively,  was  only  a  few  cents, 
whereas,  as  just  shown,  the  total  value  claimed  by  the  Steel  Corpora- 
tion indicated  an  average  of  over  50  cents  a  ton.  While  the  original 
cost  of  a  mining  property  is  not  a  reliable  indication  of  its  value  sub- 
sequently, it  is  impossible  to  accept  an  average  valuation  of  as  much 
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fts  50  oonte  per  ton  for  tbe  ore  of  the  Steel  Corporation,  in  yiew  of 
tihe  I«w  actual  cost  ef  the  enormoua  quantity  aoquired  during  this 
pedod.  There  is  no  satief aetery  explanation  why  ore,  which,  for 
puqMflfla  of  puvehaee  irom  outside  coneems^  ia  worth  only  a  few  cents 
p«r  tcia  suddMiLy  beeoaaes  worth  90  oento  by  the  m^e  act  of  transfer 
to  Uu»  United  States  Steel  Corporation.  Therefore  tha  inevitable 
coQehision  ia  that  the  Steel  Corporatiooi'a  aj^aisal  of  1907,  just  as 
its  esAimate  in  the  Hodge  suit  in  1902,  placed  an  extravagant  vahiar 
tion  lifoa  its  <ae  property. 

It  should  be  pointed  out  that  the  bulk  of  the  Steel  Corporation's 
ore  property  in  1907  consbted  of  leaseholds  and  not  ore  in  fee.  For 
the  mining  of  ore  {rem  such  leaseholds,  the  Corporatkm  must,  of 
ceuise,  pay  a  reyalty.  In  other  words,  for  the  greater  part  of  its 
ore  imyp^rty  the  Steel  Corporation  merely  had  an  equity  interest  in 
the  ece.  It  is  inconceivable  that  this  equity,  together  with  the  value 
of  die  we  owned  in  fee,  eould  have  been  anything  like  the  total 
vahiatiea  elaimed  by  the  Steel  C<Hrporation  in  its  foregoing  appraisal, 
alihou^  this  equity  in  old  leaees  had  increased  somewhat  during 
this  period,  owiBg  te  some  advance  in  the  average  rates  of  royalty 
on  new  leases. 

Great  Nobtheen  osja  lease. — As  noted  above  the  Corporation  in 
its  valuation  of  its  property  in  1907,  did  not  enter  anything  for  the 
value  id  the  Gareat  Northern  or  ''Hill"  ore  lease.  This  lease,  on 
account  of  the  royalties  provided  therein,  has  often  been  referred  to 
as  an  indieaticMi  ei  the  increased  value  of  Lake  ore. 

The  Oreat  Northern  Railway  interests,  which  had  acquired  control 
of  iouaaense  tonnages  of  ore  by  purchase  or  lease  for  the  protection 
d  Ihe  traffic  ol  their  railroad,  transferred  the  larger  part  of  these 
holdings  by  lease  to  the  Steel  Corporation  at  the  beginning  of  1907. 
Under  this  lease  the  Steel  Corporation  agreed  to  mine  the  ore  and 
ahip  it  over  the  Great  Northern  Railway  and,  substantially,  to  pay, 
for  the  year  1907,  a  royalty  at  the  rate  of  85  cents  per  ton  on  dried 
ore  containing  59  per  cent  iron.  In  each  successive  year  the  royalty 
was  to  be  increased  by  3.4  cents  per  ton.  For  ores  richer  or  leaner  in 
iron  a  sliding  scale  of  royalties  was  provided  which  was  also  subject  to 
the  same  yearly  additions  of  3.4  cents.  Very  high  minimum  ton- 
nages were  also  agreed  upon,  increasing  from  750,000  tons  in  1907  to 
8,250,000  tons  in  1917,  after  which  a  fixed  minimum  of  8,250,000 
tons  was  stipulated.  It  was  provided  that  the  Steel  Corporation 
might  cancel  the  lease  January  1,  1915,  on  giving  2  years'  notice. 

While  the  average  royalty  which  will  actually  be  payable  under 
this  lease  will  depend  on  the  quality  of  the  ore  shipped,  the  indica- 
tions from  the  royalties  paid  on  shipments  up  to  1910,  inclusive,  are 
that  the  average  iron  content  has  not  fallen  very  much  below  the 
59  per  cent  grade  of  ore. 
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A  royalty  of  85  cents  with  annual  increases  of  3.4  cents  is  absolutely 
unprecedented  in  the  Lake  ore  trade.  It  is  true  that  one  or  two 
leases  have  been  made  for  small  and  exceptionally  valuable  ore 
deposits  with  fixecf  royalties  of  $1  per  ton.  The  royalties,  however, 
on  all  new  leases,  other  than  the  Hill  lease,  which  the  Steel  C!orporar 
tion  has  made  from  the  beginning  of  1907  to  the  present  time  ap- 
parently will  not  average  over  40  cents  per  ton.  Moreover,  there  is 
no  indication  that  either  the  average  quality  of  the  ore  on  the  HiU 
lease  or  the  costs  of  mining  it  justify  the  payment  of  exceptionally 
high  royalties.  The  royalties  stipulated  in  the  Hill  lease,  therefore, 
were  and  are  still  far  above  the  market  value. 

The  only  reasonable  explanation  of  this  extraordinary  transaction 
is  that  the  Steel  Corporation  desired  to  prevent  this  ore  either  from 
being  mined  and  sold  to  independent  producers,  thus  possibly  depress- 
ing the  price  of  ore,  or  from  being  utilized  by  the  Hill  interests  to 
build  up  a  new  and  dangerous  competitor  in  the  iron  and  steel  busi- 
ness, thus  depressing  the  market  prices  of  iron  and  steel  products. 
The  Steel  Corporation  was  the  only  concern  in  the  iron  and  steel 
business  which  was  strong  enough  financially  and  which  had  a  suffi- 
ciently large  productive  capacity  even  to  consider  the  taking  over  of 
such  a  large  quantity  of  ore  at  such  a  high  royalty. 

The  Steel  Corporation  expressly  disclaims  any  intention  to  head  off 
competition  by  this  lease,  and  asserts  that  it  merely  desired  to 
strengthen  its  ore  reserves.  Whatever  the  motive  for  this  transaction, 
its  practical  effect  was  to  forestall  competition  as  well  as  to  increase 
the  Corporation's  control  of  the  ore  resources  of  the  country.  As 
the  rate  of  royalty  agreed  on  was  greatly  in  excess  of  current  market 
rates  on  ordinary  transactions,  it  is  not  surprising  that  the  Corpora- 
tion made  no  claim  to  an  increase  of  its  assets  on  accoimt  of  this 
lease. 

The  high  royalty  named  in  this  lease,  therefore,  instead  of  being 
indicative  of  a  marked  enhancement  in  ore  values,  is  rather  evidence 
of  the  extent  to  which  the  Steel  Corporation  was  willing  to  go  in  order 
to  prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

INVESTMENT  OF  STEEL  OOBPOBATION  AT  THE  CLOSE  OF  1910. 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  prop- 
erties since  the  close  of  1907.  The  Bureau's  computation  of  the 
investment  in  the  Corporation's  property  down  to  the  close  of  1910 
is  given  in  the  following  table: 
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INVESTMENT  IN  TANGIBLE  PROPERTY  OF  STEEL  CORPORATION  ON  DECEMBER  81, 

1910,  AS  COMPUTED  BY  BUREAU. 


Description. 


Ffxed  prnpat^  (exdusfye  of  Gary  and  Tennessee  Coal, 
Iran  snd  Railroad  Company): 

Manofectming 

Iran  ore 

Coal  and  coke 

Tnnspoitatlon 

MisoeOaneoas  fixed  property 

Oth«r  assets: 

Deferred  charges 


Sinking  ftmdi . 
Cnrrmt  assets. 


Total 

Gary  plant' 

Tomessee  Coal,  Iron  and  Railroad  Company . 
AdjDstments^ 


Grsnd  total. 


InvcBtment 
1901. 


1260,000,000 

100,000,000 

80,000,000 

91,600,000 

24,000*000 

2,088,027 

241,080 

289 

134,224,080 


682,068,886 


682,068,386 


NetaddltionB 
1901-1010.1 


8188,888,906 

34,146,460 

18,426,962 

60,686,406 

2,741,012 

13,243,678 

2,128,864 

16^067,666 

101,688,644 


873,441,006 

60,078,695 

•69,445,368 

8,068,694 


604,028,663 


Total  inrest- 

ment  Dee.  81, 

1910. 


8888,388,906 
184,146,460 

96,425,962 
142,166,405 

26,741,012 

15,331,705 

2,869,894 

16,067,906 

285»  907,633 


1,054,494,891 

69,978,695 

89,445,358 

8,063,694 


1,186,962,038 


1  As  per  table  on  page  41. 

*  Indndes  city  ot  Gary  and  railroad  property. 

*  Original  cost  of  fixed  property  and  additions  thereto  since  its  acquisition. 

« Bondry  adjostments  made  in  the  balance  dieet  without  distribnUon  by  classes  of  property. 

The  Bureau  has  therefore  computed  the  actual  investment  of  the 
Steel  Corporation  in  its  various  properties  at  the  close  of  1910  at 
11,186,982,038.  This  compares  with  a  total  valuation  in  April,  1901, 
of  $682,053,385.  In  other  words,  during  the  period  from  April,  1901, 
to  December  31,  1910,  the  Corporation  has  made  an  additional  net 
investment  in  its  properties  of  no  less  than  $504,928,653.  Of  this 
amount,  roughly,  $435,000,000  was  virtually  provided  from  earnings 
These  amounts,  it  should  be  noted,  are  over  and  above  the  allowance 
for  ordinary  maintenance  and  repairs  and  for  actual  net  depreciation 
as  given  above  (p.  41). 

This  great  addition  to  the  investment  of  the  Steel  Corporation  has 
eliminated  a  considerable  amount  of  the  ''water"  in  the  original 
capitalization  of  the  company.  The  increase  in  the  investment  does 
not,  however,  exactly  measure  the  amoimt  of  water  or  inflated  capi- 
talization thus  offset,  partly  because  the  capitalization  of  the 
Corporation  has  not  been  the  same.  In  the  first  place,  the  capitali- 
zation has  been  considerably  increased,  particularly  through  the  issue 
of  new  bonds  and  other  forms  of  indebtedness  and  also  through  the 
assumption  of  liabilities  of  several  concerns  which  have  been  ac- 
quired.   On  the  other  hand,  a  part  of  this  increase  has  been  offset  by 
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the  liquidation  of  a  part  of  the  bonded  indebtedness.  Althou^  the 
preferred  iatock  of  the  Corporation  was  reduced  in  1 903  by  $  1 50,000,000, 
this  was  accomplished  only  by  a  corresponding  increase  in  the  bonded 
debt,  by  the  so-called  bond  conversion  plan,  a  severely  criticized 
operation  and  one  involving  certain  objectionable  features,  fully 
discussed  in  the  body  of  the  report.  The  total  net  outstanding 
capitalization  of  the  Steel  Corporation  on  December  31, 1910  (includ- 
ing with  the  ca^Htalization  the*purchase-money  obl^ations  and  real- 
estate  mortgages,  as  in  previous  instances,  but  excluding  S620,352 
par  value  of  stocks  of  subsidiary  companies  not  held  by  United  States 
Steel  Corporation),  was  91,468,033,260.  The  excess  of  the  capitali- 
zation over  the  indicated  investment  ($1,186,982,038)  was,  therefore, 
$281,051,222,  whereas  at  its  organization  in  1901  the  disparity  be- 
tween the  two  figures  was  $720,846,817.^  It  is  apparent,  therrfore, 
that  a  large  part  of  the  water  in  the  capitalization,  as  it  may  be 
called,  has  been  eliminated. 

The  Steel  Corporation  undoubtedly  would  contend  that  there  was 
not  a  dispari.ty  of  $281,000,000  between  its  capitalization  and  the 
actual  value  of  its  property  at  the  close  of  1910.  Indeed,  the  Steel 
Corporation  in  its  balance  sheet  of  December  31,  1910,  claimed  total 
assets  (after  deduction  of  current  liabilities)  of  approximately 
$1,693,000,000,  or,  roughly,  $225,000,000  over  and  above  the  out- 
standing capitalization  as  above  stated.  Of  this  excess  $164,000,000 
was  surplus  and  the  balance  sundry  reserves.  This  balance  sheet 
valuation,  it  will  be  seen,  is  about  $500,000,000  in  excess  of  the 
investment  as  computed  by  the  Bureau. 

The  Steel  Corporation  in  defending  its  1910  book  valuation 
undoubtedly  would  rely  in  the  main  upon  two  considerations — ^first, 
that  there  has  been  an  appreciation  in  its  natiiral  resources,  par- 
ticularly ore,  and  second,  that  there  is  a  so-called  "merger  value'' 
attaching  to  its  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

So  far  as  the  ore  is  concerned,  there  has  been  no  such  marked 
appreciation  as  the  Steel  Corporation  claims.  Moreover,  a  con- 
siderable part  of  whatever  actual  appreciation  has  occurred  in  ore 
vahiee  undoubtedly  is  due  to  the  rapid  concentration  of  ore  property 
in  the  hands  of  a  comparatively  few  interests,  and  especially  in  the 
hands  of  the  Steel  Corporation  itself. 

With  respect  to  ''merger  value,"  it  is  probably  true  that  the 
various  properties  acquired  by  the  Steel  Corporation,  taken  together 
with  the  organization  of  this  company  as  a  going  concern,  do  have 
a  value  in  excess  of  the  sum  of  their  values  as  separate  entities.  The 
coordination  and  iategration  made  possible  by  the  combination  of 
such  properties  under  a  single  control  undoubtedly  tend  to  reduce 
costs  either  through  economies  or  through  removing  the  necessity 

Un  arriving  at  this  figure  the  investment  in  1901  vras  taken  at  the  round  sum  of  $682,000,000.    (See 
p.  37.) 
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of  paying  profits  to  others.  Further,  m  so  far  as  the  concentration 
of  the  industry  under  the  control  of  a  single  concern  gives  to  it 
a  moiM^lifitic  power  over  iMK>duction  and  psice&j  this  may  result 
in  an  increase  in  iU^  earning  power  and  eonsequei^ly  in  an  increase 
in  its  value  as  a  going  eoncem.  This  involves,  however,  the  reduc- 
tion of  actual  or  potential  competition.  Indeed,  much  of  what  is 
ordinarily  termed  meigw  value,  in  so  far  as  it  exists,  is  to  a  greater 
or  less  degree  a  monopolistie  value.  To  allow  a  single  company, 
which  has  secured  the  bulk  of  a  given  industry,  credit  for  such  mer- 
ger value,  as  a  basis  on  which  to  earn  profits,  raises,  therefore,  a  ques- 
tiui  ei  f ar-'reaching  public  policy.  In  the  absence  or  in^ectiveneas 
of  competition,  either  actual  or  potential,  eamii^  might  be  ob- 
tained whieh,  if  capitalized  at  an  ordinary  rate  of  profit,  wx>uld  give  a 
value  or  capitalization  greatly  in  excess  of  the  real  investment.  To 
regard  a  valuation  so  arrived  at  as  justifying  such  profits  under  these 
conditions  would  be  reasomng  in  a  circle,  because  the  real  question  is 
whether  the  profits  themselves,  used  to  deteriuine  the  capitalization, 
were  reasonable.  For  the  reasonableness  of  profits,  only  two  criteria 
are  practically  available,  namely,  first,  the  existence  of  free  and 
fair  competition,  and,  second,  the  rate  of  profit  on  the  actual  invest- 
ment. Of  these  two  criteria  the  second  is  the  only  practicable 
one  availaUe,  where  conaf>etitk>n  is  not  effective.  Therefore  both 
because  of  the  vital  issue  involved,  as  w^  as  because  of  the  prac- 
tical consideration  of  establishing  an  investment  which  shall  permit 
of  intelligent  discussion  of  jMrofits,  the  Bureau,  while  admitting  there 
is  an  elem^it  of  merger  value  in  a  going  concern,  either  from  great 
concentration  of  control,  monc^listic  power,  or  other  influences, 
has  made  no  addition  therefor  to  the  investment  of  the  Steel 
Corporation. 

FBOFTTS  OT  THE  STSSL  COBPOBATION. 

The  profits  earned  upon  the  investment  of  the  Steel  Corporation, 
as  ecxnputed  by  the  Bureau,  have  averaged  12  per  cent  for  the 
entire  period  from  1901  to  1910.  The  extreme  range  was  from  7.6 
per  cent  hi  1904  to  15.9  per  cent  in  1902. 

In  making  a  c(xnparis(Mi  of  profits  with  investment,  certain  revi- 
sioDS  of  the  profit  statements  as  published  by  the  Corporation  in  its 
reports  were  necessary  to  conform  to  the  revisions  made  by  the  Bureau 
in  the  investment.  Thus,  as  the  Bureau  has  considered  the  invest- 
ment as  a  whole  and  not  merely  the  equity  over  and  above  bonded 
indebtedness,  the  total  earnings  on  that  investment,  before  payment 
of  interest  on  such  indebtedness,  should  be  used ;  that  is  to  say,  the 
problem  b  to  determine  what  the  investment  as  computed  by  the 
Bureau  has  actually  earned  and  not  how  the  return  on  that  invest- 
ment has  been  distributed  among  the  different  security  holders. 
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Therefore,  the  Bureau  did  not  deduct  interest  charges  from  the  earn- 
ings as  reported  by  the  Corporation.  The  usual  operating,  adminis- 
trative, and  general  expenses  were,  of  course,  deducted,  and  also 
taxes,  in  accordance  with  the  usual  practice  of  corporations. 

Moreover,  the  Bureau  did  not  deduct  certain  locked-up  inventory 
profits,  so  called;  that  is,  mtercompany  profits  on. sales  of  mate- 
rials between  subsidiary  companies,  which  have  not  been  realized  by 
final  sale  to  outside  interests.  Such  locked-up  inventory  profits  are 
tentatively  deducted  from  the  earnings  in  the  profit  statements  of  the 
Corporation  but  are  carried  as  a  suspended  surplus.  While  the  treat- 
ment of  this  item  is  debatable,  it  appeared  to  the  Bureau  reasonable 
not  to  deduct  such  locked-up  profits.  Even  assuming  that  a  large 
part  of  these  inventories  were  to  be  sold  at  figures  which  would  fail  to 
realize  these  provisional  profits,  on  the  other  hand  the  Corporation 
probably  would  stock  up  again  with  low-cost  inventories  on  which 
there  would  subsequently  be  an  offsetting  profit.  It  is  a  fair  pre- 
sumption that  the  bulk  of  these  locked-up  profits  will  eventually  be 
realized. 

The  Bureau  has  also  revised  the  profit  statements  of  the  Corpora- 
tion by  readjustment  of  depreciation  charges.  As  shown  above,  in 
discussing  the  investment,  a  portion  of  the  amounts  provisionally 
set  aside  by  the  subsidiaries  of  the  Corporation  for  depreciation 
reaUy  were  excessive,  judged  from  the  standpoint  of  investment  as 
computed  by  the  Bureau,  representing  either  unnecessary  provisions 
or  else  amounts  which  were  directly  applied  to  capital  additions  to  the 
property.  The  aggr^ate  of  these  excess  provisions  during  the  period 
from  1901  to  1910  was  approximately  $38,000,000.  This  amount  has 
therefore  been  restored  by  the  Bureau  (properly  distributed  by  years) 
to  the  profits  as  shown  by  the  Corporation's  reports.  (That  portion 
expended  in  additions  to  the  property  ha:s  also  been  included  in  the 
investment.)  The  amounts  written  off  from  surplus  by  the  Corpora- 
tion itself  to  offset  inflation  of  capitalization  have  not,  of  course,  been 
deducted,  since  these  have  no  bearing  whatever  upon  the  true  depre- 
ciation of  the  property  nor  upon  the  true  earning  power  of  the 
Corporation. 

There  are  one  or  two  other  items  concerning  which  there  might  be 
some  difference  of  opinion,  as,  for  instance,  the  amounts  set  aside 
each  year  to  provide  for  the  issuance  of  stock  on  a  profit-sharing 
basis  to  employees  of  the  Corporation.  Since,  however,  it  ndght  be 
argued  that  the  amounts  thus  set  aside  reaUy  were  equivalent  to 
additional  wages,  and  since  they  have  been  deducted  from  the  gross 
earnings  by  the  Corporation  itself,  the  Bureau  has  allowed  these 
deductions  to  stand. 

The  net  result  of  the  revisions  made  by  the  Bureau  in  the  profit 
statements  of  the  Corporation  on  account  of  these  various  items  is 
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indicated  by  the  following  table,  which  shows  the  net  earnings  as 
reported  by  the  Corporation  (these  being  the  earnings  before  deduct- 
ing interest  on  bonds  of  the  United  States  Steel  Corporation  itself, 
and  sinking-fund  provisions  on  such  bonds,  but  after  allowing  for 
sinking-fund  provisions  on  bonds  of  subsidiary  companies,  which  are 
in  the  main  regarded  as  representing  actual  depreciation  of  property), 
together  with  the  amounts  restored  or  added  by  the  Bureau,  and  the 
finaUy  adjusted  total: 

ACTUAL  EARNINGS  OF  BTEBL  CORPORATION  ON  ITS  TOTAL  INVESTMENT,  AS  COM- 
PUTED BY  BUREAU,  1901-19ia 


Nrt  garnlnp , 
Msbownby 

Adjnstmc&ts 

by  Oorpontioii 

In  sundry 

aocoonts. 

Amounts  rastored  to  eanilngB  by  BnnMu 

Yetr. 

Interest  on 

bonds,  mort- 

gsm^and 

pnrrnmp- 

money  obll- 

gBtionsof 

subsidiary 

oompsnles. 

lioekied-ap 

profits  In 

InTentories. 

Ezoessiye 
depieoifttion 
tuowmoes. 

Total  ftdlusted 

^mi 

875, 006, 23a  89 
108,534,374.26 

83,675,786.51 
457,791,196.80 

96,432,606l83 
125^966,988.13 
133,244,829.28 

74,882,82a  11 
107,773,09a  96 
116,738,157.80 

«84,500,00a00 
6,113,564.34 
6,563,88L06 
6, 673, 14a  64 
6,710,214.73 
6,561,478.70 
6, 492, 19a  42 
7,401,206.18 
7,887, 17&  18 
7,263,453.66 

(•) 

(•) 

(•) 
-81, 254, 33a  48 
6,307,180.83 
2,730,403.74 
9,744,602.51 
436,983.86 
2,617,39&54 
2,761,807.08 

— 81,765,00a00 
8,062,272.00 
9,354,851.00 

-     631, 16a  00 
3,480, 06&  00 
8,216,88&00 
6,616,572.00 
1,688,543.00 
1,981,46a  00 
1,281,34a  00 

877,741,23a  89 

MB. 

IMB 

WK. 

1905 

M06. 

U07 

I9QB 

MB 

1910. 

-81,207,88a  84 

-  5,427,54a  33 
+     «13,10a34 

-  99,263.78 

-  90,  SOL  19 
~     681,515.52 
-h      394,084.59 
+      548,445.08 

-  818,182.64 

121,502,343.75 

94, 156, 96a  24 

83, 491, 96a  90 

112,830,834.  n 

143,393,707.88 

156,416,873.69 

84, 703,29a  78 

120, 807, 57a  76 

127,216,08a  90 

Total. 

080,O45,83&66 

-  7,369,292.29 

66,066,317.81 

23,382,63a  07 

38,285,367.00 

1,100,350,867.26 

1  Nine  montlis. 

*  Appfozimated;  this  amount  never  computed  by  the  Corporation. 

'In  tiuso  years  these  inventory  proflti  were  not  deducted  by  the  Corporation  and  henoe  need  not 


*  AAw  dedncthig  employees'  bonus  ftmd,  which  in  this  year  was  taken  out  after  stating  net  eanilngi, 
bat  vhiefa  in  other  years  to  deducted  beSorB  determining  the  net  earnings. 

In  the  following  table  the  yearly  earnings  as  thus  computed  by  the 
Bureau  are  compared  with  the  revised  investment. 
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COMPARISON  OP  INVBrmSNT  OF  fiSXSL  CORPOIUTIOIir«  WITH  TOTAL  BABNIN08 
THEREON,  AS  ADHISTBD  BY  BUREAU,  YEARLY,  l90UmO. 


Year  ended  Dec.  31— 


10011. 
19Q2.. 

igos.. 

1904.. 
1905.. 
1906.. 
1907.. 
1908.. 
1900.. 
1910.. 


Total 


VoMiBveft- 

ment  In  tan- 

gUtlepnimty. 


WB8f860|7o0 

7e8,674,M9 

806,010,079 

81<,  988,148 

874,640,990 

947,897,884 

1,078,763,008 

1,000,426,487 

1,146,875,903 

1,186,988,038 


941-,a58,473 


Earnings  as  adjusted  by 


Ainoiint« 


»877,741,231 

131,808,844 

94,156,958 

08,4ei,«>0 

113,830,835 

148,808,707 

155,416,878 

84,793,296 

120,807,579 

127,216,064 


1,100,350,857 
•  112,856,408 


Percent 


•  14.8 

1&9 

1L7 
7.« 
110 
l&l 
144 
7.S 

las 

107 


lao 


1  Nine  months,  April  to  December;  investment  indndes  additions  during  this  period, 
t  indioated  rate  per  annom  based  on  actual  eamlngs  for  nine  months. 
**  ATeraseyearty  profits  for  nine  and  three4biirtlB  yean. 

Afl  already  stated,  the  average  for  the  period  from  April  1,  1901, 
to  December  31,  1910,  is  12  per  cent.  The  average  rate  for  the  first 
four  and  three-fourths  years  wae  12^  per  oent,  as  against  11.6  per 
cent  in  the  five  years  from  1906  to  1910.  Therefore,  in  so  far  as  any 
tendency  may  be  noted,  it  is  toward  a  lower  rate  of  profit  in  recent 
years. 

The  table  shows  that  in  the  years  1904  and  1908,  which  were  years 
of  rather  marked  depression  in  the  iron  and  steel  business,  the  rate  of 
profit  of  the  Steel  Corporation  fell  to  7.6  per  cent  on  the  ni'vestnient 
in  1904  and  7.8  per  cent  in  1908,  as  compared  witli  a  maximum  profit 
of  over  15  per  cent  in  1902  and  1906.'  Prior  to  the  formation  of  ihe 
Steel  Corporation  and  other  iai:ge  consoUdations,  the  iron  and  steel 
industry  was  noted  for  violent  changes  in  the  rate  of  profit,  the  indus- 
try, indeed,  having  been  aptly  termed  either  ''prince  or  pauper." 
This  table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has, 
even  in  the  most  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

It  should  be  pointed  out  that  an  average  rate  of  12  per  cent  for 
a  concern  of  the  size  of  the  Steel  Corporation,  which  embraces  more 
than  one-half  of  the  entire  iron  and  steel  industry  of  the  country, 
has  a  very  different  significance  than  the  same  rate  in  the  case  of  a 
relatively  small  concern.  While  exceptionally  efficient  or  fortunate 
concerns  in  the  steel  business  may  earn  rates  in  excess  of  this  average, 
on  the  other  hand  a  great  many  of  the  less  efficient  companies  undoubt- 
edly earn  very  much  smaller  rates,  while  in  some  instances  the  business 
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is  conducted  at  a  loss.  Therefore,  aa  average  rate  of  12  per  cent 
for  over  one-kalf  of  the  -entire  eteel  btisinees  of  the  country  is  much 
more  significant  than  the  same  rate  or  even  a  larger  rate  for  a  com^ 
parativdy  small  concern.  It  probably  means  that  the  return  on  a 
coiiBida>able  proportion  of  the  busisess  of  the  coimtry,  -which  under 
more  competitive  conditions  and  more  scattered  ownerriiip  would  be 
ccmducted  at  a  lower  rate  of  profit,  has  been  considerably  increased. 

It  may  also  be  noted  that  tiie  mvestment  includes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate.  However,  the  investment  in  un- 
devdoped  iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  material^  affect  the  rate  of  profit.  Nevertheless  it 
is  worth  emphasizing  that  the  rate  of  profit  here  given  includes  not 
only  the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining 
industry.  Prior  to  the  era  of  consolidation  the  latter,  to  a  large 
extent,  was  distinct  from  the  manufacture  <rf  iron  and  steel,  and 
under  the  scattered  ownerdaip  of  iron-mismg  properties  then  pre- 
vailing profits  generally  are  undoiBtood  to  have  been  comparatively 
low,  on  tiie  average.  Under  present  oonditiotis  in  the  iron  and  ste^ 
indnstiy,  howerer,  the  La^e  irocwire  industiy  is  one  of  the  most 
profitable  brandies  «f  the  business.  This  factor  riaould  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  industry  at  the  present 
time  with  those  obtained  under  the  different  conditions  formeriy 
prevtaimg. 

The  rate  of  earnings  on  the  investment  of  the  Steel  Oorporation  as 
computed  by  the  Bureau  is,  of  course,  considerably  larger  than  the 
rate  of  net  profit  upon  the  capitalisation,  as  indicated  by  the  annual 
reports  of  the  C!orporation,  because  the  investment  as  established  by 
the  Bureau  is  very  much  less  than  the  capitalization.  The  rate  of 
12  per  cent  here  given,  it  should  be  clearly  understood,  covers 
the  entire  investment  in  the  property,  whether  represented  by 
capital  stock  or  bonded  debt.  This  rate  of  earnings  on  the  total 
true  investment  understates  the  rate  which  accrues  to  the  bene- 
fit of  the  Steel  Corporation  (or  the  stockholders  as  distinguished 
from  the  stockholders  and  bondholders  combined)  on  that  part  of 
the  true  investment  which  may  be  considered  as  represented  by  the 
capital  stock.  That  is  to  say,  if  that  part  of  the  true  investment 
for  which  bonds  were  issued  were  deducted  from  the  total  true  in- 
vestment, and  a  corresponding  amount  of  bond  interest  at  the  rates 
paid  by  the  Corporation  were  deducted  from  the  earnings,  then  a 
comparison  of  the  remainder  of  the  investment  with  the  remainder 
of  the  earnings  would  indicate  a  considerably  higher  average  profit 
than  12  per  cent.  Such  a  computation,  however,  can  not  be  made  in 
a  definite  or  satisfactory  manner,  particularly  because  the  original 
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OOHPA&IBON  OF  INVBSTIOBNT  OF  fiVESL  CORPORAnOfiT.  WITH  TOTAL  EABNIN08 
THEREON,  AS  ADJUSTED  BY  BUREAU,  YEARLY,  1901-1910. 


Year  ended  Deo.  81— 


igoii. 

1902.. 
1908.. 
1904.. 
1906.. 
1906.. 
1907.. 
190B.. 
1909.. 
1910.. 


Total... 
Avenge. 


Totallavfet- 

ment  in  tan- 

gtblB  iKopesty. 


S068|809|Tw6 

763,574,919 

806,615,979 

818,988,141 

674,640,990 

947,897,684 

1,078,763,608 

1,090,426,487 

1,146,875,993 

1,186,982,038 


941, 266, 472 


Earnings  as  adjusted  by 
BonKL 


Amount. 


*f77,741,281 

121,502,814 

94,156,958 

62,491,960 

112,830,835 

148,898,707 

155,416,878 

84,793,296 

120,807,579 

127,216,084 


1,100,860,657 
•  112,866,406 


Percent. 


•  14.8 
l&O 
11.7 
7.6 
13.0 
l&l 
14.4 
7.8 

las 
la? 


12.0 


1  Nine  months,  April  to  December;  investment  Indndes  additions  during  this  period. 

*  Indioated  rate  per  annum  based  on  dotual  earnings  for  nine  months. 

*  Average  jpfxurly  fnoflts  for  nise  and  throi^Aiurths  y6an. 

Ab  already  stated^  the  average  for  the  period  from  April  1,  1901, 
to  December  31,  1910,  is  12  per  cent.  The  average  rate  for  the  first 
four  and  three-fourths  years  was  12.5  per  cent,  as  against  11.6  per 
cent  in  the  five  years  from  1906  to  1910.  Therefore,  in  so  far  as  any 
tendency  may  be  noted,  it  is  toward  a  lower  rate  of  profit  in  recent 
years. 

The  table  shows  that  in  the  years  1904  and  1908,  which  were  years 
of  rather  marked  depression  in  the  iron  and  steel  business,  the  rate  of 
profit  of  the  Steel  Corporation  fell  to  7.6  per  cent  on  the  investment 
in  1904  and  7.8  per  cent  in  1908,  as  compared  with  a  maximum  profit 
of  over  16  per  cent  in  1902  and  1906.*  Prior  to  the  formation  of  the 
Steel  Corporation  and  other  iai:ge  consolidations,  the  iron  and  steel 
industry  was  noted  for  violent  changes  in  the  rate  of  profit,  the  indus- 
try, indeed,  having  been  aptly  termed  either  ''prince  or  pauper." 
This  table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has, 
even  in  the  most  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

It  should  be  pointed  out  that  an  average  rate  of  1 2  per  cent  for 
a  concern  of  the  size  of  the  Steel  Corporation,  which  embraces  more 
than  one-half  of  the  entire  iron  and  steel  industry  of  the  country, 
has  a  very  different  significance  than  the  same  rate  in  the  case  of  a 
relatively  small  concern.  While  exceptionally  efficient  or  fortimate 
concerns  in  the  steel  business  may  earn  rates  in  excess  of  this  average, 
on  the  other  hand  a  great  many  of  the  less  efficient  companies  undoubt- 
edly earn  very  much  smaller  rates,  while  in  some  instances  the  business 
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18  c<»ducted  at  a  loss.  Therefore,  an  average  rate  of  12  per  cent 
for  oyer  one-half  of  the  ontire  eteel  btisinese  of  the  country  is  much 
more  eigmfieant  than  the  same  rate  or  even  a  larger  rate  for  a  com- 
paratively small  concern.  It  probably  means  that  the  return  on  a 
considM^ble  proportion  of  the  business  of  the  country,  'which  under 
more  competitive  conditions  and  more  scattered  ownenriiip  would  be 
oenducted  at  a  lower  rate  of  profit,  has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  includes  a  large  amount 
<rf  iffle  property,  particularly  unimproved  ore  reserves,  which,  of 
oodfse,  tends  to  reduce  the  rate.  However,  the  investment  in  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  rery  material^  affect  the  rate  of  profit.  Nevertheless  it 
is  worth  emphasizing  that  the  rate  of  profit  here  given  includes  not 
only  the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining 
industry.  Prior  to  the  era  of  consolidation  the  latter,  to  a  large 
extent,  was  dbtinct  from  the  mamifaeture  of  iron  and  steel,  and 
under  the  scattered  ownership  of  iron-^ninmg  properties  then  pre- 
vailing profits  generally  aoe  understood  to  have  been  oomparativdy 
low,  on  the  average.  Under  present  conditioDs  in  the  iron  and  steel 
indastiy,  however,  the  La^  iron-ore  industiy  is  one  of  the  most 
profitable  branches  of  the  business.  This  factor  should  be  considered, 
tfaarofore,  in  comparing  ike  profits  of  the  iron  industry  at  the  present 
time  with  those  obtained  imder  the  different  conditions  formerly 
prevaBing. 

The  rate  of  earnings  on  the  investment  of  the  Steel  Cbrporatian  as 
computed  by  the  Bureau  is,  of  course,  considerably  larger  than  the 
rate  el  net  profit  upon  the  capitalization,  as  indicated  by  the  annual 
reports  of  the  C!orporation,  because  the  investment  as  established  by 
the  Bureau  is  very  much  less  than  the  capitalization.  The  rate  of 
12  per  cent  here  given,  it  should  be  clearly  understood,  covers 
the  entire  investment  in  the  property,  whether  represented  by 
coital  stock  or  bonded  debt.  This  rate  of  earnings  on  the  total 
true  investment  understates  the  rate  which  accrues  to  the  bene- 
fit of  the  Steel  Corporation  (or  the  stockholders  as  distinguished 
from  the  stockholders  and  bondholders  combined)  on  that  part  of 
the  true  investment  which  may  be  considered  as  represented  by  the 
capital  stock.  That  is  to  say,  if  that  part  of  the  true  investment 
(or  which  bonds  were  issued  were  deducted  from  the  total  true  in- 
vestment, and  a  corresponding  amount  of  bond  interest  at  the  rates 
paid  by  the  Corporation  were  deducted  from  the  earnings,  then  a 
comparison  of  the  remainder  of  the  investment  with  the  remainder 
of  the  earnings  would  indicate  a  considerably  higher  average  profit 
than  12  per  cent.  Such  a  computation,  however,  can  not  be  made  in 
a  definite  or  satisfactory  manner,  particulariy  because  the  original 


56 


THE  STEEIi  INDUSTBY. 


bond  issues  of  the  Corporation  did  not  correspond  with  the  true  value  of 
the  property  for  which  they  were  issued.  Therefore,  to  deduct  them 
from  the  true  investment  would  leave  an  unduly  low  remainder  for  the 
capital  stock  and  unfairly  exaggerate  the  rate  of  profit  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders. 

Hence  the  Bureau  does  not  attempt  to  give  in  definite  figures  the 
rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  investment 
represented  by  its  capital  stock,  but  merely  calls  attention  to  the  fact 
that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders,  but  a  lower  rate  earned  on  the  total  true  investment 
and  accruing  to  the  stockholders  and  bondholders  combined. 

POSITION  OF  STEEL  COBPOBATION  IN  THE  INDTTSTBY. 

The  Steel  Corporation,  despite  its  great  size,  is  not  exempt  from 
competition.  Indeed,  the  evidence  on  the  whole  indicates  that  com- 
petition in  the  industry  has  steadily  been  increasing.  Notwithstand- 
ing the  great  additions  made  by  the  Corporation  to  its  properties  from 
earnings  and  the  acquisition  of  several  important  competing  concerns, 
its  proportion  of  the  business  in  nearly  every  important  product  ex- 
cept pig  iron  and  steel  raUs  is  less  than  it  was  in  1901.  This  is  shown 
by  the  following  table  of  percentages  compiled  by  the  Corporation 
from  its  own  figures  in  connection  with  data  gathered  by  the  American 
Iron  and  Steel  Association : 

PROPORTIONS  OF  OUTPUT  OP  PRINCIPAL  IRON  AND  STEEL  PRODUCTS  PRODUCED 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  COMPANIES, 
RESPECTIVELY,  IN  1901  AND  19ia 


Products. 


Pig  Iron,  Spiegel,  and  feno 

Steel  Ingots  and  castliigB 

Balls 

Stnictaral  shapes 

Plates  and  sheets  of  all  kinds  1 

Black  plate  produced  in  tin  mills. 

Coated  tin-min  products 

Black  and  coated  sheets  produced  in  sheet  mills 

Wire  rods 

Win  nails 

Wrought  pipe  and  tubes  * 

Seamless  tubes* 


Steel  Corporation's 
peroentages. 


1901. 


43.2 
65.7 
50.8 
62.2 
64.6 
79.8 
73.1 
67.8 
77.7 
68.1 
57.2 
82.8 


1010. 


43.4 
54.3 
58.0 
•47.0 
■40.7 
52.9 
61.1 
88.0 
67.3 
5&5 
88.2 
55.3 


Independent  com- 
panies' peroent- 
ages. 


1901. 


56.8 
34.8 
4a2 
37.8 
85.4 
20.2 
26.0 
32.7 
22.3 
31.0 
42.8 
17.2 


1010. 


S6.6 

4&7 

41.1 

•58.0 

•6as 

47,1 
S&9 
6L1 
82.7 
44.5 
61.8 
44.7 


I  Includes  sheets  for  tinning,  galyanidng,  and  other  coatings. 

I  These  percentages  are  based  on  capacity  and  not  production.    The  capacity  of  independent  companies 
is,  moreover,  partly  estimated. 
<  For  1900;  figures  for  1910  not  available. 
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The  Steel  Corporation  did  not  compute  its  percentage  of  the  ore 
production  of  the  country.  Its  proportion  of  the  production  of 
Lake  Superior  ore,  such  ore  being  practically  the  basis  of  the  steel 
industry  (arrived  at  by  comparing  the  known  production  of  the 
Sted  Corporation  with  the  total  production  as  estimated  by  the 
Geological  Survey),  fell  from  60.6  per  cent  in  1901  to  51.6  per  cent 
in  1909  (figures  for  1910  not  being  available). 

This  table  shows  that  whereas  the  Steel  Corporation  in  1910  had 
fuUy  maintained  the  share  of  the  country's  total  production  of  pig 
iron  which  it  held  in  1901,  its  proportions  of  the  production  of  nearly 
all  steel  products  had  decliaed,  and  in  most  cases  sharply  declined. 
The  only  important  exception  was  steel  rails.  The  maintenance  of 
its  proportion  here  is  chiefly  due  to  the  erection  of  a  very  large  rail 
mill  at  the  new  Gary  plant  and  to  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  which  had  a  considerable  steel 
rail  production. 

Taking  the  production  of  steel  ingots  and  castings  as  a  basis  it  will 
be  seen  that  the  Steel  Corporation's  percentage  of  the  total  fell  from 
65.7  per  cent  in  1901  to  54.3  per  cent  in  1910.  This  figure,  perhaps, 
is  the  best  single  criterion  by  which  to  judge  the  change  in  the  Corpo- 
ration's position  in  the  steel  industry  from  a  producing  standpoint. 
It  will  be  seen  that  the  Corporation's  proportions  of  production  of 
black  plate,  coated  tin  mill  products,  and  black  and  coated  sheets, 
fell  off  to  a  veiy  marked  extent,  which  indicates  that  competition 
has  been  particularly  active  in  these  branches.  Its  share  of  the  pro- 
duction of  wrought  pipe  and  tubes  and  of  seamless  tubes  likewise 
fell  off  very  heavily.  In  wire  products  the  Corporation  has  main- 
tained its  relative  position  rather  better,  but  even  in  these  there  has 
been  a  marked  recession  in  the  percentages  of  the  business  done. 

It  should  be  noted  that  the  decline  in  the  production  shown  by  this 
comparison  of  the  1901  and  1910  percentages  was  practically  con- 
tinuous for  most  products  throughout  the  entire  period.  However, 
the  actual  output  of  the  Corporation  has  shown  a  very  great  increase. 
For  example,  the  Steel  Corporation's  production  of  crude  steel  ingots, 
which  is  typical  of  its  total  business,  increased  from  9,743,918  tons  in 
1902  (the  first  full  year  of  operations)  to  14,179,369  tons  in  1910,  an 
increase  of  45.5  per  cent. 

While,  however,  these  statistics  clearly  show  the  existence  of  active 
competition  in  production,  it  should  be  clearly  pointed  out  that 
such  competition  has  not  been  so  evident  with  respect  to  prices, 
where  it  has  been  materially  modified  by  the  existence  of  a  price 
policy  described  as  ''cooperation."  This  will  be  discussed  in  a  later 
'part  of  the  report. 
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margin  basis.  Of  course,  in  such  extensive  acquisitions  there  is  a 
decided  speculative  risk,  just  as  in  similar  efforts  to  control  com- 
modity markets,  particularly,  the  possibility  of  the  discovery  of 
available  deposits  elsewhere,  or  new  methods  of  mining  which  may 
render  what  are  now  nonavailable  ores  available  for  present  com- 
mercial purposes. 

The  dominating  position  in  the  ore  industry  enjoyed  by  the  Steel 
Corporation  through  this  great  ownership  of  ore  reserves  is  heightened 
because  of  its  very  marked  degree  of  control  of  the  transportation  of  ore 
in  the  Lake  Superior  district.  The  Corporation  owns  two  of  the 
most  important  ore  railroads,  the  Duluth  and  Iron  Range  Railroad 
and  the  Duluth,  Missabe  and  Northern  Railway.  The  ore  rates  on 
these  railroads  are  about  1  cent  per  ton-mile.  Their  operating 
expenses  are  very  low,  that  of  the  Duluth,  Missabe  and  Northern  in 
1910  being  below  30  per  cent  of  gross  earnings  as  against  an  average 
of  66  per  cent  for  all  the  railroads  of  the  country.  The  net  earnings 
of  these  ore  railroads,  whidi  are  chiefly  from  the  ore  traffic,  are  phe- 
nomenal. This  has  the  practical  effect  of  reducing  the  Steel  Cor- 
poration's net  cost  of  ore  to  itself  at  upper  Lake  ports  and,  on  the 
other  hand,  of  increasing  that  cost  to  such  of  its  competitors  as  are 
dependent  upon  the  Corporation's  railroads  for  transportation. 

Hence,  not  only  on  account  of  its  great  holdings  of  ore  but  also  on 
account  of  these  peculiar  advantages  enjoyed  in  the  transportation 
of  the  ore  the  Steel  Corporation  occupies  an  extremely  commanding 
position  in  the  iron  and  steel  industry.  Indeed,  in  so  far  as  the  Steel 
Corporation's  position  in  the  entire  iron  and  steel  industry  is  of 
monopolistic  character  it  is  chiefly  through  its  control  of  ore  holdings 
and  the  transportation  of  ore. 


CHAPTER  L 

THE  COHSOUDATION  MOVEMENT  DT  THE  STEEL  INDITSTBT. 

Section  1.  Pnrpofe  and  scope  of  the  investigation. 

The  Bureau^s  investigation  of  the  iron  and  steel  industry  has  been 
concerned  with  questions  of  organization,  capitalization,  investment 
and  profits,  prices  and  price  control,  and  costs. 

As  a  result  of  the  era  of  consolidation  which  marked  the  close  of 
the  nineties,  the  greater  part  of  the  iron  and  steel  industry  of  the 
country  was  transferred  from  a  large  number  of  actively,  competing 
and  generally  small  concerns  to  a  few  large  companies,  more  than 
one-half  of  the  industry,  indeed,  being  finally,  in  1901,  merged 
under  the  control  of  a  single  organization,  the  United  States  Sted 
Corporation.  Such  centralization  of  this  great  basic  industry  of  the 
country  necessarily  involves  considerations  of  utmost  importance  to 
the  public  welfare.  This  centralization  has  an  especial  significance, 
because  it  has  resulted  in  concentrating  the  ownership  of  one  of  the 
most  important  natural  resources  of  the  country — ^iron  ore. 

This  consolidation  of  the  iron  and  steel  industry  was  accompanied 
by  a  great  increase  in  total  capitalization.  It  may  fairly  be  said  that 
during  the  period  from  1898  to  1901  the  industry  was  recapitalized, 
and  recapitalized  on  a  basis  far  in  excess  of  the  actual  investment. 
It  therefore  becomes  important  to  determine  the  relationship  between 
such  capitalization  and  the  investment  represented  thereby,  and  also 
to  determine  the  profits  earned  upon  such  investment.  For  the  pur- 
pose of  intelligent  analysis  a  brief  review  of  the  consolidation  move- 
ment, and  particularly  of  the  causes  which  led  to  that  movement,  is 
essential.  All  these  matters  are  taken  up  in  the  present  part  (Part  I) 
of  the  report.  In  a  subsequent  part  there  will  be  taken  up  a  study  of 
prices  and  price  control,  with  the  particular  object  of  determining 
the  conditions  under  which  prices  have  been  established  and  how  far 
they  have  been  affected  by  the  centralization  of  ownership  just 
referred  to.  Another  portion  of  the  report  will  be  devoted  to  a  study 
of  costs  by  principal  products,  with  a  view  to  furnishing  a  basis  for 
discussing  prices  and  profits  of  specific  products,  as  distinct  from 
profits  as  a  whole  in  relation  to  the  total  investment. 

The  investigation  has  been  restricted  to  concerns  engaged  in  the 
iron  and  steel  industry  in  the  modern  and  narrower  sense  of  the 
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word;  that  is,  the  production  of  pig  iron,  crude  steel  (ingots)  and 
semifinished  steel  (billets,  slabs,  sheet  bars,  etc.)  and  the  simpler 
products  which  are  now  ordinarily  manufactured  at  an  iron  and  steel 
establishment  and  the  rolling  mills  operated  in  connection  therewith. 
Moreover,  except  for  pig  iron,  the  inquiry  has  been  concerned  with 
steel  rather  than  with  iron,  which  lias  largely  been  displaced  by  steel. 
The  more  important  of  the  simpler  steel  products  are  rails,  beams^ 
plates,  merchant  bars,  wire  rods,  tubes,  and  sheets.  In  addition, 
there  are  certain  others  in  which  the  manufacturing  process  is  car- 
ried somewhat  beyond  the  rolling-mill  stage,  but  usually  connected 
closely  with  rolling  operations,  such  as  drawn  wire,  wire  nails,  gal- 
vanized sheets,  and  tin  plate.^ 

On  the  other  hand,  the  investigation  has  not  embraced  companies 
engaged  primarily  in  the  manufacture  of  such  steel  products  as 
acmor-plate,  castings,  or  ordnance,  nor  the  great  variety  of  hi^ily 
elaborated  iron  and  steel  products,  such  as  tools,  implements,  and 
machinery ;  nor  has  much  attention  been  paid  to  the  foundry  branch 
of  the  iron  industry.  Any  attempt  to  include*  these  branches  in  an 
investigation  of  this  character  would  lead  to  such  multiplication  of 
detail  as  to  obscure  the  primary  features  of  the  inquiry. 

^  An  Idea  of  the  sequence  of  the  stages  in  the  production  of  the  articles  under  discussion 
maj  l>e  obtained  from  the  following  diagram  : 
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The  investigation  has,  in  the  main,  been  confined  to  a  compara- 
tively few  concerns.  Naturally,  chief  attention  has  been  paid  to  the 
United  States  Steel  Corporation,  as  by  far  the  most  important  factor 
in  the  industry.  The  United  States  Steel  Corporation  and  half  a 
doaen  other  leading  companies  to-day  handle  substantially  75  per 
cent  of  the  crude  and  simpler  finished  steel  production  of  the  coun- 
try, the  United  States  Steel  Corporation  alone  doing  rather  more  than 
50  p^  cent  of  the  total  (its  percentage  originally  was  higher;  see 
p.  365).  For  these  large  companies — as  well  as  for  a  number  of 
smaller,  but  important,  concerns — extensive  data  were  obtained  by 
the  Bureau  resnecting  capitalization,  properties,  output,  and  costs. 

L  FBOORESS  OP  COMBINATION  FBXOB  TO  1898. 

Seotioa  2.  Oocasioiial  instances  of  consolidation  in  early  nineties. 

During  the  period  from  1890  to  1900  there  was  a  practically  com- 
plete reorganization  of  corporate  interests  and  relationships  in  the 
steel  business.  This  was,  of  course,  especially  manifested  in  the  enor- 
mous development  of  consolidation. 

In  1890  there  were  scarcely  any  consolidations  of  the  modern  type 
in  the  steel  industry.  With  only  a  few  exceptions  there  were  no  con- 
cerns with  a  capitalization  exceeding  or  even  approaching  $20,000,000. 
During  the  middle  nineties  there  was  a  gradual  change  toward  larger 
units,  both  by  expansion  and  by  combination ;  but  the  depressed  con- 
ditions of  that  period  were  unfavorable  to  the  organization  of  great 
corporations,  and  as  late  as.  1898  the  steel  industry  was  characterized 
by  the  competition  of  a  large  number  of  independent  concerns.  The 
year  1898,  however,  witnessed  a  marked  advance  toward  consolidation. 
This  movement  progressed  with  great  rapidity  in  the  next  few  years, 
until  by  the  middle  of  1901  substantially  three-fifths  of  the  steel  in- 
dustry of  the  country  was  concentrated  under  a  single  organization — 
the  United  States  Steel  Corporation — with  an  issued  capitalization, 
including  bonded  indebtedness,  of  over  $1,400,000,000.* 

It  would  be  incorrect  to  assume  that  this  transformation  was  en- 
tirely the  work  of  three  and  a  half  years.  Instead,  even  in  the  early 
nineties  there  were  some  suggestions  of  the  subsequent  marked  con- 
centration. Not  only  were  there  a  number  of  conspicuously  large 
units  at  this  time,  but  in  some  instances  these  were  the  direct  result  * 
of  consolidation.  Thus,  as  early  as  1889  the  Illinois  Steel  Company 
had  been  organized  with  an  annual  pi^-iron  capacity  of  over  750,000 
tons  and  with  an  authorized  capital  stock  of  $25,000,000,  of  which 
approximately  $18,000,000  was  issued  at  the  time.  This  company 
was  a  consolidation  of  three  previously  competing  steel  concerns  (see 

^IncltMUng  the  bonds  of  subsidiary  companies.     (See  p.  112.) 
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p.  120),  with  plants  at  Chicago,  Joliet,  and  Milwaukee.  Again,  in 
1892,  the  Carnegie  Steel  Company  (Ltd.),  a  partnersliip,  was  organ- 
ized, with  a  capital  stock  of  $25,000,000.  This  was  the  largest  single 
unit  in  the  industry  at  that  time,  its  annual  pig-iron  capacity  being 
approximately  1,200,000  tons.  All  of  its  plants  were  in  the  Pitts- 
burg district.  The  company  had  some  features  of  the  modern  con- 
solidation, in  that  it  had  acquired  several  important  competing  steel 
works.  It  also  had  a  substantial  interest  in  the  H.  C.  Frick  Coke 
Company,  the  largest  single  factor  in  the  coke  industry.  Since,  how- 
ever, most  of  the  interests  comprising  it  had  long  been  affiliated,  the 
Carnegie  company  at  that  time  can  hardly  be  regarded  as  a  consolida- 
tion in  the  full  modem  sense  of  the  term.  ( 

The  Jones  &  Laughlin  interests,  in  the  Pittsburg  district,  were  an-^ 
other  important  factor  in  the  industry.^  In  the' early  nineties  these 
comprised  two  limited  partnerships — Laughlin  &  Co.  (Ltd.),  with  a 
capital  stock  of  $900,000,  operating  the  Eliza  Furnaces,  and  Jones  & 
Laughlins  (Ltd.),  yrith  a  capital  stock  of  $4,000,000,  operating  the 
American  Iron  and  Steel  Works.  These  interests  were  at  all  times  a 
prominent  factor  in  the  industry,  and  they  later  greatly  expanded 
their  operations. 

\  Farther  east  there  was  the  Lackawanna  Iron  and  Steel  Company, 
organized  in  1891,  with  $3,750,000  capital  stock,  as  a  merger  of  the 
Lackawanna  Iron  and  Coal  Company  and  the  Scranton  Steel  Com- 
pany. The  former  concern  had  been  incorporated  in  1853  to  oper- 
ate coal  mines  and  manufacture  pig  iron  at  Lebanon,  Pa.,  and  had 
erected  a  Bessemer  steel  plant  in  1875.  The  Scranton  Steel  Company 
was  organized  in  1881  as  a  competitor? 

Another  large  eastern  concern  at  this  period  was  the  Pennsylvania 
Steel  Company,  organized  in  1866,  with  a  plant  at  Steelton,  Pa,  (not 
far  from  Harrisburg).  In  1887  it  organized  a  subsidiary  concern — 
the  Maryland  Steel  Company — and  through  it  built  a  second  plant,  at 
Sparrow  Point,  Md.,  near  Baltimore.  The  parent  company  was  in- 
volved in  difficulties  in  the  depression  of  the  early  nineties  and  was 
reorganized  in  1895  with  a  capital  stock  of  $6,500,000.  Subsequently 
this  was  greatly  increased.     (See  p.  96.) 

Two  other  concerns  which  should  be  mentioned  in  this  connection 
are  the  Colorado  Fuel  and  Iron  Company,  at  that  time  the  only 
important  factor  in  the  industry  in  the  far  West,  and  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  the  leading  interest  in  the  South. 
The  Colorado  Fuel  and  Iron  Company  was  organized  in  1892  with  a 
capital  stock  of  $13,000,000,  as  a  merger  of  the  Colorado  Fuel  Com- 
pany and  the  Colorado  Coal  and  Iron  Company.  It  was  chiefly 
interested  in  the  operation  of  coal  propeilies,  although  the  Colorado 
Coal  and  Iron  Company,  one  of  the  constituent  concerns,  had  iron 
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ore  lands  and  a  small  steel  plant.    In  the  late  nineties  the  company 
entered  the  steel  business  on  an  extensive  scale. 

The  Tennessee  Coal,  Iron  and  Railroad  Company  had  its  begin- 
ning early  in  the  fifties  as  a  coal  company.  It  first  entered  the  iron 
business  in  1881,  its  name  being  changed  at  that  time  from  the  Ten- 
nessee Coal  and  Eailroad  Company  to  the  Tennessee  Coal,  Iron  and 
Railroad  Company.  During  the  eighties  and  early  nineties  the 
company  acquired  several  important  coal  and  iron  concerns.  From 
this  time  on  it  has  been  the  leading  owner  of  such  property  in  the 
f^outhem  iron  district.  The  company,  while  a  large  producer  of 
pig  iron,  did  not  enter  the  steel  business  proper  until  after  1898. 

Several  other  concerns,  like  the  Cambria  Iron  Company  and  the 
Bethldiem  Iron  Company,  both  of  which  were  located  in  Pennsyl- 
vania, also  were  distinguished  in  the  trade  at  this  early  date  by  the 
extent  of  their  operations. 

Most  of  these  larger  concerns  just  named  were  engaged  chiefly  in 
the  production  of  the  simpler  and  heavier  forms  of  steel  products, 
like  rails,  plates,  and  beams,  or  of  semifinished  steel  (billets,  slabs, 
bars,  etc.)  for  the  trade.  As  shown  in  the  next  section,  many  manu- 
facturers of  the  more  elaborated  products — such,  for  instance,  as 
nails,  wire,  tin  plate,  and  tubes — did  not  at  this  early  date  produce 
the  semifinished  steel  which  they  needed,  but  instead  purchased  their 
supplies  of  this  raw  material  from  large  steel-making  concerns  such 
as  those  just  described. 

With  respect  to  these  simpler  or  heavier  forms  of  steel,  a  compara- 
tively small  number  of  concerns  had  even  in  the  early  nineties 
assumed  a  preponderating  influence.  Thus,  the  Carnegie  Steel  Com- 
pany (Ltd.),  the  Illinois  Steel  Company,  the  Jones  &  Laughlin 
interests,  the  Lackawanna  Iron  and  Steel  Company,  the  Pennsyl- 
vania Steel  Company,  the  Cambria  Iron  Company,  and  the  Bethle- 
hem Iron  Company  probably  controlled  in  1898  not  less  than  50  per 
cent  of  the  steel-ingot  production  of  the  country.  These  concerns 
were,  however,  distinct  entities  with  respect  to  ownership,  and  de- 
spite the  existence  of  price  agreements,  discussed  later  (see  sec.  4), 
the  distinguishing  feature  of  the  steel  industry  during  this  early 
pmod  as  a  whole  was  active  competition. 

Outside  of  the  companies  engaged  in  the  manufacture  of  the 
cruder  or  heavier  forms  of  steel,  there  were  comparatively  few  con- 
cerns of  great  magnitude  in  the  industry  in  the  early  nineties,  and 
very  few  consolidations.  In  the  wire  and  nail  trade,  it  is  true,  a 
$4^,000  merger,  the  Consolidated  Steel  and  Wire  Company,  had 
been  <M^nized  as  early  as  1892.  Generally  speaking,  however,  the 
manufacture  of  such  products  as  nails,  tin  plate,  sheets,  and  bar  iron 
was  distributed  among  a  large  number  of  concerns,  many  of  whidi 
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were  comparatively  small,  and  competition  in  these  departments  of 
the  industry,  except  as  modified  by  pool  and  price  agreemeats,  was 
exceedingly  active. 

In  the  iron-mining  industry  substantially  similar  conditions  ex- 
isted. There  were  a  few  large  concerns,  like  the  Minnesota  Iron 
Company,  organized  in  1882  with  $10,000,000  authorized  capital 
(later  increased  to  $20,000,000) ,  and  the  Lake  Superior  Consolidated 
Iron  Mines,  organized  in  1893,  with  $30,000,000  capital  stock.  Each 
of  these  concerns  owned  an  important  ore  railroad.  (See  pp.  122  and 
148.)  A  few  other  iron-mining  concerns  were  exceptionally  promi- 
nent, but  as  a  rule  the  ownership  of  iron-ore  pr^iperties  was  widely 
scattered,  and  in  this,  as  in  the  manufacturing  branch  of  the  industry, 
competition,  rather  than  concentration,  was  the  distingui$hii{g  char- 
acteristic, although  this  c(Mnpetition  also  was  modified  by  price  agree- 
ments. 


Section  3.  lateg^tion  in  the  early  nineties  aot  far  advanoed. 

Another  feature  of  the  steel  industry  in  the  early  nineties  in  con- 
trast with  conditions  to-day  was  the  comparative  lack  of  integration. 
"Integration"  may  be  defined  as  the  assembling  of  the  different 
successive  branches  of  the  industry,  such  as  the  production  of  iron 
ore  and  fuel  and  the  manufacture  of  pig  iron  and  steel  products, 
under  a  single  control.  Each  principal  department  of  the  industry 
was,  to  a  considerable  extent,  although  by  no  means  wholly,  distinct, 
so  far  as  ownership  was  concerned.  Thus,  the  production  of  ore, 
broadly  speaking,  was  a  business  by  itself,  and  ccmiparatively  few 
iron  and  steel  companies  had  extensive  holdings  of  ore  lands.  This 
was  especially  true  of  the  ore  supplies  in  the  Lake  region ;  in  the  Cast 
the  ownership  of  ore  lands  by  steel  makers  was  rather  more  common. 
Moreover,  a  substantial  proportion  of  the  country's  pig  iron  was  pro- 
duced by  "  merchant "  furnaces,  which  sold  their  product  instead  of 
manufacturing  it  into  more  finished  articles.  Even  the  larger  manu- 
facturers of  steel  bought  considerable  quantities  of  pig  iron.  Again, 
the  production  of  steel,  as  pointed  out  in  the  preceding  section,  was  in 
the  hands  of  a  comparatively  limited  number  of  concerns,  and  most 
manufacturers  of  finished  articles  purchased  their  supply  of  semi- 
finished steel  instead  of  producing  it.  For  the  transportation  of  their 
products,  either  raw  or  finished,  nearly  all  iron  and  steel  companies 
were  dependent  upon  railroad  and  vessel  concerns,  the  ownership  of 
which  was  entirely  separate. 

However,  even  at  this  early  date  the  tendency  toward  integration, 
particularly  through  the  acquisition  of  reserve  supplies  of  ore  and 
coal,  had  already  taken  shape.  Naturally  it  was  most  marked  in 
those  sections  where  deposits  of  these  raw  materials  were  found  in 
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close  proximity.  Indeed  in  scMne  sections  of  the  country  the  iron 
aad  sleel  industry  may  be  said  to  be  intc^grated  by  nature.  Thus, 
several  iron  and  steel  conoems  in  east^n  Pennsylvania,  where  ore 
deposits  were  near  the  anthracite  coal  regions  (anthracite  for  a  Jong 
time  being  extensively  used  in  the  production  of  pig  iron),  had 
early  made  considerable  investments  in  such  properties.  Similarly, 
in  the  Binningfaam  district  in  the  South,  the  occurrence  in  dose 
proximity  of  vast  supplies  of  these  basic  raw  materials  very  early  led 
iron  makers  to  adopt  a  policy  of  owning  such  property  in  connection 
with  their  furnaces  and  other  plants. 

In  the  soHBerous  establishments  of  the  Middle  West,  however, 
i]it«piiti<m  with  respect  to  raw  materials  had  made  less  headway. 
C^  reason  for  this  was  that  many  manufacturers  in  this  section  were 
Iftfigaly  d^)endent  upon  the  Lake  region  for  their  supply  of  ore,  wliile 
others  were  at  some  considerable  distance  from  the  coal  regions. 
This  frfiysical  separation  of  supplies  of  raw  materials  was  naturally 
nkwe  or  less  acGompanied  by  separation  with  respect  to  ownership. 
A  further  reason  probably  was  that  at  this  early  date  some  steel 
raanufaetiHrers  were  not  in  a  position  to  provide  the  additicmal  capital 
neeeesary  to  carry  extensive  reserve  supplies  of  ore  and  coal,  although, 
with  reaped  to  ore,  owing  to  the  very  general  employment  of  the  lease 
system  in  the  Lake  region  (see  p.  229) ,  this  was  a  secondary  considera- 
tion. Furthermore,  the  fact  tJi^at  the  ownership  of  the  great  ore 
and  coal  deposits  of  the  country  was  at  this  early  date  scattered 
among  a  large  numbe*  of  interests  who  were  in  active  competition 
made  it  practicable  for  iron  and  steel  makers  to  rely  upon  the  open 
market  for  their  supplies  of  these  primary  materials. 

Nevertheless,  even  in  the  Middle  West  considerable  progress  had 
been  made  by  iron  and  steel  makers  toward  the  control  of  supplies 
of  ore  and  fuel.  Thus,  the  Illinois  Steel  Company  in  the  early  nine- 
ties had  acquired  a  considerable  acreage  of  coking  coal  lands  in 
Pemisylvania,  and  it  also  had  secured  some  iron  ore  lands  in  the 
Like  Superior  region.  Moreover,  the  ownership  of  the  Minnesota 
Iron  Company,  which  controlled  extensive  ore  deposits  in  the  Lake 
region,  as  well  as  a  railroad  and  a  fleet  of  Lake  ore  vessels,  was  partly 
in  the  hands  of  Illinois  Steel  Company  capitalists.  The  latter  com- 
pany had,  therefore,  made  decided  progress  in  the  direction  of  in- 
t^ation. 

Another  instance  of  integration  was  furnished  by  the  Carnegie 
St«el  Company  (Ltd.).  Throu^  the  H.  C.  Frick  Coke  Company, 
an  allied  concern,  the  Carnegie  company  had  secured  enormous  re- 
fierv«8  of  coking  coal.  In  the  scale  of  its  manufacturing  operations, 
this  eompsny  had  made  remarkable  progress,  and  probably  led  all 
its  rivals  in  this  respect. 
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The  Carnegie  company,  however,  had  not  carried  the  policy  of  in- 
tegration  far  with  respect  to  the  ownership  of  ore  lands;  instead, 
in  the  early  nineties  the  company  depended  almost  wholly  for  its 
supply  of  ore  upon  purchases  in  the  open  market,  or  upon  short- 
time  contracts  with  ore  producers.  In  1892  the  first  step  in  the  di- 
rection of  providing  itself  with  a  future  supply  of  ore  was  taken  in 
the  acquisition  of  a  half  interest  (which  was  later  increased)  in  the 
Oliver  Iron  Mining  Company,  which  at  that  time  held  leases  of 
several  important  mines  on  the  Mesabi  Range.  The  annual  supply 
of  ore  covered  by  this  arrangement,  however,  was  small  in  comparison 
with  the  Carnegie  company's  total  requirements.  Moreover,  at  this 
time  Mr.  Carnegie  is  said  to  have  been  decidedly  opposed  to  the 
ownership  of  ore  mines,  and  instead  he  preferred  to  let  others  assume 
the  heavy  speculative  risks  which  then  attended  iron-mining  enter- 
prises. About  1896  the  company  completely  reversed  its  pkilicy  in 
this  respect.  This  change  of  policy,  which  is  considered  later  (see 
p.  76),  undoubtedly  had  considerable  effect  in  directing  the  later 
course  of  events  in  the  iron  and  steel  industry  as  a  whole. 

While  important  steps  toward  making  themselves  independent 
with  respect  to  supplies  of  raw  materials,  as  well  as  toward  concen- 
tration of  manufacturing  operations,  had  thus  been  taken  in  the  early 
nineties  by  some  of  the  leading  steel  companies,  nevertheless  a  fair 
statement  of  the  general  situation  in  the  steel  industry  at  that  time 
would  be  that  this  policy  was  confined  to  a  comparatively  few  of  the 
larger  concerns,  and  that  in  the  main  it  had  not  been  carried  far 
even  by  these. 

Section  4.  Early  pools  and  prioe  agreements  in  the  steel  industry. 

It  is  clear  from  what  has  just  been  said  that  competition  was  the 
keynote  of  the  iron  and  steel  industry  in  the  early  nineties.  However, 
the  spirit  of  combination  was  by  no  means  wholly  absent  The 
mere  fact  that  at  this  early  date  important  consolidations  had  been 
organized  in  several  other  industries,  notably  in  the  case  of  oil,  white 
lead,  sugar,  tobacco,  and  leather,  shows  that  there  was  a  general 
tendency  in  that  direction.  As  a  matter  of  fact,  efforts  toward  con- 
centration in  the  steel  industry  had  been  very  numerous.  As  a  rule, 
however,  they  had  taken  a  less  substantial  form  than  the  "  trusts " 
which  had  been  organized  in  some  other  industries,  or  the  corporate 
consolidations  of  the  present  day.  A  common  method  of  combinaticm 
in  the  iron  and  steel  industry  at  that  period  was  a  loose  association, 
under  which  the  individual  concerns  retained  their  identity  and  to 
a  large  extent  their  independence;  certainly  complete  independence 
in  ownership.  Such  unions,  which  assumed  a  great  variety  of  form 
in  detail,  may  roughly  be  grouped  under  two  general  types — the 
"pool"   and  the  "gentlemen's  agreement."    They  had  been  em- 
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ployed  repeatedly  in  the  iron  and  steel  industry.  Many  of  these  com- 
binations were  short  lived  and  ineffective.  This  was  especially  true 
of  the  gentlemen's  agreement,  which,  as  the  name  implies,  was  little 
more  than  an  informal  arrangement  on  the  part  of  the  members  to 
abide  by  certain  promises.  The  pool  was  a  more  formal  and,  in  some 
instances,  a  much  more  effective  organization. 

Four  typical  pools  in  this  early  period  were  (1)  the  steel-rail  pool, 
(2)  the  wire-nail  pool,  (3)  the  billet  pool,  and  (4)  the  ore  pool. 
These  four  pools  are  briefly  described  in  the  following  pages.  It 
should  be  understood  that  there  were  many  other  organizations  of  a 
similar  character,  and  that  these  are  discussed  simply  to  illustrate 
different  forms  of  such  combinations.  Such  agreements  will  be 
referred  to  more  extensively  in  a  later  part  of  the  report 

The  steel-kah.  pool. — By  far  the  most  important  pool  organiza- 
tion in  the  steel  industry  at  this  time  was  that  in  steel  rails.  This 
pool  was  formed  on  August  2,  1887,  and,  while  it  was  dissolved  in 
1893,  it  was  speedily  renewed  and  continued  in  existence  until  the 
early  part  of  1897.^^  The  general  nature  of  this  pool  may  perhaps 
best  be  indicated  by  reproducing  the  following  copy  of  the  mem- 
orandum of  agreement : ' 

Memorandum  of  a^greementy  entered  into  August  2, 1887^  by  and 
between  the  North  Chicago  Rolling  Mill  Company ^  the  Cam- 
bria  Iron  Company^  the  Pennsylvania  Steel  Company ^  the 
Union  Steel  Company y  the  Lackawanna  Iron  <&  Coal  Company ^ 
the  Joliet  Steel  Company^  the  Western  Steel  Company^  the 
Cleveland  Rolling  MtU  Company^  Carnegie  Brothers  &  Co,y 
Limited;  Carnegie^  Phipps  <&  Co,^  Limited;  the  Bethlehem, 
Iron  CoTnpany^  the  Scranton  Steel  Company ^  the  Troy  Steel 
<&  Iron  Company^  the  Worcester  Steel  Works  and  the  Spring- 
fdd  Iron  Com^pany. 

We,  the  before-named  companies  and  corporations,  manufac- 
turers of  steel  rails,  hereby  mutually  agree  one  with  the  other, 
that  we.  will  restrict  our  sales  and  the  product  of  steel  rails  of 
50  pounds  to  the  yard  and  upward,  applying  to  orders  taken  by 
us  and  to  be  delivered  by  us  or  from  our  respective  works  during 
the  year  1888,  as  hereinafter  allotted  and  limited;  and  we  re- 
spectively bind  ourselves  not  to  sell  in  excess  of  our  current 
allotments,  without  first  obtaining  the  consent  of  the  Board  of 
Control  thereto — that  is  to  say : 

It  is  agreed,  there  shall  now  be  made  an  allotment  of  800,000 
tons  of  rails,  which  shall  be  divided  and  apportioned  to  and 
among  the  several  parties  hereto  to  be  sold  by  them  during  the 
year  1888,  upon  tne  following  basis  of  percentages,  to  wit: 
North  Chicago  Rolling  Mill  Company,  12^  per  cent;  Penn- 
sylvania Steel  Company,  9^^  per  cent;  Bethlehem  Iron  Com- 
giny,  9  per  cent;  Carnegie  Bros.  &  Co.,  Limited,  and  Carnegie, 
hipps  &  Co.,  Limited   (jointly),  IS^  per  cent;  Joliet  Steel 

*  Somewhat  later  it  was  revived.  •  From  Iron  Age,  November  16,  1893. 
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Company,  8  per  cent;  Lackawanna  Iron  &  Coal  Company,  8  per 
cent ;  Cambna  Iron  Company,  8  per  cent ;  Scranton  Steel  Com- 

{)any,  8  per  cent;  the  Union  Steel  C<Mnpany,  8  per  cent;  Cleve- 
and  Boiling  Mill  Company,  4^%  per  cent ;  Troy  Steel  &  Iron 
Company,  4^  per  cent;  Western  Steel  Company,  4^  per  cent; 
Worcester  Steel  Works,  1^  per  cent. 

And  in  addition  to  the  said  allotment  of  800,000  tons  of  rails 
above  allotted,  an  additional  allotment  of  250,000  tons  is  hereby 
made  and  allotted  to  the  Board  of  Control,  to  be  reallotted  and 
reapportioned  by  it,  as  and  to  whom  it  may  deem  equitable,  in 
the  adjustment  of  any  differences  that  may  arise.  It  being  also 
further  agreed  that  all  subsequent  allotments  of  rails  hereafter 
made,  to  be  sold  under  this  agreement  during  the  year  1888, 
shall  also  be  divided  and  apportioned  to  the  several  parties 
hereto  in  the  same  ratio  of  percentages  as  said  apportiomnent 
of  800,000  tons  is  herein  divided  and  apportioned. 

It  is  further  agreed,  that  the  Board  of  Control  shall,  from 
time  to  time,  make  such  further  allotments  as  shall  be  necessary 
to  at  all  times  keep  the  unsold  allotments  at  least  200,000  tons 
in  excess  of  the  total  current  sales,  as  shown  bv  the  monthly  re- 
ports of  sales.  This  is  to  be  in  addition  to  the  then  unappro- 
Briated  part  of  the  250,000  tons  hereinbefore  allotted  to  the 
ioard  or  Control  to  adjust  differences. 

It  is  further  agreed,  on  the  first  day  of  April,  July  and 
October,  the  Boa^  of  Control  are  authorized  and  directed  to 
cancel  such  part  of  the  unmade  allotments  of  the  respective 
parties  hereto  as  they  the  said  Board  of  Control  shall  determine 
such  party  unable  to  make  in  due  time,  and  all  allotments  so 
canceled  the  Board  of  Control  shall  have  the  right  to  reallot  to 
any  of  the  other  parties  hereto;  it  being  understood  that  all  such 
cancellations  shall  apply  only  to  allotments  standing  to  the  credit 
of  the  respective  parties  hereto  on  the  dates  above  named,  but 
no  reallotment  as  aforesaid  shall  be  made  by  the  Board  of  Con- 
trol to  any  of  the  parties  hereto  for  the  purpose  of  enabling 
them,  or  any  of  them,  to  make  and  sell  rails  from  foreign  made 
blooms. 

It  is  further  agreed,  that  all  transfers  of  parts  of  allotments 
from  one  party  to  another  shall  be  made  by  the  Board  of  Control. 

It  is  further  agreed,  that  there  shall  be  a  Board  of  Control, 
consisting  of  three  members,  namelv,  Orrin  W.  Potter,  Luther  S. 
Bent  and  W.  W.  Thurston,  who  shall  have  power  to  employ  a 
paid  secretary  and  treasurer. 

It  is  further  agreed,  that  the  Board  of  Control,  upon  the  writ- 
ten consent  of  75  per  cent  of  the  percentages  as  hereinbefore 
named,  shall  increase  the  allotments  for  the  year  1888,  and  such 
increase  shall  be  allotted  to  the  parties  hereto  as  hereinbefore 
provided. 

It  is  further  agreed,  that  each  party  whose  name  is  hereunto 
annexed,  shall  and  will  make  monthly  returns  to  the  Board  of 
Control  of  all  contracts  for  delivery  of  rails  of  50  pounds  to  the 
yard  and  upward  during  the  year  1888,  and  also  of  all  shipments 
of  such  rails  made  by  them  during  said  year;  a  copy  of  such 
return  shall  be  furnished  to  each  party  hereto. 


UNITED  STATES  STEEL  CORPORATION.  71 

It  16  further  agreed,  that  all  the  parties  hereto  shall  and  will, 
on  or  before  Janaary  15,  1888,  make  a  written  retam  to  the 
Board  of  Conkt)!  of  all  rails  of  50  pounds  to  the  yard  and  upward 
(designating  the  weight)  which  they  respectively  had  on  hand 
January  1,  1888,  stating  whether  the  same  are  sold,  and  if  sold, 
on  what  order  they  apply. 

It  is  further  agreed,  that  the  Board  of  Control  shall  have  the 
rig^t  whenever  they  deem  it  expedient  to  convene  a  meeting  of 
the  parties  hereto^  and  ih&y  shall  give  at  least  ten  days'  previous 
notice  of  all  meetings,  and  any  business  transacted  at  such  meet- 
ings, and  receiving  f 5  per  cent  of  the  votes  present  thereat, 
either  in  person  or  by  proxy,  shall  be  binding  on  all  the  parties 
hereto,  excepting  as  to  a  change  in  percentages  as  aforesaid. 

The  Board  of  Control  shaU  be  required  to  call  a  meeting  of 
the  parties  hereto  when  requested  so  to  do  in  writing,  signed  by 
any  three  of  the  contracting  parties,  but  such  request  and  such 
notice  shall  state  the  object  for  which  such  meeting  is  called. 

It  shall  be  the  duty  of  the  Board  of  Control  to  have  a  proper 
record  kept  of  all  the  returns  made  to  it,  with  power  from  time 
to  time  to  change  the  form  of  return  as  they  may  deem  expedient. 
TTie  Board  of  Control  shall  have  authwity  to  levy  an  assess- 
ment, pro  rata  to  the  allotted  tonnage^  to  defray  the  actual  ex- 
penses made  necessary  to  carry  out  tnis  agreement. 

It  is  further  agreed,  that  we  will,  respectively,  immediately 
make  return  to  the  Board  of  Control  of  all  rails  of  50  pounds  to 
the  ^rd  and  upward  which  we  are  now  under  contract  to  deliver 
durmg  the  year  1888,  said  return  to  state  to  whom  such  rails  are 
sold  and  when  they  are  to  be  delivered. 

North  Chicago  Rolling  Mill  Company,  by  O.  W.  Potter, 
president;  Cambria  Iron  Company,  by  E.  Y.  Town- 
send,  president;  Pennsj^lvania  Steel  Company,  by 
Luther  S.  Bent,  vice-president ;  The  Union  Steel  Com- 
pany, by  H.  A.  Gray,  secretary  and  treasurer ;  Lacka- 
wanna Iron  &  Coal  Company,  by  B.  G.  Clarke,  vice- 
president;  Joliet  Steel  Company,  by  W.  R.  Stirling, 
treasurer;  Western  Steel  Company, Tby  A.  M.  Wilcox, 
president ;  Cleveland  Rolling  Mill  Company,  by  Wm. 
Chisholm,  president;  Carnegie  Bros.,  Limited,  by 
D.  A.  Stewart,  V.  C. ;  Carnegie,  Phipps  &  Co.,  Lim- 
ited, by  John  Walker,  chairman;  The  Bethlehem 
Iron  Company,  by  Wm.  W.  Thurston,  vice-president ; 
The  Scranton  Steel  Company,  by  W.  W.  Scranton, 

6 resident;  Troy  Steel  &  Iron  Company,  Selden  E. 
[arvin,  secretary ;  Worcester  Steel  Works,  by  Samuel 
D.  Nye,  manager ;  The  Springfield  Iron  Company,  by 
Charles  Ridgeiy,  president. 

This  agreement,  it  will  be  seen,  was  designed  to  provide  a  very 
effective  control  of  the  production  of  steel  rails  by  members  of  the 
pool,  who  together  manufactured  at  that  time  more  than  90  per  cent 
of  the  country's  output. 

The  distinguishing  characteristics  of  the  rail  pool  were  a  fairly 
compact  organization  and  the  inclusion  of  nearly  all  raU  manu- 
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f acturers,  while  the  rather  extensive  plant  necessary  for  the  produc- 
tion of  rails  tended  to  discourage  new  competition.  The  bulk  of 
railroad  purchases  of  steel  rails,  moreover,  are  usually  made  once  a 
year.  These  conditions  favored  the  maintenance  of  pool  prices  and 
probably  explain  the  stability  of  this  pool  as  compared  with  others 
in  the  iron  and  steel  industry  at  this  period. 

However,  the  rail  pool  was  by  no  means  completely  successful. 
Despite  its  fairly  compact  organization,  it  collapsed  in  the  latter 
part  of  1893  a^  a  result  of  disagreements  over  the  allotment  of  ton- 
nage, aggravated  by  the  commercial  depression  of  that  year.  In 
1894,  after  numerous  conferences,  it  was  reorganized,  but  the  slack 
demand  of  1896  resulted  in  new  infractions  of  the  agreement,  as  a 
result  of  which  the  pool  collapsed  in  February,  1897.  This  second 
disruption  of  the  pool  was  followed  by  a  brief  but  exceedingly  bitter 
price  war,  during  which  sales  of  steel  rails  were  made  freely  at  prices 
ranging  from  $20  to  $15  per  ton.  The  nominal  pool  price  of  rails 
had  for  some  time  been  $28. 

The  nail  pool. — Next  to  the  steel-rail  pool,  perhaps  the  most  re- 
markable pool  in  the  steel  industry  at  this  early  period  was  the 
so-called  wire-nail  pool.  This  included  manufacturers  of  cut  nails 
as  well ;  in  fact,  the  official  title  was  "  The  Association  of  Wire  and 
Cut  Nail  Manufacturers.^'  The  formal  organization  of  the  pool, 
which  had  been  preceded  by  temporary  price  agreements,  was  com- 
pleted in  the  early  part  of  1895.* 

The  nail  pool  differed  from  the  steel-rail  pool,  first,  in  that  its 
membership  was  decidedly  larger,  and,  second,  in  that  the  investment 
needed  to  engage  in  the  business  was  comparatively  small.  It  is 
claimed  that  an  investment  of  $10,000  in  nail  machines  was  sufficient 
to  permit  the  manufacture  of  nails  on  a  practicable,  although  of 
course  limited,  scale.  This  organization  was,  therefore,  at  all  times 
especially  vulnerable  to  competition. 

The  general  nature  of  this  pool  is  well  indicated  by  the  following 
excerpt  from  an  article  in  the  Iron  Age  of  December  3,  1896,  shortly 
after  its  dissolution : 

The  aim  of  the  association  was  to  control  the  market,  both  in 
the  matter  of  production  and  prices.  The  determination  of  the 
percentages  of  the  different  manufacturers  was  obviously  a  mat- 
ter of  some  delicacy,  but  the  q^uota  of  each  was  Siitisfactorily 
determined  on  a  three-fold  basis — (1)  actual  sales  in  a  given 
period  of  three  months;  (2)  actual  production  of  one  of  these 
months;  (3)  the  capacity  of  the  mill  as  shown  in  the  number  of 
machines.  The  average  of  these  three  elements  determined  the 
participation  percentage  of  the  different  manufacturers.  The 
association  also  regulated  the  amount  of  nails  to  be  offered  for 
sale  each  month  and  the  price  at  which  they  should  be  sold. 

^See  al8o  page  75. 
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The  manufacturers  in  Canada  were  also  negotiated  with  and  a 

E^rfect  understanding  reached.  Efforts  were  also  made  to  keep 
uropean  makers  out  of  this  market^  but  without  much  success. 
Not  much  difficulty  was  experienced  in  making  it  hard  for  out- 
side manufacturers  to  obtain  wire-nail  machmes,  but  this  in- 
volved a  considerable  outlay  on  the  part  of  the  association.  It 
was  also  foimd  necessary  after  a  whue  to  have  inspectors  at  all 
the  factories  to  see  that  no  irregularities  were  permitted,  and 
this^  together  with  the  administration  of  the  affairs  of  the  asso- 
ciation, entailed  a  heavy  expense,  to  meet  which  a  large  propor- 
tion— ^latterly  more  than  half — of  the  .price  paid  by  the  mer- 
chant for  nails  was  turned  over  by  the  manufacturers  into  the 
treasury  of  the  association.  A  fund  was  thus  created  for  the 
carrying  on  of  the  association,  for  payment  of  rebate  to  jobbers, 
for  subsidies  to  outside  makers,  etc. 

Another  essential  feature  of  the  association's  working  was  the 
control  of  the  jobbers,  who  were  ♦  •  ♦  prohibited  from 
purchasing  nails  made  by  outside  manufacturers  and  from  sell- 
ing below  the  association  prices.  This  involved  the  establish- 
ment of  an  elaborate  system  of  prices,  perhaps  more  detailed 
and  comprehensive  than  was  ever  before  attempted  in  the  hard- 
ware line. 

Immediately  after  its  organization  the  pool  advanced  the  prices 
of  nails  to  an  exorbitant  figure.  The  "  base  "  price  was  raised  from 
%1J20  per  keg  in  June,  1895,  to  $2.55  by  May,  1896,  or  in  less  than 
twelve  months.  The  real  advance,  however,  was  considerably  greater 
than  these  figures  indicate,  owing  to  certain  changes  made  in  the 
methods  of  quoting  naU  prices.  Thus,  while  the  old  base  price 
applied  to  certain  sizes  of  nails,  no  sizes  were  sold  at  the  new  base 
quotation,  but  instead  large  "  differentials "  were  added  for  even 
the  cheapest  grades  of  nails.  This  feature  of  the  nail  "  card,"  as  it 
was  called,  was  a  source  of  acute  irritation  to  customers  of  the  pool. 

The  pool  had  a  comparatively  brief  existence.  About  the  first  of 
December,  1896,  or  some  eighteen  months  after  its  organization,  it 
suddenly  collapsed.  Its  failure  was  directly  attributed  at  the  time 
to  the  great  increase  in  competition  which  resulted  from  its  policy 
of  exacting  high  prices.  Such  competition,  as  already  pointed  out, 
was  facilitated  by  the  fact  that  only  a  very  moderate  investment  was 
necessary  to  enter  the  business  on  a  commercial  scale. 

The  BirasL-BiLUST  POOL. — ^This  pool  was  formed  in  April,  1896, 
under  the  name  of  "  The  Bessemer  Steel  Association  of  the  United 
States."  The  agre^nent,  which  was  along  the  same  lines  as  that  of 
the  steel-rail  pool,  provided  for  a  definite  allotment  of  tonnage  among 
the  members,  the  maintenance  of  prices,  the  payment  of  penalties 
for  exceeding  the  tonnage  allotments,  and  compensation,  on  the  other 
hand,  to  those  members  who  did  not  make  the  maximum  production 
to  which  they  were  entitled. 

The  billet  pool  had  a  stormy  existence  from  the  start.  This  was 
due  partly  to  the  fact  that  it  failed  to  include  several  important 

4525*— 11 7 


74  THE  BTEEb  INDUSTRY. 

manufacturers  of  billets,  but  more  particularly  to  internal  dissen- 
sions. An  especial  source  of  weakness  was  that  while  some  of  its 
members  made  nothing  but  the  cruder  steel  products,  such  as  billets, 
slabs,  etc,  and  were  therefore  dependent  upon  the  outside  market, 
several  of  the  larger  concerns  in  the  pool  had  their  own  finishing 
mills,  which  thus  afforded  them  an  outlet  for  a  large  quantity  of 
their  semifinished  steel.  The  agreement  as  originally  drawn  up  did 
not  cover  billets  thus  used  by  pool  members  themselves  in  the  manu- 
facture of  finished  products.  As  a  result,  such  concerns  took  advan- 
tage of  the  situation  by  entering  into  heavy  sales  of  finished  material, 
and  at  prices  so  low  that  outside  finishing  mills  were  unable  to  com- 
pete and  at  the  same  time  pay  the  pool  price  of  billets.  Consequently 
there  was  a  heavy  reduction  in  the  trade  demand  for  billets,  and 
those  members  of  the  pool  who  were  dependent  upon  this  outside 
demand  naturally  became  intensely  dissatisfied.  As  a  result  of  the&e 
conditions,  the  pool  was  apparently  on  the  point  of  disruption  during 
the  summer  and  fall  of  1896.  In  November  the  arrangement  was 
amended  by  including  in  the  tonnage  allotment  steel  used  by  pool 
members  in  the  manufacture  of  finished  material  as  well  as  that  sold 
in  the  cruder  forms.  This  change,  however,  had  hardly  been  accom- 
plished when  fresh  difficulties  arose  over  alleged  bad  faith  of  some 
of  the  members.  In  the  first  week  of  December,  1896,  one  member 
of  the  pool,  the  Bellaire  Steel  Company,  formally  announced  its  with- 
drawal.  This  action  was  promptly  followed  by  the  collapse  of  this  pool. 

The  ore  pool. — This  pool,  which  was  called  the  Bessemer  Ore  As- 
sociation, embraced  the  leading  ore-producing  interests  in  the  Lake 
Superior  region.  The  keen  competition  which  ordinarily  exists  in  a 
mining  business  where  ownership  of  ore  properties  is  scattered  was 
intensified  by  the  commercial  panic  of  1893,  and  profits,  for  many 
mining  concerns,  had  practically  disappeared.  .The  pool  agreement 
contemplated  a  rigid  control  of  the  business.  Aside  from  fixing 
prices  for  ores,  it  also  undertook  to  make  a  definite  allotment  of  pro- 
duction, both  as  to  mining  ranges  or  districts  and  also  as  to  the  in- 
dividual mining  companies  included  in  its  membership. 

Owing  to  important  changes  in  the  ore  industry  in  1896,  some  of 
which  are  noted  later,  the  ore  pool  was  threatened  with  disruption, 
and  in  the  spring  of  1897  it  seemed  almost  certain  that  no  agreement 
would  be  made  for  the  coming  season's  business.  An  arrangement  was 
nevertheless  entered  into  by  some  of  the  leading  producers,  but  on 
a  very  much  lower  basis  as  to  price.  Thus,  whereas  the  standard  price 
for  Gogebic  ores  in  1896  had  been  $4  a  ton,  the  basis  in  the  1897  agree- 
ment was  about  $2.75.^ 

Other  pools. — Among  other  similar  agreements  in  the  steel  in- 
dustrv  in  the  middle  nineties  was  that  in  structural  steel,  which  un- 


^  Set'  page  77. 
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dertook,  in  addition  to  the  maintenance  of  prices,  an  allotment  of 
tonnage ;  another  important  combination  was  the  cast-iron-pipe  pool, 
which  was  eventually  declared  illegal  by  the  Supreme  Court  of  the 
United  States.^ 

Gentlemen's  aobeements. — ^These  organizations  were  so  numerous 
as  to  forbid  specific  description.  It  is  safe  to  say  that  hardly  any 
branch  of  the  iron  and  steel  industry  was  entirely  free  from  such 
efforts  to  secure  control  of  pric^.  The  gentlemen's  agreement  proper 
was  distinguished  from  the  pool  in  that  no  formal  organization  for 
regulating  output  or  prices  existed,  the  efficacy  of  the  agreement  sim- 
ply depending  upon  the  faithfulness  of  the  members  in  maintaining 
informal  pledges.  Such  gentlemen's  agreements  contained  no  provi- 
sion for  forfeits  in  case  of  infraction,  or  for  the  acquisition  or  subsi- 
dizing of  outside  plants  to  prevent  competition. 

Section  5.  Weakness  of  pool  agreements  a  oontributory  cause  of  the  or- 
ganisation of  corporate  consolidations. 

Notwithstanding  the  various  atteriipts  at  combination  by  means  of 
pools  and  other  agreements,  such  as  those  described  in  the  preceding 
section,  the  statement  holds  true  that  competition  was  the  dominating 
feature  of  the  iron  and  steel  industry  in  the  early  and  middle  nine- 
ties. This  is,  indeed,  really  indicated  by  the  great  difficulty  experi- 
enced in  maintaining  pool  agreements,  which  of  course  had  no  legal 
sanction.  With  the  exception  of  the  steel-rail  pool,  most  of  these 
organizations  had  a  precarious  existence,  the  agreements  being  sub- 
ject to  frequent  violation.  In  the  latter  part  of  1896,  and  the  early 
part  of  1897  in  particular,  there  was  a  rather  general  abandonment  of 
such  combinations.  Thus,  the  collapse  of  the  wire-nail  and  billet 
pools  was  soon  followed  by  the  disruption  of  the  steel-rail  pool  itself ; 
a  number  of  other  similar  agreements  were  also  abandoned,  at  least 
temporarily,  about  this  time.  (In  many  instances  similar  agi*eements 
were  again  entered  into  at  a  later  date.  This  matter  will  be  dealt 
with  in  a  later  part  of  the  report.) 

These  experiments  at  combination,  however,  undoubtedly  tended  to 
hasten  the  progress  of  the  consolidation  movement  proper.  The  suc- 
cess, even  though  brief,  of  some  of  these  pool  organizations  in  secur- 
ing large  profits  for  their  members  had  illustrated  the  advantages  of 
concerted  action.  At  the  same  time  the  low  prices  which  followed 
the  disruption  of  these  associations,  coming  as  they  did  after  several 
years  of  acute  depression  in  the  industry,  had  a  very  discouraging 
effect,  and  manufacturers  were  ready  to  listen  to  almost  any  plans 
which  promised  increased  profits.  The  failure  of  these  pool  agree- 
ments was,  therefore,  promptly  followed  by  schemes  for  still  more 
comprehensive  and  more  permanent  organizations.    Thus,  on  the  col- 

^Addyston  Pipe  and  Steel  Company  v.  United  States,  175  U.  S.,  211. 
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lapse  of  the  wire-nail  pool,  several  of  the  leading  makers  of  wire 
nails,  together  with  promoters,  planned  an  absolute  consolidation  of 
the  principal  wire-nail  interests  of  the  country  into  a  $75,000,000  cor- 
poration. This  project  fell  through  just  as  it  appeared  to  be  on  the 
eve  of  consummation.  However,  about  three  weeks  later  a  partial 
consolidation  of  wire  interests  was  effected,  and  in  January,  1899, 
practically  the  entire  industry  was  concentrated  in  the  hands  of  a 
single  company.  (See  p.  129.)  Similar  consolidation  schemes  were 
taken  up  in  various  other  departments  of  the  steel  industry.  While 
these  were  not  completed  at  once,  the  consolidation  movement  ac- 
quired a  distinct  impetus  in  1897, 

This  new  tendency  of  combination  efforts  was  clearly  recognized  at 
the  time,  as  may  be  seen  from  the  following  excerpt  from  a  review  by 
the  Pittsburg  correspondent  of  the  Iron  Age,  published  in  the  issue 
of  that  periodical  for  December  30,  1897 : 

In  writing  under  this  head  last  year  we  said  that  there  seemed 
to  be  only  one  way  to  successfully  carry  on  business,  and  that 
was  on  the  principle  of  "  the  survival  of  the  fittest."  Events  of 
1897  have  confirmed  this  statement.  The  rail,  beam,  nut  and 
bolt,  and  other  pools  have  been  dissolved,  and  the  business  goes  to 
those  concerns  best  equipped  to  take  it.  The  rail  pool  was  un- 
doubtedly the  most  successful  ever  formed  and  made  immense 
sums  of  money  for  the  concerns  composing  it.  In  time,  however, 
it  became  impossible  to  hold  it  together.  Competition  had 
sprung  up  and  the  subsidies  demanded  by  outside  concerns  were 
so  large  tnat  to  pay  them  was  becoming  a  burden. 

«  *  *  *  *  , «  * 

The  collapse  of  these  pools  showed  very  conclusively  that 
pools,  even  where  there  were  penalties  involved,  were  not  always 
successful,  and  another  method  of  controlling  certain  lines  of 
manufacture  is  being  tried.  This  is  by  outright  purchase  and  is 
now  under  way  in  tne  rod  and  wire  trades.  *  *  ♦  Another 
deal  which  has  been  on  the  carpet  for  some  time  is  an  amalga- 
mation of  the  bridge-building  interests. 

Section  6.    Consolidation  movement  hastened  by  change  in  policy  of 
Carnegie  Steel  Company  toward  ore  supplies. 

A  specific  influence  which  hastened  outright  consolidation  in  the 
steel  industry  was  a  radical  change  on  the  part  of  the  Carnegie  inter- 
ests in  their  attitude  toward  ownership  of  ore  reserves.  The  com- 
parative indifference  of  the  Carnegie  concern  in  the  early  nineties 
to  the  control  of  ore  properties  was  abandoned  in  the  latter  part  of 
1896,  when  the  company  executed  a  contract  with  the  Lake  Superior 
Consolidated  Iron  Mines  (owned  chiefly  by  Rockefeller  interests; 
see  p.  147),  providing  for  the  lease,  for  a  period  of  fifty  years,  of  ore 
properties  capable  of  furnishing  a  large  annual  tonnage,  at  a  royalty 
of  25  cents  per  ton.  An  important  feature  of  the  contract  was  that 
the  transportation  of  this  ore  was  to  be  over  the  Duluth,  Missabe  and 
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Xortbern  Bailway  (the  stock  of  which  was  held  by  the  Lake  Superior 
Consolidated  Iron  Mines),  and  down  the  Lakes  in  the  vessels  of  the 
Bessemer  Steamship  Company,  which  was  also  a  Rockefeller  concern. 
Indeed,  the  contract  appears  to  have  been  entered  into  by  the  Rocke- 
feller interests  mainly  because  of  the  assurance  of  a  liberal  tonnage 
for  their  rail  and  steamship  properties  thus  afforded. 

The  circumstances  which  brought  about  this  important  deal  are 
not  definitely  known.  On  the  one  hand,  it  was  reported  that  the 
Carnegie  interests  had  threatened  to  secure  their  ore  supplies  else- 
where unless  the  Lake  Superior  Consolidated  Iron  Mines  agreed  to 
this  arrangement.  On  the  other  hand,  there  had  been  rumors  that  the 
Rockefeller  interests  were  about  to  engage  in  the  manufacture  of 
steel. 

The  announcement  of  this  arrangement  practically  demoralized 
the  ore  industry  for  the  time  being.  Prices  of  iron-mining  stocks 
dropped  sharply.  In  this  connection  it  may  be  noted  that  Henry  W. 
Oliver,  in  a  letter  to  H.  C.  Frick,  chairman  of  the  Carnegie  Steel 
Company  (Ltd.),  under  date  of  July  27,  1897,  said:  ^ 

I  desire  to  impress  upon  you  the  fact,  that  if  it  had  not  been 
for  our  Rockefeller-Mesabi  deal  of  last  year,  with  the  consequent 
demoralization  in  the  trade  caused  by  the  publication  thereof,  it 
would  not  have  been  possible  for  us  to  now  secure  the  other 
Range  properties  I  propose  to  acquire,  either  by  lease  or  for  any 
reasonable  price.  We  simply  knocked  the  price  of  ore  from  $4 
down  to,  say,  $2.50  per  ton.  Now  let  us  taKe  advantage  of  our 
action  before  a  season  of  good  times  gives  the  ore  producers 
strength  and  opportunity  to  get  together  by  combination. 

In  the  steel  industry  the  news  of  this  transaction  was  very  generally 
accepted  as  a  depressing  influence  and  as  equivalent  to  a  declaration 
on  the  part  of  the  Carnegie  interests  that  they  proposed  to  put  them- 
selves in  an  impregnable  position  by  effecting  every  possible  economy 
in  manufacture.  The  Chicago  correspondent  of  the  Iron  Age  re- 
ferred to  the  transaction  as  "  another  decidedly  depressing  influence 
which  is  taken  as  portending  much  lower  prices  in  the  future." 

The  Carnegie  interests  were  not  slow  to  take  advantage  of  this 
situation,  and  they  followed  up  this  deal  by  the  lease  of  a  large  num- 
her  of  other  mining  properties  in  the  Lake  region,  until,  a  few  yeara 
later,  they  controlled  an  extensive  reserve  tonnage.  The  great  bulk 
of  these  acquisitions  was  through  lease  and  not  by  purchase  in  fee, 
so  that  only  a  comparatively  small  amount  of  capital  was  required 
for  this  purpose.     (See  p.  216.) 

These  leases  of  iron-mining  properties  by  the  Carnegie  concern 
created  a  profound  impression  upon  the  trade.  Statements  were 
repeatedly  made  that  the  Carnegie  Steel  Company  (Ltd.)  proposed 

^-The  iDBlde  Ulatory  of  the  Carnegie  Steel  Company,"  by  J.  H.  Bridge.  Mr.  Oliver, 
wbo  was  ctoKly  allied  with  the  CarneKle  interests,  was  at  that  time  urging  the  purchase 
br  them  of  several  Important  Iron  mines. 
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to  make  itself  the  dominating  factor  in  the  industry.^  These  acquisi- 
tions of  ore  property  by  the  Carnegie  interests  were  generally  taken 
by  other  large  steel  manufacturers  as  a  warning  to  strengthen  their 
own  positions  with  respect  to  reserves  of  ore  and  coal.  Predictions 
were  made  by  trade  authorities  at  the  time  that  the  Carnegie  pur- 
chases would  be  followed  by  a  similar  expansion  or  merger  on  the 
part  of  some  of  the  rivals  of  that  concern.  These  predictions  proved 
to  be  well  founded.  Thus,  in  the  summer  of  1898,  or  within  about 
eighteen  months  after  the  Carnegie-Rockefeller  deal  became  generally 
known,  the  Illinois  Steel  Company  and  the  Minnesota  Iron  Company 
were  formally  consolidated,  together  with  some  other  properties,  into 
the  Federal  Steel  Company.  (See  p.  117.)  As  already  stated,  the 
ownership  of  the  Illinois  and  Minnesota  concerns  had  for  some  time 
been  in  part  in  the  same  hands,  but  the  formal  merger  of  these  prop- 
erties appears  to  have  been  hastened  by  the  aggressive  policy  of  the 
Carnegie  interests.  About  the  same  time,  moreover,  several  other 
consolidations  in  the  steel  trade  were  seriously  considered  and,  al- 
though these  projects  were  not  then  consummated,  they  well  illustrate 
a  tendency  which  rapidly  became  general  in  the  industry. 

It  is  not  intended  to  say  that  this  change  in  the  policy  of  the  Car- 
negie Steel  Company  (Ltd.)  was  a  principal  cause  of  consolidation  in 
the  steel  industry.  Instead,  the  new  policy  of  that  concern  was  as 
much  a  result  of  broad  changes  in  underlying  trade  conditions  as  a 
cause  of  such  changes.  This  new  departure  on  the  part  of  the 
Carnegie  concern,  however,  unquestionably  did  tend  to  focus  the 
attention  of  the  industry  as  a  whole  up<»i  the  growing  tendency 
toward  concentration  and  integration,  and  thus  gave  that  tendency  a 
still  further  impetus.  A  special  reason  for  this  was  the  practical  con- 
sideration that  these  acquisitions  of  the  Carnegie  Steel  Company 
(Ltd.)  gave  it  many  strategic  advantages  which  tended  to  force  a 
similar  policy  upon  its  rivals  in  mere  self -protection. 

II.   CONSOLIDATION  MOVEMENT,   1898-1000. 

Section  7.  Phenomenal  progress  of  consolidation  in  all  industries  in  these 
years. 

The  rather  general  failure  of  pool  agreements  and  the  growing 
tendency  toward  integration  both  favored  the  progress  of  outright 

^The  Engineering  and  Mining  Journal,  in  itB  issue  of  January  2,  1897,  in  reviewing 

the  iron  and  steel  market  for  1806,  said : 

Tbe  situation  in  the  steel  marlcet  is  now  practically  that  the  Carnegie  company 
controls  its  own  supply  of  ore;  controls  at  a  fixed  rate  all  the  Lake  transportation 
which  it  needs ;  has  well  advanced  toward  completion  a  railroad  line  of^  its  own 
from  the  nearest  Lake  port  to  its  Pittsburg  mills,  on  which  the  cost  of  transpor- 
tation w^lU  be  reduced  to  a  minimum,  and  finally,  through  its  auxiliary,  the  H.  C. 
Fribk  Comnany,  controls  the  greater  part  of  the  output  of  the  Connellsville  coke 
region.  W^th  its  enormous  plant,  to  which  all  the  latest  Improvements  and  econ- 
omies have  been  added,  and  with  its  raw  materials  practically  furnished  at  bare 
cost,  this  company  is  not  only  in  a  position  to  make  steel  cheaper  than  any  other 
producer ;  it  is  so  situated  as  to  be  absolutely  in  control  of  the  market,  and  make 
the  prices  of  steel  what  it  will.  We  have  had  pools  and  combinations  without 
number  in  the  Iron  market  In  this  country,  but  never  before  a  position  like  this,  in 
which  a  single  company  could  absolutely  nominate  the  trade,  and  make  any  combina- 
tion which  can  bo  formed  simply  the  register  of  its  own  wishes.  The  situation  is  not 
altogether  a  comfortable  one,  and  many  are  looking  anxiously  for  the  result. 
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consolidation  in  the  steel  industry.  In  the  late  nineties  this  move- 
ment assumed  phenomenal  proportions.  It  was  not,  however,  con- 
fined to  the  iron  and  steel  industry,  but  was  characteristic  of  prac- 
tically all  the  leading  industries  of  the  country  at  that  time.  The 
proportions  of  this  consolidation  "  craze,"  as  it  is  sometimes  termed, 
may  be  appreciated  when  it  is  stated  that  the  authorized  capitaliza- 
tion of  industrial  consolidations,  exclusive  of  consolidations  of  steam 
railways,  street  railways,  gas,  electric  lighting,  and  similar  public- 
utility  concerns,  exceeded  for  the  single  year  1899  a  total  of  $2,000,- 
000,000.*  This  enormous  figure,  however,  really  gives  only  an  inade- 
quate idea  of  the  extent  of  consolidation  in  that  year,  since  other 
j^imilar  projects,  representing  in  the  aggregate  a  capitalization  of 
over  $1,000,000,000,  were  seriously  undertaken,  but  finally  abandoned 
or  deferred,  largely  owing  to  unfavorable  developments  in  the  stock 
and  money  markets,  which  in  turn  were  chiefly  attributable  to  the 
enormous  congestion  of  securities  created  in  that  year. 

Section  8.  Extent  of  consolidation  in  the  iron  and  steel  industry  in  these 
years. 

Tlie  extent  of  consolidation  in  the  iron  and  steel  industry  in  the 
three  years  1898-1900  was  such  as  to  transfer  to  less  than  a  dozen 
concerns  more  than  one-half  of  the  steel-making  capacity  of  the 
country,  so  far  as  primary  products  are  concerned.  Three  important 
concerns — ^the  Federal  Steel  Company  (see  p.  87),  the  Carnegie  Com- 
pany of  New  Jersey  (a  reorganization  of  the  former  Carnegie  and 
Frick  interests),  and  the  National  Steel  Company  (a  merger  of 
several  crude  steel  manufacturers  competing  with  the  Carnegie  and 
Federal  concerns,  chiefly  in  Ohio) — ^together  secured  probably  not 
less  than  45  per  cent  of  the  steel-ingot  production  of  the  country. 
Over  90  per  cent  of  the  wire  and  wire-nail  business  was  transferred 
to  a  single  concern,  the  American  Steel  and  Wire  Company  of  New 
Jersey.*  A  large  percentage  of  the  production  of  welded  tubes  and 
bridge  fabrication  was  acquired  by  the  National  Tube  Company  and 
the  American  Bridge  C(Mnpany,  respectively,  while  the  American  Tin 
Plate  Company  secured  a  practically  complete  monopoly  of  its 
branch  of  the  industry.  The  greater  part  of  the  sheet-steel  business 
was  similarly  transferred  to  a  single  organization,  the  American 
Sheet  Steel  Company,  while  a  smaller  combination,  the  American 
Steel  Hoop  Company,  merged  the  leading  makers  of  steel  hoops  and 
cotton  ties.  Mention  may  also  be  made  of  the  Shelby  Steel  Tube 
Company,  a  consolidation  of  practically  all  manufacturers  of  seam- 
less tubing.    Besides  these  consolidations  which,  as  shown  later,  were 

>  Joamal  of  Commerce  and  Commercial  BuUetin  of  December  30,  1890. 
'This  concern,  as  pointed  out  on  page  91,  was  preceded  by  a  smaller,  but  important, 
cbnwlldation,  the  American  Steel  and  Wire  Company  of  Illinois. 


80 


THPs  steel  lNt>URmY. 


acquired  by  the  United  States  Steel  Corporation,  several  others  were 
formed  in  the  iron  and  steel  industry  at  this  time. 

Some  idea  of  the  extent  of  the  consolidation  movement  in  that 
industry,  as  well  as  the  enormous  issue  of  securities  which  accompanied 
it,  is  afforded  by  the  following  table,  which  gives  the  leading  iron 
and  steel  consolidations  and  their  stock  and  bond  issues.  For  con- 
venience, the  concerns  given  in  the  table  are  segregated  into  those 
which  were  later  merged  into  the  United  States  Steel  Corporation 
and  those  which  were  not  The  authorized  instead  of  the  issued 
capitalization  is  given.  In  most  cases  practically  the  entire  amounts 
of  stock  authorized  were  actually  issued.  A  conspicuous  exception 
occurred  in  the  case  of  the  Federal  Steel  Company,  which  issued 
only  about  one-half  of  its  $200,000^000  stock.  About  $4,500,000  of 
each  class  of  the  stock  of  the  American  Bridge  Company  wasunissued^ 
and  several  millions  in  the  case  of  the  American  Tin  Plate  Company, 
the  American  Sheet  Steel  Company,  the  Bepublic  Iron  and  Steel 
Company,  the  United  States  Cast  Iron  Pipe  and  Foundry  Company, 
and  a  few  others.  The  exact  amounts  of  stock  issued  by  most  of 
these  concerns  appear  elsewhere  in  the  report. 

Table  1.— LEADING  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1896-1900. 
A.  Consolidations  later  merged  into  the  United  States  Steel  Corporation.  * 


Name  and  year  of  organliation. 


1808. 
Americao  Steel  and  Wire  Company  of  Illinola  >. 

Federal  Steel  Company 

American  Tin  Plate  Company 


1899. 
American  Steel  and  Wire  Company  of  New  Jersey. 

American  Steel  Hoop  Company 

National  Steel  Company 

National  Tube  Company 

1900. 

American  Bridge  Company 

American  Sheet  Steel  Company 

Carnegie  Company  of  New  Jersey  » 

Shelby  Steel  Tube  Company 


Total. 


Preferred 

stock. 


$12,000,000 

100,000,000 

20,000,000 

40,000,000 
14,000,000 
27,000,000 
40,000,000 

35,000,000 
26,000,000 


6,000,000 


320,000,000 


Common 
stock. 


$12,000,000 

100,000,000 

30,000,000 

00,000,000 
19,000,000 
32,000,000 
40,000,000 

36,000,000 

26,000,000 

160,000,000 

9,000,000 


Bonds. 


513,000,000 


I  $30,217,179 
•273,000 

*  130,656 


*«  2,561,000 


•156,000 
•2,000,000 

•  185,081,813 


220,419,648 


1  As  noted  in  the  text,  in  most  cases  practically  all  of  the  authorized  securities  were  actually  Issued.  The 
most  conspicuous  exceptions  in  this  list  were  the  Federal  Steel  Company,  which  issued  rather  less  than 
$100,000/)00  of  stock;  the  American  Bridge  Company,  which  issued  originally  about  $30,500,000  of  each 
class;  and  the  American  Tin  Plate  Company,  which  retained  in  its  treasury  about  $2,000,000  preferred  and 
$2,000,000  common  stock. 

>  This  Illinois  company  was  in  1899  merged  into  the  New  Jersey  concern  of  the  same  name. 

•  Underlying  bonds. 

4  Does  not  include  $6,418,700  indebtedness  incurred  shortly  after  the  organisation  of  the  company. 

•  This  company  was  a  consolidation  of  interests,  most  of  which  were  previously  affiliated  and  not  com- 
peting. 

•  Including,  in  addition  to  the  $160,000,000  bond  issue  of  the  Carnegie  Company  of  New  Jersey,  $26,081 ,813 
'underiying  indebtedness,  this  including  pur6hase-money  obligations,  and  not  merely  bonds. 
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Contfaiaed. 

B.  Consolidations  not  subsequently  merged  into  the  United  States  Steel  Corporation.^ 


Name  and  ymr  of  organlaatlon. 

Preferred 
stock. 

Common 
stock. 

Bonds. 

1899. 
American  Car  and  Foundry  Company 

130,000,000 
3,000,000 
5,000,000 
10,000,000 
12,500,000 
25,000,000 
10,000,000 
15,000,000 

830,000,000 
17,000,000 
5,000,000 
20,000,000 
12,500,000 
30,000,000 
10,000,000 
15,000,000 
10,000,000 

25,000,000 

American  Iron  and  Steel  Manufacturing  Comnany  > 

Empire  Steel  and  Iron  Company  • 

Nfttional  Enameling  and  Stamping  Company 

"1600,000 

PmtMtd  Stff  I  Car  Company ...... 

Repablic  Iron  and  Steel  Company 

Skn»SliefBeld  Steel  and  Iron  Company 

*3, 835, 000 

United  States  Cast-Iron  Pipe  and  Foundry  Company 

Vbginia  lion,  Coal  and  Coke  Company 

10,000,000 

1900. 
Crodble  Steel  Company  of  America 

25,000,000 

% 

Total 

135,500,000 

174,500,000 

14,435,000 

^  Several  of  the  concerns  in  this  group  had  not  issued  the  full  amount  of  their  capitalisation.  The  most 
ooiiq)icooos  instances  were  the  National  Enameling  and  Stamping  Company,  which  had  issued  about 
121,700,000  of  its  stock;  the  Sloss-ShefBeld  Steel  and  Iron  Company,  the  issued  stock  of  which  was  $14,200,000; 
and  the  Republic  Iron  and  Steel  Company,  which  retained  In  its  treasury  about  $7,500,000  of  its  stock. 

*  The  capitalisation  of  these  concerns  was  later  reduced. 

*  Underlying  bonds. 

The  companies  here  given  are  chiefly  those  producing  crude  steel 
and  the  less  highly  finished  forms  of  iron  and  steel  products,  such 
as  rails,  beams,  bars,  nails,  tin  plate,  sheets,  and  pipe.  The  table 
does  not  include  a  large  number  of  consolidations  in  the  machinery 
trade  or  similar  branches  of  the  industry — such,  for  example,  as  the 
American  Bicycle  Company,  with  $30,000,000  capital;  the  Otis  Ele- 
vator Company,  with  $11,000,000  capital;  the  International  Steam 
Pump  Company,  with  $27,500,000  capital;  the  American  Radiator 
Company,  with  $10,000,000;  the  United  Shoe  Machinery  Company, 
with  $25,000,000;  not  to  mention  many  others  of  almost  equal  size.^ 

A  discussion  of  the  enormous  overvaluation  involved  in  these 
figures  of  capitalization  is  reserved  for  the  later  chapters.  It  is 
sufficient  to  point  out  here  that  the  issues  of  securities  greatly  ex- 
ceeded the  value  of  the  assets  acquired.  This  is  indeed  shown  by  the 
mere  statement  that  a  very  common  practice  in  the  organization  of 
these  concerns  was  to  issue  preferred  stock  up  to  the  full  appraised 
value  of  all  the  assets,  including  working  capital,  and  in  addition  an 
equal  amount  of  common  stock  as  a  bonus,  over  and  above  which  also 
large  amounts  of  stock — frequently  millions  of  dollars — ^were  often 
issued  to  the  promoters  of  these  consolidations  for  their  "  com- 
mission. 


w 


^The  figures  of  capital  stock  issues  here  f^ven  are  the  amounts  authorized  at  the  time 
these  companies  were  organised.    In  most  cases  they  have  been  increased. 
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Section  9.  Oeneral  causes  of  consolidation  in  the  steel  industry,  1898- 
1900. 

While  the  failure  of  the  various  pools  in  the  iron  and  steel  trade 
to  establish  permanently  effective  control  over  the  production  and 
prices  of  iron  and  steel  products  was  undoubtedly  an  important  cause 
of  outright  consolidation  as  a  surer  method  of  restricting  or  elimi- 
nating competition,  consolidation  was  not,  however,  resorted  to  for 
this  purpose  alone.  The  underlying  causes  of  consolidation  in  the 
steel  industry,  which  were  substantially  the  same  as  those  operating 
in  other  great  industries,  may  be  defined  as  follows : 

1.  The  restriction  of  competition. 

2.  Integration;  that  is,  the  linking-up  of  productive  processes 
through  the  acquisition,  under  one  control,  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  facilities), 
and  through  extensions  and  coordination  of  manufacturing  processes. 

3.  The  creation  of  a  great  amount  of  inflated  securities. 

The  first  of  these  causes,  namely,  the  restriction  or  elimination  of 
competition,  \^as  undoubtedly  the  most  potent.  Indeed,  the  organ- 
izers of  some  of  these  great  consolidations  have  admitted  that  a  de- 
sire to  control  or  eliminate  competition  was  the  chief  reason  for  their 
formation.  This  was  undoubtedly  true  of  many  consolidations  in  the 
steel  industry.  The  iron  and  steel  business  in  the  United  States, 
taken  as  a  whole,  had  been  extremely  profitable,  but  the  acute  and 
extended  commercial  depression  which  occurred  in  the  middle  nine- 
ties sharply  reduced  profits,  and  steel  manufacturers  were  attracted 
to  consolidation  as  a  means  of  increasing  their  returns.  At  the  same 
time,  moreover,  there  occurred  great  changes  in  the  organization  of 
the  industry  and  in  conditions  of  production,  which  resulted  in 
sharper  competition,  generally  speaking,  than  had  previously  pre- 
vailed. It  is  true  that  the  low  prices  in  the  iron  and  steel  trade  at 
this  time  were  largely  due  to  lower  costs  of  production  consequent 
upon  the  changes  in  the  new  conditions  of  production,  particularly 
with  respect  to  the  production  of  the  chief  raw  material — ore — and 
with  respect  to  more  economical  methods  of  manufacture.  Not  all 
producers,  however,  had  adjusted  themselves  to  these  new  conditions, 
and,  moreover,  the  advantages  of  these  lower  costs  were  largely  offset 
by  severe  competition,  so  that  as  a  whole  there  can  be  no  doubt  that 
profits  in  the  industry  at  this  period  were  comparatively  low. 

Under  these  conditions  it  was  difficult  to  maintain  pools.  The  fact 
that  they  were  expressly  prohibited  by  law,  even  though  the  law  was 
not  often  appealed  to,  was  a  further  source  of  weakness  in  such  agree- 
ments. An  outright  consolidation  of  competing  interests,  however, 
promised  to  afford  not  only  a  surer  means  of  restricting  competition 
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(and  one  perhaps  less  likely  to  be  attacked  in  the  courts),  but  at  the 
same  time  to  furnish  other  advantages.^ 

The  second  cause,  namely,  the  integration  of  industry  (that  is,  the 
opportunity  of  securing  economies  and  commercial  advantages 
through  larger  and  more  highly  coordinated  enterprises),  also  had 
considerable  influence  in  the  formation  of  certain  types  of  consolida- 
tion. This  was  especially  true  in  the  steel  industry,  where  such  in- 
tegration has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product,  and  involving  extraordinary 
improvements  in  methods  of  operation.  The  rapid  industrial  de- 
velopment of  the  country  and  the  decreasing  charges  for  transporta- 
tion combined  in  the  late  nineties  to  extend  the  available  or  accessible 
marketing  areas  of  all  manufacturing  enterprises,  and  therefore 
favored  a  great  increase  in  the  scale  of  production.  The  technical 
conditions  of  production  also  encouraged  the  development  of  plants 
of  great  capacity,  particularly  the  increasing  substitution  of  ma- 
chinery for  hand  labor;  integration,  moreover,  made  possible  the 
introduction  of  other  important  economies. 

It  is  worth  pointing  out  that  the  technical  economies  of  integration 
were  chiefly  connected  with  combining  and  coordinating  the  suc- 
c^sive  stages  of  manufacture,  which  resulted  in  the  saving  of  fuel 
for  reheating  the  metal,,  of  labor  and  time  in  the  moving  or  handling 
of  material,  and  in  the  utilization  of  by-products,  such  as  blast- 
furnace gas. 

As  distinct  from  economies  thus  brought  about  through  such  en- 
largement and  coordination  of  plants,  consolidation  afforded  a  means 
for  saving  the  payment  of  profits  to  others  on  the  purchase  of  ma- 
terials. A  conspicuous  illustration  of  such  commercial  advantage 
through  integration  is  found  in  the  acquisition  by  large  iron  and 
steel  manufacturers  of  control  of  extensive  reserves  of  raw  mate- 
rials— ore  and  coal.  Whereas  in  the  beginning  of  the  nineties  most 
manufacturers,  as  already  stated,  were  largely  dependent  upon  the 
open  market  for  their  requirements  of  ore,  by  the  close  of  the  decade, 
as  a  result  of  this  change,  the  control  of  large  ore  reserves  had  come 
to  be  regarded  as  essential  to  successful  continuance  in  the  industry. 
The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Superior  region 
had  by  1900  passed  under  the  control  of  less  than  a  dozen  interests, 
chiefly  steel-making  concerns.  The  most  desirable  coking-coal  fields 
of  the  East  had  been  secured,  largely  by  the  same  steel-making  in- 
terests, with  almost  equal  rapidity. 

One  of  the  chief  advantages  to  be  gained  was  the  saving  of  the 
payment  of  profits  to  others  on  such  materials.    In  the  case  of  ore 

^  However,  as  already  pointed  out,  pool  agreements  were  not  entirely  abandoned. 
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in  particular  this  was  an  important  consideration  because  of  the 
ratiier  effective  control  of  ore  prices  from  time  to  time  by  ore  pools. 
The  acquisition  of  such  supplies  of  raw  material,  and  the  accom- 
panying saving  of  expense  thereby  by  one  interest  practically  forced 
a  similar  policy  upon  others.  If  certain  manufacturers  were  inde- 
X>endent  of  the  producers  of  raw  materials  or  intermediate  products 
through  the  operation  of  their  own  ore  and  coal  mines,  and  the  pro- 
duction of  their  own  coke,  pig  iron,  and  crude  steel,  etc.,  obviously 
such  manufacturers  as  were  not  in  an  equally  independent  position 
were  exposed  to  considerable  danger  if  the  prices  of  any  one  of  these 
raw  materials  or  intermediate  products  were  raised  to  a  high  level. 
Under  such  circumstances  they  would  be  obliged  to  pay  high  profits 
to  the  producers  of  such  raw  materials  or  intermediate  products, 
while  they  would  have  to  compete  in  the  sale  of  finished  articles  with 
other  producers  who  were  not  at  that  disadvantage.  Indeed,  it  might 
happen  at  times  that  there  would  be  much  difficulty  in  getting  the 
needed  quantities  of  materials  or  intermediate  products  at  all.  Thus, 
when  the  integration  of  the  various  stages  of  production  is  extended 
to  include  the  mining  of  raw  materials  and  transporting  thcrn  to  the 
manufacturing  plant,  the  advantage  from  inte^ation  is  usually 
commercial  rather  than  technical. 

Of  course,  the  saving  of  the  profits  thus  accomplished  ordinarily 
necessitated  an  additional  investment  on  the  part  of  these  steel  con- 
cerns. Aside  from  any  saving  of  profits,  moreover,  the  advantage  of 
having  the  assurance  at  all  times  of  a  liberal  supply  of  raw  materials 
was  in  itself  important. 

The  third  cause  above  enumerated,  namely,  the  opportunity  to  ob- 
tain profits  from  flotation  of  new  securities,  was  undoubtedly  a  very 
important  influence  in  the  consolidation  movement.  Indeed,  the  pro- 
portions of  this  movement  were  largely  determined  by  the  oppor- 
tunity to  market  the  securities  thus  created.  So  long  as  the  demand 
for  such  issues  was  maintained  the  supply  was  steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consolidation 
movement,  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked  reluc- 
tance on  the  part  of  owners  to  dispose  of  the  businesses  which  they 
had  built  up,  and  in  many  cases  the  controlling  inducement  to  sell 
out  was  the  enormous  price  obtainable  in  the  securities  of  these  great 
consolidations. 

The  profits  from  this  source  were  of  two  kinds — ^first,  those  made  by 
the  manufacturers  who  took  stock  in  the  new  consolidations  for  the 
property  or  businesses  which  they  transferred ;  and,  second,  those  made 
by  the  promoters  of  these  companies.    In  most  cases  the  profit  de- 
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pended  upon  the  issue  and  sale  to  the  public  of  stocks  and  securities 
of  a  par  value  greatly  in  excess  of  the  aggregate  values  of  the  assets 
of  the  consolidati(»is  thus  formed ;  in  other  cases,  the  fact  that  a  con- 
solidation was  so  comprehensive  as  to  give  a  substantial  monopoly  in 
a  particular  branch  of  the  business  made  it  possible  for  the  former 
owners  to  realize  a  liberal  profit  by  retaining  the  inflated  securities 
thus  created,  and  receiving  the  dividends  paid  thereon. 

The  huge  "  commissions,"  so  called,  obtained  by  the  promoters  of 
some  of  these  concerns  are  discussed  elsewhere.  They  frequently 
amounted  to  millions  of  dollars.  (See  pp.  17ft-180.)  Out  of  the  pro- 
ceeds of  such  stock  commissions  usually  some  organization  expenses 
had  to  be  met,  but  in  the  main  these  commissions  were  intended  as 
compensation  to  the  promoters  of  these  consolidations.  It  should  be 
noted  that  the  size  of  these  commissions  frequently  was  fixed  by  the 
promoters  themselves,  since  they  determined  the  capitalization  of  the 
consolidated  company. 

Section  10.  Oeneral  defloription  of  prindpal  oonflolidationB  subsequently 
forming  the  United  States  Steel  Corporation. 

For  a  satisfactory  discussion  of  subsequent  developments  in  the 
iron  and  steel  industry,  a  brief  description  of  some  of  the  principal 
companies  enumerated  in  the  preceding  section  is  desirable,  especially 
those  which,  as  indicated  in  Table  1,  later  constituted  the  United 
States  Steel  Corporation. 

Cabnegie  Company  (of  New  Jersey)  . — ^This  c(»npany  was  formed 
in  March,  1900,  as  a  reorganization  and  merger  of  the  various  Carne- 
gie interests  and  the  H.  C.  Frick  Coke  Company.  (See  p.  150.)  It 
had  an  authorized  capitalization  of  $160,000,000,  and  an  authorized 
bond  issue  of  the  same  amount.  The  new  company  did  not  go  out- 
side of  this  previously  affiliated  group  of  interests,  and  was,  therefore, 
a  reorganization  rather  than  a  consolidation,  in  the  sense  in  which  that 
word  is  commonly  applied  to  many  of  the  large  corporations  under 
discussion.  The  element  of  prcxnotion  was  practically  absent.  The 
reorganization  also  resulted  in  a  higher  degree  of  integration. 
Among  the  more  important  subsidiary  and  allied  concerns  other  than 
the  H.  C.  Frick  Coke  Company  were  the  Oliver  Iron  Mining  Com- 
pany, in  which  the  Cam^e  interests  had  by  this  time  acquired  a 
five-sixths  share;  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad, 
in  which  a  majority  stock  interest  was  owned;  the  Union  Railroad 
Company,  operating  a  terminal  railroad  at  Pittsburg;  and  various 
gas,  water,  and  dock  companies,  as  well  as  other  miscellaneous 
interests. 

The  Cam^e  Company  was  the  largest  single  unit  in  the  steel 
industry  in  the  period  under  discussion.  All  of  its  manufacturing 
properties  were  concentrated  in  or  near  Pittsburg,  this  compactness 
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of  plant  being  a  conspicuous  feature  of  its  organization.  Its  great 
size  had  been  attained  chi^y  by  an  expansion  of  its  own  plants,  or 
by  the  addition  of  concerns  in  correlated  industries,  such  as  coal  and 
transportation,  rather  than  by  the  absorption  of  competitors.  An 
important  exception  to  this  general  statement,  however,  was  the  acqui- 
sition of  the  Duquesne  works.  The  company  was  noted  for  the 
efficiency  of  its  management,  its  financial  strength,  and  conservative 
policy  with  respect  to  the  reinvestment  of  profits  in  the  business,  and 
by  the  fact  that  its  securities  were  not  publicly  on  the  market,  but 
held  by  a  comparatively  few  individuals  who  had  long  been  identified 
with  the  active  conduct  of  the  business.  The  company  was,  in  fact,  a 
close  corporation,  with  practically  no  outside  affiliations. 

The  Carnegie  interests  had  by  the  beginning  of  1900  become  very 
strongly  entrenched  with  respect  to  the  reserves  of  all  the  principal 
raw  materials.  The  compaay  had  assured  itself  of  a  long-time 
supply  of  very  desirable  ore  in  the  Lake  region.  Most  of  its  acqui- 
sitions had  been  acquired  by  lease  and  had  involved  comparatively 
small  initial  outlay,  the  bulk  of  the  cost  being  paid  in  yearly  install- 
ments in  the  form  of  royalties  (see  p.  216)  as  the  ore  was  actually 
produced.  With  respect  to  coal  and  coke  property  the  Carnegie 
interests — ^through  the  IJ.  C.  Frick  Coke  Company — ^had  made  very 
extensive  purchases  long  before  the  era  of  consolidation.  On  the 
reorganization  of  the  Carnegie  interests  in  1900  the  H.  C.  Frick 
Coke  Company  held  40,000  acres  of  coking  coal  lands  in  addition  to  a 
large  amount  of  surface  land,  about  11,000  coke  ovens,  aside  from  a 
large  amount  of  mine  equipment,  dwellings,  and  miscellaneous  prop- 
erty. The  coking  coal  lands  owned  by  the  Frick  company  formed 
one  of  the  most  valuable  assets  of  the  Carnegie  concern.  The  Car- 
negie Company  also  had  very  valuable  natural-gas  properties  in  the 
vicinity  of  Pittsburg. 

While  the  company  did  not  control  the  transportation  of  its  ore 
by  rail  from  mines  to  the  head  of  the  Lakes,^  as  did  the  Federal  Steel 
Company,  it  acquired  a  fleet  of  six  Lake  ore  vessels  in  1899,  and 
rapidly  added  others  so  that  by  the  end  of  1900  it  was  in  a  position 
to  transport  a  very  considerable  part  of  its  ore  down  the  Lakes  in  its 
own  boats.  Moreover,  as  early  as  1896,  the  Carnegie  interests  had 
acquired  the  Shenango  and  Lake  Erie  Railroad,  running  from  Con- 
neaut  to  Pittsburg,  and  also  the  Butler  and  Pittsburg  Railroad,  then 
imder  construction,  both  of  which  were  consolidated  in  the  latter 
part  of  1896  as  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad. 

^Tbe  Camegrie  interests  appear  at  one  time  to  have  contemplated  the  construction  of 
a  railroad  of  their  own  from  some  of  their  mines  on  the  Mesabi  Range  to  the  head  of  the 
Lakes.  In  the  late  summer  of  1899  they  organized  the  Virginia-Ely  Railroad  Company 
under  Minnesota  laws.  The  project  was,  however,  soon  abandoned,  apparently  as  the 
result  of  further  contracts  made  by  the  Carnegie  concern  with  the  Rockefeller  Interests 
for  a  supply  of  ore  and  also  for  the  transportation  of  ore  to  lower  Lake  points.  These 
contracts,  it  should  be  noted,  were  quite  distinct  from  the  important  arrangrement  of  a 
similar  character  made  between  the  same  interests  In  1896,  as  already  described.  (See 
7.  76.) 
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Immediately  upon  the  acquisition  of  these  railroads,  the  Carnegie 
interests  virtually  reconstructed  them  with  a  view  to  effecting  the 
transportation  of  ore  at  a  minimum  cost.  The  size  of  the  equipment, 
both  engines  and  cars,  was  enormously  increased,  bridges  were 
strengthened,  and  the  road  in  large  measure  rebuilt  The  most 
modem  methods  of  unloading  ore  from  steamers  to  cars  at  the 
docks  and  from  the  cars  to  furnaces  at  Pittsburg  were  introduced. 
The  result  was  a  very  pronounced  increase  in  the  average  train 
load  and  a  marked  reduction  in  transportation  and  handling  costs 
per  ton. 

It  is  worth  repeating  that  the  Carnegie  interests  long  before  this 
had  owned  the  Union  Railroad,  a  belt  line  in  the  Pittsburg  district, 
which  added  greatly  to  the  efficiency  of  their  plants. 

The  chief  business  of  the  Carnegie  concern  *  was  the  manufacture 
of  heavy  steel  products,  such  as  steel  rails,  plates,  axles,  structural 
steel  and  bridge  material,  and  various  kinds  of  crude  steel  for  the 
trade.  Its  annual  capacity  of  ingots  was  about  3,500,000  tons  and  its 
capacity  of  finished  products  rather  more  than  3,000,000  tons,  thus 
placing  the  company  well  in  advance  of  its  largest  competitor,  the 
Federal  Steel  Company,  with  respect  to  size.  Its  ingot  production 
in  1900  was  about  18  per  cent  of  the  country's  total.  It  conducted 
every  stage  in  the  manufacture  of  its  various  products  from  the  pro- 
duction of  the  raw  materials  up.  Generally  speaking,  the  Carnegie 
interests,  up  to  the  date  of  the  organization  of  the  New  Jersey  com- 
pany, had  confined  themselves  largely  to  the  manufacture  of  heavier 
steel  products  of  the  character  just  described.  Many  of  its  best  cus- 
tomers were  manufacturers  of  finished  steel,  such  as  wire  products, 
tubular  goods,  tin  plate,  and  sheet  steel.  The  company  was,  however, 
in  a  position  to  engage  at  short  notice  in  the  manufacture  of  more 
highly  finished  products,  a  fact  which,  as  shown  later  (see  p.  104), 
proved  to  be  an  exceedingly  important  consideration  in  bringing 
about  the  organization  of  the  United  States  Steel  Corporation. 

Federal.  Steel  Company. — ^This  company  was  formed  in  Septem- 
ber, 1898,  with  $200,000,000  authorized  capital  stock  (of  which  about 
$100,000,000  was  issued).  It  was  a  merger,  through  stock  purchase, 
of  the  Illinois  Steel  Company,  operating  several  large  steel  plants  in 
or  near  Chicago  and  another  at  Milwaukee;  the  Minnesota  Iron 
Company,  which  had  extensive  ore  properties  on  the  Vermilion  Kange 
and  which  also  owned  the  Duluth  and  Iron  Range  Railroad  and  the 
Minnesota  Steamship  Company,  thus  providing  for  the  transporta- 
tion of  its  ore  from  mines  to  lower  Lake  ports ;  also,  the  Lorain  Steel 
Company  and  the  Johnson  company  (of  Pennsylvania),  with  plants 

>The  Carnegie  Company  of  New  Jersey  was  a  holding  company.  At  Its  organization 
tbe  properties  of  the  old  Carnegie  Steel  Company  (Ltd.)  were  placed  under  the  control 
of  a  new  concern,  the  Carnegie  Steel  Company  of  Pennsylvania.  For  convenience  in  the 
discnssion  b?re  given,  these  intercompany  relationships  are  ignored. 
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acquired  by  the  United  States  Steel  Corporation,  several  others  were 
formed  in  the  iron  and  steel  industry  at  this  time. 

Some  idea  of  the  extent  of  the  consolidation  movement  in  that 
industry,  as  well  as  the  enormous  issue  of  securities  which  accompanied 
it,  is  afforded  by  the  following  table,  which,  gives  the  leading  iron 
and  steel  consolidations  and  their  stock  and  bond  issues.  For  con- 
venience, the  concerns  given  in  the  table  are  segregated  into  those 
which  were  later  merged  into  the  United  States  Steel  Corporation 
and  those  which  were  not  The  authorized  instead  of  the  issued 
capitalization  is  given.  In  most  cases  practically  the  entire  amounts 
of  stock  authorized  were  actually  issued.  A  conspicuous  exception 
occurred  in  the  case  of  the  Federal  Steel  Company,  which  issued 
only  about  one-half  of  its  $200,000,000  stock.  About  $4,600,000  of 
each  class  of  the  stock  of  the  American  Bridge  Company  was  unissued, 
and  several  millions  in  the  case  of  the  American  Tin  Plate  Company, 
the  American  Sheet  Steel  Company,  the  Republic  Iron  and  Steel 
Company,  the  United  States  Cast  Iron  Pipe  and  Foundry  Company, 
and  a  few  others.  The  exact  amounts  of  stock  issued  by  most  of 
these  concerns  appear  elsewhere  in  the  report 


Table  1.— LEADINO  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1806-igoO. 
A.  Cofuolidaiions  later  merged  into  the  United  States  Steel  Corporation.  ^ 


Name  and  year  of  organisation. 


1896. 
American  Steel  and  Wire  Company  of  Illinois  *. 

Federal  Steel  Company 

American  Tin  Plate  Company 


1899. 
American  Steel  and  Wire  Company  of  New  Jersey. 

American  Steel  Hoop  Company 

National  Steel  Company 

National  Tube  Company 

1900. 

American  Bridge  Company 

American  Sheet  Steel  Company 

Carnegie  Company  of  New  Jersey  * 

Shelby  Steel  Tube  Company 


Total. 


Preferred 
stock. 


912,000,000 

100,000,000 

20,000,000 

40,000,000 
14,000,000 
27,000,000 
40,000,000 

35,000,000 
26,000,000 


6,000,000 


320,000,000 


Common 
stock. 


$12,000,000 

100,000,000 

30,000,000 

M,000,000 
19,000,000 
32,000,000 
40,000,000 

35,000,000 

26,000,000 

160,000,000 

9,000,000 


Bonds. 


«  890.217,170 
•273,000 

*  130,666 
«« 2,661,000 


•156,000 

•  2,000,000 
•  185,061,818 


513,000,000  I      220,410,648 


1  As  noted  in  the  text,  In  most  cases  practically  all  of  the  authorized  securities  were  actually  issued.  The 
most  conspicuous  exceptions  in  this  list  were  the  Federal  Steel  Company,  which  issued  rather  less  than 
$100,000,000  of  stock;  the  American  Bridge  Company,  which  issued  originally  about  $30,500,000  of  each 
class;  and  the  American  Tin  Plate  Company,  which  retained  in  its  treasury  about  $2,000,000  preferred  and 
$2,000,000  common  stock. 

*  This  Illinois  company  was  in  1899  merged  into  the  New  Jersey  concern  of  the  same  name. 

*  Underlying  bonds. 

*  Does  not  Include  $6,418,700  indebtedness  incurred  shortly  after  the  organisation  of  the  company. 

*  This  company  was  a  consolidation  of  interests,  most  of  which  were  previously  affiliated  and  not  com- 
peting. 

*  Including,  in  addition  to  the  $160,000,000  bond  issue  of  the  Carnegie  Company  of  New  Jersey ,  $25,061 ,813 
of  undertying  indebtedness,  this  including  purohase-money  obligations,  and  not  merely  bonds. 
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TiBLB  l.—LEADINQ  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1898-1900- 

Continaed. 

B.  ConsolidationM  not  »uh9equently  merged  into  the  United  Btates  Steel  Corporation.^ 


Name  and  year  of  organliatlon. 


1899. 

Amolcan  Car  and  Foundry  Company 

American  Iran  and  Steel  Manufacturing  Company  > . . 

Empire  Steel  and  Iron  Company  i 

Xational  Enameling  and  Stamping  Company 

Prened  Steel  Car  Company 

Kepablic  Iron  and  Steel  Company 

S1o»-S]ieffl.eld  Steel  and  Iron  Company 

United  States  Cast-Iron  Pipe  and  Foundry  Company. 
Virginia  Iron,  Coal  and  Coke  Company 

1900. 

Cnidble  Steel  Company  of  America 


Preferred 
stock. 


$30,000,000 
3,000,000 
5,000,000 
10,000,000 
12,500,000 
25,000,000 
10,000,000 
15,000,000 


Total. 


25,000,000 


135,500,000 


Common 
stock. 


130,000,000 
17,000,000 
5,000,000 
20,000,000 
12,500,000 
30,000,000 
10,000,000 
15,000,000 
10,000,000 

25,000,000 


174,500,000 


Bonds. 


•1000,000 


*3,g35,000 
10,000,000 


14,435,000 


i  Several  of  the  concerns  in  this  group  had  not  issued  the  full  amount  of  their  capitalisation.  The  most 
eoospinioas  instances  were  the  National  Enameling  and  Stamping  Company,  which  had  issued  about 
eUTQQplXn  of  its  stock;  the  Sloss-Sheffield  Steel  and  Iron  Company,  the  issued  stock  of  which  was  S  14,200,000; 
ud  tba  Republic  Iron  and  Steel  Company,  which  retained  in  its  treasury  about  $7,500,000  of  its  stock. 

>  TlM  capftaJiiatfcm  of  these  comoems  was  later  reduced. 

<Undcilying  bonds. 

The  companies  here  given  are  chiefly  those  producing  crude  steel 
and  the  less  highly  finished  forms  of  iron  and  steel  products,  such 
as  rails,  beams,  bars,  nails,  tin  plate,  sheets,  and  pipe.  The  table 
does  not  include  a  large  number  of  consolidations  in  the  machinery 
trade  or  similar  branches  of  the  industry — such,  for  example,  as  the 
American  Bicycle  Company,  with  $30,000,000  capital;  the  Otis  Ele- 
vator Company,  with  $11,000,000  capital;  the  International  Steam 
Pump  Company,  with  $27,500,000  capital;  the  American  Radiator 
GcMnpany,  with  $10,000,000;  the  United  Shoe  Machinery  Company, 
with  $25,000,000 ;  not  to  mention  many  others  of  almost  equal  size.* 

A  discussion  of  the  enormous  overvaluation  involved  in  these 
figures  of  capitalization  is  reserved  for  the  later  chapters.  It  is 
sufficient  to  point  out  here  that  the  issues  of  securities  greatly  ex- 
ceeded the  value  of  the  assets  acquired.  This  is  indeed  shown  by  the 
mere  statement  that  a  very  common  practice  in  the  organization  of 
these  concerns  was  to  issue  preferred  stock  up  to  the  full  appraised 
value  of  all  the  assets,  including  working  capital,  and  in  addition  an 
equal  amount  of  common  stock  as  a  bonus,  over  and  above  which  also 
large  amounts  of  stock — frequently  millions  of  dollars — were  often 
issued  to  the  promoters  of  these  consolidations  for  their  "com- 
mission." 


'The  figures  of  capital  stock  issuen  here  f?iven  are  the  amounts  authorized  at  the  time 
UMse  eompanlefl  were  organised.    In  most  cases  they  have  been  Increased. 
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Section  9.  Oeneral  canses  of  coiuolidatioii  in  fhe  steel  industry,  1898- 
1900. 

While  the  failure  of  the  various  pools  in  the  iron  and  steel  trade 
to  establish  permanently  effective  control  over  the  production  and 
prices  of  iron  and  steel  products  was  undoubtedly  an  important  cause 
of  outright  consolidation  as  a  surer  method  of  restricting  or  elimi- 
nating competition,  consolidation  was  not,  however,  resorted  to  for 
this  purpose  alone.  The  underlying  causes  of  consolidation  in  the 
steel  industry,  which  were  substantially  the  same  as  those  operating 
in  other  great  industries,  may  be  defined  as  follows : 

1.  The  restriction  of  competition. 

2.  Integration;  that  is,  the  linking-up  of  productive  processes 
through  the  acquisition,  under  one  control,  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  facilities), 
and  through  extensions  and  coordination  6{  manufacturing  processes. 

3.  The  creation  of  a  great  amount  of  inflated  securities. 

The  first  of  these  causes,  namely,  the  restriction  or  elimination  of 
competition,  li^as  undoubtedly  the  most  potent.  Indeed,  the  organ- 
izers of  some  of  these  great  consolidations  have  admitted  that  a  de- 
sire to  control  or  eliminate  competition  was  the  chief  reason  for  their 
formation.  This  was  undoubtedly  true  of  many  consolidations  in  the 
steel  industry.  The  iron  and  steel  business  in  the  United  States, 
taken  as  a  whole,  had  been  extremely  profitable,  but  the  acute  and 
extended  commercial  depression  which  occurred  in  the  middle  nine- 
ties sharply  reduced  profits,  and  steel  manufacturers  were  attracted 
to  consolidation  as  a  means  of  increasing  their  returns.  At  the  same 
time,  moreover,  there  occurred  great  changes  in  the  organization  of 
the  industry  and  in  conditions  of  production,  which  resulted  in 
sharper  competition,  generally  speaking,  than  had  previously  pre- 
vailed. It  is  true  that  the  low  prices  in  the  iron  and  steel  trade  at 
this  time  were  largely  due  to  lower  costs  of  production  consequent 
upon  the  changes  in  the  new  conditions  of  production,  particularly 
with  respect  to  the  production  of  the  chief  raw  material — ore — and 
with  respect  to  more  economical  methods  of  manufacture.  Not  all 
producers,  however,  had  adjusted  themselves  to  these  new  conditions, 
and,  moreover,  the  advantages  of  these  lower  costs  were  largely  offset 
by  severe  competition,  so  that  as  a  whole  there  can  be  no  doubt  that 
profits  in  the  industry  at  this  period  were  comparatively  low. 

Under  these  conditions  it  was  difficult  to  maintain  pools.  The  fact 
that  they  were  expressly  prohibited  by  law,  even  though  the  law  was 
not  often  appealed  to,  was  a  further  source  of  weakness  in  such  agree- 
ments. An  outright  consolidation  of  competing  interests,  however, 
promised  to  afford  not  only  a  surer  means  of  restricting  competition 
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(and  one  perhaps  less  likely  to  be  attacked  in  the  courts) ,  but  at  the 
same  time  to  furnish  other  advantages.^ 

The  second  cause,  namely,  the  integration  of  industry  (that  is,  the 
opportunity  of  securing  economies  and  commercial  advantages 
through  larger  and  more  highly  coordinated  enterprises),  also  had 
considerable  influence  in  the  formation  of  certain  types  of  consolida- 
tion. This  was  especially  true  in  the  steel  industry,  where  such  in- 
tegration has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  tlie 
manufacture  of  the  finished  product,  and  involving  extraordinary 
improvements  in  methods  of  operation.  The  rapid  industrial  de- 
velopment of  the  country  and  the  decreasing  charges  for  transporta- 
tion combined  in  the  late  nineties  to  extend  the  available  or  accessible 
marketing  areas  of  all  manufacturing  enterprises,  and  therefore 
favored  a  great  increase  in  the  scale  of  production.  The  technical 
conditions  of  production  also  encouraged  the  development  of  plants 
of  great  capacity,  particularly  the  increasing  substitution  of  ma- 
chinary  for  hand  labor;  integration,  moreover,  made  possible  the 
introduction  of  other  important  economies. 

It  is  worth  pointing  out  that  the  technical  economies  of  integration 
were  chiefly  connected  with  combining  and  coordinating  the  suc- 
cessive stages  of  manufacture,  which  resulted  in  the  saving  of  fuel 
for  reheating  the  metal,,  of  labor  and  time  in  the  moving  or  handling 
of  material,  and  in  the  utilization  of  by-products,  such  as  blast- 
furnace gas. 

As  distinct  from  economies  thus  brought  about  through  such  en- 
largement and  coordination  of  plants,  consolidation  afforded  a  means 
for  saving  the  payment  of  profits  to  others  on  the  purchase  of  ma- 
terials. A  conspicuous  illustration  of  such  commercial  advantage 
through  integration  is  found  in  the  acquisition  by  large  iron  and 
steel  manufacturers  of  control  of  extensive  reserves  of  raw  mate- 
rials— ore  and  coal.  Whereas  in  the  beginning  of  the  nineties  most 
manufacturers,  as  already  stated,  were  largely  dependent  upon  the 
open  market  for  their  requirements  of  ore,  by  the  close  of  the  decade, 
as  a  result  of  this  change,  the  control  of  large  ore  reserves  had  come 
to  be  regarded  as  essential  to  successful  continuance  in  the  industry. 
The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Superior  region 
had  by  1900  passed  under  the  control  of  less  than  a  dozen  interests, 
chiefly  steel-making  concerns.  The  most  desirable  coking-coal  fields 
of  the  East  had  been  secured,  largely  by  the  same  steel-making  in- 
terests, with  almost  equal  rapidity. 

One  of  the  chief  advantages  to  be  gained  was  the  saving  of  the 
payment  of  profits  to  others  on  such  materials.    In  the  case  of  ore 

^However,  as  already  pointed  out,  pool  agreements  were  not  entirely  abandoned. 
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in  particular  this  was  an  important  consideration  because  of  the 
rather  effective  control  of  ore  prices  from  time  to  time  by  ore  pools. 
The  acquisition  of  such  supplies  of  raw  material,  and  the  accom- 
panying saving  of  expense  thereby  by  one  interest  practically  forced 
a  similar  policy  upon  others.  If  certain  manufacturers  were  inde- 
pendent of  the  producers  of  raw  materials  or  intermediate  products 
through  the  operation  of  their  own  ore  and  coal  mines,  and  the  pro- 
duction of  their  own  coke,  pig  iron,  and  crude  steel,  etc.,  obviously 
such  manufacturers  as  were  not  in  an  equally  independent  position 
were  exposed  to  considerable  danger  if  the  prices  of  any  one  of  these 
raw  materials  or  intermediate  products  were  raised  to  a  high  level. 
Under  such  circumstances  they  would  be  obliged  to  pay  high  profits 
to  the  producers  of  such  raw  materials  or  intermediate  products, 
while  they  would  have  to  compete  in  the  sale  of  finished  articles  with 
other  producers  who  were  not  at  that  disadvantage.  Indeed,  it  might 
happen  at  times  that  there  would  be  much  difficulty  in  getting  the 
needed  quantities  of  materials  or  intermediate  products  at  all.  Thus, 
when  the  integration  of  the  various  stages  of  production  is  extended 
to  include  the  mining  of  raw  materials  and  transporting  them  to  the 
manufacturing  plant,  the  advantage  from  inte^ation  is  usimlly 
commercial  rather  than  technical. 

Of  course,  the  saving  of  the  profits  thus  accomplished  ordinarily 
necessitated  an  additional  investment  on  the  part  of  these  steel  con- 
cerns. Aside  from  any  saving  of  profits,  moreover,  the  advantage  of 
having  the  assurance  at  all. times  of  a  liberal  supply  of  raw  materials 
was  in  itself  important. 

The  third  cause  above  enumerated,  namely,  the  opportunity  to  ob- 
tain profits  from  flotation  of  new  securities,  was  undoubtedly  a  very 
important  influence  in  the  consolidation  movement.  Indeed,  the  pro- 
portions of  this  movement  were  largely  determined  by  the  oppor- 
tunity to  market  the  securities  thus  created.  So  long  as  the  demand 
for  such  issues  was  maintained  the  supply  was  steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consolidation 
movement,  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked  reluc- 
tance on  the  part  of  owners  to  dispose  of  the  businesses  which  they 
had  built  up,  and  in  many  cases  the  controlling  inducement  to  sell 
out  was  the  enormous  price  obtainable  in  the  securities  of  these  great 
consolidations. 

The  profits  from  this  source  were  of  two  kinds — first,  those  made  by 
the  manufacturers  who  took  stock  in  the  new  consolidations  for  the 
property  or  businesses  which  they  transferred ;  and,  second,  those  made 
by  the  promoters  of  these  companies.    In  most  cases  the  profit  de- 
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pended  upon  the  issue  and  sale  to  the  public  of  stocks  and  securities 
of  a  par  value  greatly  in  excess  of  the  aggregate  values  of  the  assets 
of  the  consolidations  thus  formed ;  in  other  cases,  the  fact  that  a  con- 
solidation was  so  comprehensive  as  to  give  a  substantial  monopoly  in 
a  particular  branch  of  the  business  made  it  possible  for  the  former 
owners  to  realize  a  liberal  profit  by  retaining  the  inflated  securities 
thus  created,  and  receiving  the  dividends  paid  thereon. 

The  huge  ^^  commissions,"  so  called,  obtained  by  the  promoters  of 
some  of  these  concerns  are  discussed  elsewhere.  They  frequently 
amounted  to  millions  of  dollars.  (See  pp.  176-180.)  Out  of  the  pro- 
ceeds of  such  stock  commissions  usually  some  organization  expenses 
had  to  be  met,  but  in  the  main  these  commissions  were  intended  as 
compensation  to  the  promoters  of  these  consolidations.  It  should  be 
noted  that  the  size  of  these  commissions  frequently  was  fixed  by  the 
promoters  themselves,  since  they  determined  the  capitalization  of  the 
consolidated  company. 

Section  10.  Oeneral  description  of  principal  oonaolidationa  subsequently 
f  onnii^  the  United  States  Steel  Corporation. 

For  a  satisfactory  discussion  of  subsequent  developments  in  the 
iron  and  steel  industry,  a  brief  description  of  some  of  the  principal 
companies  enumerated  in  the  preceding  section  is  desirable,  especially 
those  which,  as  indicated  in  Table  1,  later  constituted  the  United 
States  Steel  Corporation. 

Carnegie  Company  (op  New  Jsrsey). — ^This  company  was  formed 
in  March,  1900,  as  a  reorganization  and  merger  of  the  various  Carne- 
gie interests  and  the  H.  C.  Frick  Coke  Company.  (See  p.  150.)  It 
had  an  authorized  capitalization  of  $160,000,000,  and  an  authorized 
bond  issue  of  the  same  amount.  The  new  company  did  not  go  out- 
side of  this  previously  affiliated  group  of  interests,  and  was,  therefore, 
a  reorganization  rather  than  a  consolidation,  in  the  sense  in  which  that 
word  is  commonly  applied  to  many  of  the  lai^e  corporations  under 
discussion.  The  element  of  pnmiotion  was  practically  absent.  The 
reorganization  also  resulted  in  a  higher  degree  of  integration. 
Among  the  more  important  subsidiary  and  allied  concerns  other  than 
the  H.  C.  Frick  Coke  Company  were  the  Oliver  Iron  Mining  Com- 
pany, in  which  the  Carnegie  interests  had  by  this  time  acquired  a 
five>sixths  share;  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad, 
in  which  a  majority  stock  interest  was  owned;  the  Union  Railroad 
Company,  operating  a  terminal  railroad  at  Pittsburg;  and  various 
gas,  water,  and  dock  companies,  as  well  as  other  miscellaneous 
interests* 

The  Carnegie  Company  was  the  largest  single  unit  in  the  steel 
industry  in  the  period  under  discussion.  All  of  its  manufacturing 
properties  were  concentrated  in  or  near  Pittsburg,  this  compactness 


86  THE  STEEL  INDUSTRY. 

of  plant  being  a  conspicuous  feature  of  its  organization.  Its  great 
size  had  been  attained  chiefly  by  an  expansion  of  its  own  plants,  or 
by  the  addition  of  concerns  in  correlated  industries,  such  as  coal  and 
transportation,  rather  than  by  the  absorption  of  competitors.  An 
important  exception  to  this  general  statement,  however,  was  the  acqui- 
sition of  the  Duquesne  works.  The  company  was  noted  for  the 
efficiency  of  its  management,  its  financial  strength,  and  conservative 
policy  with  respect  to  the  reinvestment  of  profits  in  the  business,  and 
by  the  fact  that  its  securities  were  not  publicly  on  the  market,  but 
held  by  a  comparatively  few  individuals  who  had  long  been  identified 
with  the  active  conduct  of  the  business.  The  company  was,  in  fact,  a 
close  corporation,  with  practically  no  outside  affiliations. 

The  Carnegie  interests  had  by  the  beginning  of  1900  become  very 
strongly  entrenched  with  respect  to  the  reserves  of  all  the  principal 
raw  materials.  The  compaQy  had  assured  itself  of  a  long-time 
supply  of  very  desirable  ore  in  the  Lake  region.  Most  of  its  acqui- 
sitions had  been  acquired  by  lease  and  had  involved  comparatively 
small  initial  outlay,  the  bulk  of  the  cost  being  paid  in  yearly  install- 
ments in  the  form  of  royalties  (see  p.  216)  as  the  ore  was  actually 
produced.  With  respect  to  coal  and  coke  property  the  Carnegie 
interests — ^through  the  IJ.  C.  Frick  Coke  Company — ^had  made  very 
extensive  purchases  long  before  the  era  of  consolidation.  On  the 
reorganization  of  the  Carnegie  interests  in  1900  the  H.  C.  Frick 
Coke  Company  held  40,000  acres  of  coking  coal  lands  in  addition  to  a 
large  amount  of  surface  land,  about  11,000  coke  ovens,  aside  from  a 
large  amount  of  mine  equipment,  dwellings,  and  miscellaneous  prop- 
erty. The  coking  coal  lands  owned  by  the  Frick  company  formed 
one  of  the  most  valuable  assets  of  the  Carnegie  concern.  The  Car- 
negie Company  also  had  very  valuable  natural-gas  properties  in  the 
vicinity  of  Pittsburg. 

While  the  company  did  not  control  the  transportation  of  its  ore 
by  rail  from  mines  to  the  head  of  the  Lakes,^  as  did  the  Federal  Steel 
Company,  it  acquired  a  fleet  of  six  Lake  ore  vessels  in  1899,  and 
rapidly  added  others  so  that  by  the  end  of  1900  it  was  in  a  position 
to  transport  a  very  considerable  part  of  its  ore  down  the  Lakes  in  its 
own  boats.  Moreover,  as  early  as  1896,  the  Carnegie  interests  had 
acquired  the  Shenango  and  Lake  Erie  Railroad,  running  from  Con- 
neaut  to  Pittsburg,  and  also  the  Butler  and  Pittsburg  Railroad,  then 
under  construction,  both  of  which  were  consolidated  in  the  latter 
part  of  1896  as  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad. 

^The  Carnegie  interests  appear  at  one  time  to  have  contemplated  the  construction  of 
a  railroad  of  their  own  from  some  of  their  mines  on  the  Mesabi  Range  to  the  head  of  the 
Lakes.  In  the  late  summer  of  1899  they  organized  the  Virginia-Ely  Railroad  Company 
under  Minnesota  laws.  The  project  was,  however,  soon  abandoned,  apparently  as  the 
result  of  further  contracts  made  by  the  Carnegie  concern  with  the  Rockefeller  interests 
for  a  supply  of  ore  and  also  for  the  transportation  of  ore  to  lower  Lake  points.  These 
contracts.  It  should  be  noted,  were  quite  distinct  from  the  Important  arrangement  of  a 
similar  character  made  between  the  same  interests  in  1896,  as  already  described.  (See 
p.  76.) 
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Immediately  upon  the  acquisition  of  these  railroads,  the  Carnegie 
interests  virtually  reconstructed  them  with  a  view  to  effecting  tiie 
transportation  of  ore  at  a  minimum  cost.  The  size  of  the  equipment, 
both  engines  and  cars,  was  enormously  increased,  bridges  were 
strengthened,  and  the  road  in  large  measure  rebuilt  The  most 
modem  methods  of  unloading  ore  from  steamers  to  cars  at  the 
docks  and  from  the  cars  to  furnaces  at  Pittsburg  were  introduced. 
The  result  was  a  very  pronounced  increase  in  the  average  train 
load  and  a  marked  reduction  in  transportation  and  handling  costs 
pert<Mi. 

It  is  worth  repeating  that  the  Carnegie  interests  long  before  this 
had  owned  the  Union  Railroad,  a  belt  line  in  the  Pittsburg  district, 
which  added  greatly  to  the  efficiency  of  their  plants. 

The  diief  business  of  the  Carnegie  concern  *  was  the  manufacture 
of  heavy  steel  products,  such  as  steel  rails,  plates,  axles,  structural 
steel  and  bridge  material,  and  various  kinds  of  crude  steel  for  the 
trade.  Its  annual  capacity  of  ingots  was  about  3,500,000  tons  and  its 
capacity  of  finished  products  rather  more  than  3,000,000  tons,  thus 
pkcing  the  company  well  in  advance  of  its  largest  competitor,  the 
Federal  Steel  Company,  with  respect  to  size.  Its  ingot  production 
m  1900  was  about  18  per  cent  of  the  country's  total.  It  conducted 
every  stage  in  the  manufacture  of  its  various  products  from  the  pro- 
duction of  the  raw  materials  up.  Generally  speaking,  the  Carnegie 
interests,  up  to  the  date  of  the  organization  of  the  New  Jersey  com- 
pany, had  confined  themselves  largely  to  the  manufacture  of  heavier 
steel  products  of  the  character  just  described.  Many  of  its  best  cus- 
tomers were  manufacturers  of  finished  steel,  such  as  wire  products, 
tubular  goods,  tin  plate,  and  sheet  steel.  The  company  was,  however, 
in  a  position  to  engage  at  short  notice  in  the  manufacture  of  more 
highly  finished  products,  a  fact  which,  as  shown  later  (see  p.  104), 
proved  to  be  an  exceedingly  important  consideration  in  bringing 
about  the  organization  of  the  United  States  Steel  Corporation. 

Federal  Steel  Company. — ^This  company  was  formed  in  Septem- 
ber, 1898,  with  $200,000,000  authorized  capital  stock  (of  which  about 
$100,000,000  was  issued).  It  was  a  merger,  through  stock  purchase, 
of  the  Illinois  Steel  Company,  operating  several  large  steel  plants  in 
or  near  Chicago  and  another  at  Milwaukee;  the  Minnesota  Iron 
Company,  which  had  extensive  ore  properties  on  the  Vermilion  Range 
and  which  also  owned  the  Duluth  and  Iron  Range  Railroad  and  the 
Minnesota  Steamship  Company,  thus  providing  for  the  transporta- 
tion of  its  ore  from  mines  to  lower  Lake  ports ;  also,  the  Lorain  Steel 
Company  and  the  Johnson  company  (of  Pennsylvania),  with  plants 

^Tbe  Carnegie  Company  of  New  Jersey  was  a  holding  company.  At  Its  organisation 
the  properties  of  tfae  old  Carnegie  Steel  Company  (Ltd.)  were  placed  under  the  control 
of  a  new  concern,  the  Carnegie  Steel  Company  of  Pennsylvania.  For  convenience  in  the 
itiaciusioD  here  given,  these  intercompany  relationships  are  ignored. 
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at  Lorain,  Ohio,  and  Johnstown,  Pa.  The  consolidated  company 
also  acquired  the  stock  of  the  Elgin,  Joliet  and  Eastern  Railway,  a 
line  of  some  180  miles  intersecting  practically  every  railroad  entering 
Chicago.  This  road  directly  served  the  Joliet  works  of  the  company 
and  afforded  connections  with  its  other  plants.  The  Illinois  Steel 
Company  itself  also  controlled  a  railroad,  the  Chicago,  Lake  Shore 
and  Eastern,  which  connected  its  various  plants  in  and  about  Chicago. 

The  Federal  Steel  Company,  like  the  Carnegie  Company  of  New 
Jersey,  was  a  holding  company.  Although  a  combination,  the  chief 
object  of  its  formation  apparently  was  not  so  much  to  eliminate  com- 
petition as  to  secure  an  organization  which  should  to  a  large  extent 
be  independently  situated  with  respect  to  ore,  fuel,  and  transportation, 
as  well  as  manufacturing  plants.^  Moreover,  while  the  two  principal 
constituent  concerns,  the  Illinois  Steel  Company  and  the  Minnesota 
Iron  Company,  had  been  officially  independent  of  each  other,  their 
securities  had  to  some  extent  been  owned  by  the  same  persons,  so 
that  the  consolidation  was  really  a  welding  of  what  might  be  called 
friendly  rather  than  hostile  interests. 

The  similarity  between  the  Federal  Steel  Company  and  the  Car- 
negie Company  extended  to  the  character  of  their  output,  the  princi- 
pal products  of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines  and,  like  its  Pittsburg  rival, 
many  of  its  best  customers  were  themselves  steel  manufacturers. 
The  annual  ingot  capacity  of  the  company  at  the  time  of  its  organi- 
zation was  placed  at  about  2,000,000  tons.  Its  production,  however, 
was  considerably  less,  but  represented  about  16  per  cent  of  the  coun- 
try's total  at  the  date  of  its  organization. 

It  will  be  noted  that  the  Federal  Steel  Company's  manufacturing 
properties  were  rather  widely  scattered,  the  company  having  plants 
at  Milwaukee,  Wis.,  Chicago  and  Joliet,  111.,  Lorain,  Ohio,  and  Johns- 
town, Pa.  In  this  respect  it  differed  sharply  from  the  Carnegie 
concern,  all  of  the  manufacturing  properties  of  which  were  compactly 
located  in  the  Pittsburg  district. 

The  extensive  coal  and  ore  properties  brought  into  the  consolida- 
tion by  the  constituent  concerns  were  steadily  added  to  by  the  Fed- 
eral Steel  Company  management,  and  in  numerous  other  ways  the 
policy  of  integration  which  was  already  marked  was  carried  further. 
Through  the  Illinois  Steel  Company  it  acquired  some  additional  ore 
land  in  the  Lake  region  and  a  considerable  tract  of  coking  coal  land 
in  the  Connellsville  district. 

■ 

^  In  this  connection  the  following  excerpt  from  the  first  annual  report  of  the  company 

may  he  cited: 

The  plan  is  to  own  and  control  sufficient  iron  ore,  coal,  coke,  nnd  limestone  and 
other  raw  products  to  suppiv  all  of  the  mills  of  the  constituent  companies ;  to  own 
and  control  adequate  facflltlos  for  transportation  l)oth  on  land  and  water ;  to  man- 
ufacture and  deliver  finished  steel,  and  to  transact  all  businesH  in  connection  with 
the  same  with  the  greatest  economy. 
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With  respect  to  transportation  facilities,  it  is  apparent  that  the 
Federal  Steel  Company  was  exceptionally  well  situated.  Aside  from 
owning  the  Duluth  and  Iron  Range  Railroad  for  the  transportation 
of  its  ore  from  mines  to  the  head  of  the  Lake,  the  operation  of  the 
company's  various  properties  was  greatly  facilitated  by  its  owner- 
ship of  other  railroad  properties,  particularly  the  Elgin,  Joliet  and 
Eastern.  Through  the  Minnesota  Iron  Company,  moreover,  the 
Federal  Steel  Company,  at  its  organization,  secured  a  fleet  of  9  steel 
steamers  and  7  steel  barges,  thus  making  the  company  largely  inde- 
pendent of  outside  vessel  interests  for  the  transportation  of  ore  on 
the  Lakes. 

National  Steel  Company. — This  company,  formed  in  February, 
1899,  with  $59,000,000  capital  stock,  all  but  $1,000,000  of  which  was 
issued  at  the  time,  ranked  next  in  size  to  the  Carnegie  Company  and 
the  Federal  Steel  Company.  It  was  a  consolidation  of  several  large 
concerns,  chiefly  in  OUo,  making  crude  steel  and  heavy  steel  prod- 
ucts;  it  also  acquired  two  important  furnace  companies.  It  had  the 
bulk  of  the  crude-steel  capacity  in  the  territory  immediately  west  of 
Pittsburg,  other  than  that  owned  by  the  Federal  Steel  Company. 
While  similar  to  the  Federal  and  Carnegie  companies  in  the  charac- 
ter of  its  output,  the  National  Steel  Company  differed  from  these  in 
that  it  was  distinctly  a  combination  of  previously  competing  con- 
cerns. A  heavy  stock  bonus  to  the  prcMnoters  was  another  conspicu- 
ous feature  of  its  organization.  The  company  was  organized  by 
W.  H.  Moore,  who  had  also  promoted  the  American  Tin  Plate  Com- 
pany, and  who,  prior  to  carrying  through  that  deal,  had  never  been 
prominently  identified  with  the  iron  and  steel  industry. 

The  company's  total  annual  pig-iron  capacity  in  1899  was  in  the 
neighborhood  of  2,000,000  tons,  and  its  capacity  for  steel  about 
1,700,000  tons.  Its  output  of  crude  steel  was  about  12  per  cent  of  the 
country's  total.  Its  production  was  largely  confined  to  semifinished 
steel,  such  as  billets,  sheet  bars,  and  tin-plate  bars,  rather  than  finished 
products,  even  in  the  heavier  lines.  The  company  had  a  ready 
market  for  its  steel  production  in  these  cruder  forms  because  of  its 
close  aflUiation  with  the  American  Tin  Plate  Company  and  the 
American  Steel  Hoop  Company,  and  also  with  the  American  Sheet 
Steel  Company,  organized  in  1900,  all  so-called  "Moore  concerns." 
The  last  three  cmnpanies,  and  particularly  the  Tin  Plate  and  the 
Sheet  Steel  companies,  depended  largely  upon  the  National  Steel 
Company  for  their  raw  material. 

Through  the  Ohio  Steel  Company,  one  of  its  constituent  concerns, 
the  National  Steel  Company  secured  a  one-fourth  interest  in  a  lease 
of  the  Biwabik  mine,  on  the  Mesabi  Range.  Shortly  after  its  organ- 
ization the  consolidated  company  bought  the  Chapin  mine,  a  valuable 
and  extensive  property,  and  also  the  Winthrop,  these  purchases 
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including  9  ore  steamers.  It  also  acquired  furnace  and  coke  prop- 
erty from  the  Oliver  &  Snyder  Steel  Ccmipany,  and,  in  addition,  a 
twenty-year  contract  for  a  one-sixth  interest  in  the  ore  production 
of  the  Oliver  Iron  Mining  Cixnpany,  the  other  five-sixths  being 
secured  by  the  Carnegie  interests  through  ownership  of  a  similar 
proportion  of  the  stock  of  the  Oliver  conoern.  (The  National  Steel 
Company  did  not  acquire  any  interest  in  the  Oliver  company^s  stock.) 
Thus,  at  the  outset,  the  company  adopted  a  vigorous  policy  of  integra- 
tion. In  fact,  integration  was  carried  by  this  company  to  a  point 
which  fairly  put  it  in  the  same  general  class  with  tlie  Carnegie 
Company  and  the  Federal  Steel  Company. 

Furthermore,  the  close  relationships  among  the  four  "  Moore  "  com- 
panies gave  the  group  as  a  whole  a  furtiier  degree  of  integration, 
particularly  with  respect  to  finished  lines ;  that  is  to  say,  these  com- 
panies as  a  group  carried  the  production  of  steel  into  more  highly 
elaborated  forms  than  even  the  Carnegie  or  Federal  concerns. 

American  Tin  Plate  Company. — ^The  American  Tin  Plate  Com- 
pany typifies  that  class  of  consolidations  which  were  distinctly  lack- 
ing from  the  standpoint  of  integration  of  productive  processes,  and 
which  were  primarily  designed  to  control  or  eliminate  competition  in 
the  sale  of  products.  The  element  of  promotion  profits  was  also  a 
conspicuous  feature  of  its  organization,  no  less  than  $10,000,000  of 
its  $46,325,000  issued  stock  going  for  this  purpose.     (See  p.  178.) 

The  tin-plate  industry  had  had  a  phenomenally  rapid  growth, 
largely  owing,  no  doubt,  to  the  heavy  import  duty  placed  upon  tin 
plate  in  the  McKinley  tariff.  Indeed,  the  industry  developed  so  rap- 
idly that  by  the  late  nineties  the  country's  output  was  practically  suf- 
ficient for  the  home  market.*  This  great  increase  in  production  was 
followed  by  extremely  severe  competition  and  sharp  reductions  in 
prices.  The  leading  officers  of  the  American  Tin  Plate  Company,  in 
subsequent  testimony  before  the  Industrial  Commission,  made  no 
secret  of  the  fact  that  a  desire  to  restrict  competition  was  largely  re- 
sponsible for  its  organization. 

As  already  stated,  the  company  was  organized  by  W.  H.  Moore  in 
the  latter  part  of  1898.  It  acquired  39  different  plants,  embracing 
altogether  279  mills.  This  comprised  almost  every  concern  making 
tin  plate  at  the  time,  and  the  new  company  had  a  closer  approach  to 
monopoly  than  did  any  other  large  steel  consolidation ;  indeed,  it  may 
fairly  be  termed  a  monopoly  so  far  as  the  industry  in  this  coimtry 
was  concerned. 

The  policy  of  eliminating  competition  was  still  further  manifested 
by  negotiations  undertaken  by  the  company  almost  immediately  after 
its  formation  to  control  the  supply  of  tin-plate  machinery,  with  a 

^  Occasional  exports  of  tin  plate  had,  indeed,  been  made ;  on  the  other  hand,  some  foreign 
tin  plate  was  still  sent  to  the  Pacific  coast,  the  relatively  low  rate  by  sailing  Tessel  enabling 
British  makers  to  compete  in  that  section  with  the  American  product. 
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view  of  preventing  the  construction  of  independent  tin-plate  mills. 
In  this  it  was  not  altogether  successful.  A  number  of  independent 
concerns  were  started ;  several  of  these,  however,  were  speedily  bought 
up  by  the  consolidated  company,  which,  for  several  years,  maintained 
not  only  a  dcnninating,  but  substantially  a  monopolistic  position  in 
its  branch  of  the  steel  industry. 

The  company  made  practically  a  single  product — tin  and  teme 
plate-  As  just  shown,  it  purchased  the  semifinished  steel  which  it 
needed,  largely  from  the  National  Steel  Company,  with  which  it  was 
closely  affiliated  through  more  or  less  ccnnmon  management. 

AiasBiCAN  Steel  Hoop  Compant. — ^This  company  was  organized 
in  April,  1899,  with  $33,000,000  capital  stock,  all  issued.  It  was  pri- 
marily a  combination  of  previously  competing  concerns,  and  a  desire 
to  limit  competition  and  afford  a  large  profit  to  the  promoters  was 
undoubtedly  the  ruling  motive  in  its  organization,  which  was  con- 
ducted by  W.  H.  Moore,  together  with  other  interests.  The  company 
was  a  consolidation  of  9  concerns  operating  blast  furnaces  and  roll- 
ing mills ;  its  principal  products  were  iron  and  steel  bars,  hoops  and 
bands,  cotton  ties,  and  iron  skelp.  It  was  comparatively  small,  with 
an  annual  output  of  about  700,000  tons  of  finished  product,  exclusive' 
of  some  surplus  pig  iron. 

Shortly  after  its  organization  the  company  strengthened  its  posi- 
tion by  the  acquisition  of  important  ore  and  coke  supplies.  As  pre- 
viously stated,  it  was  closely  affiliated  with  the  National  Steel  Com- 
pany. 

Ahsrican  Sheet  Steel  Company. — ^This  corporation,  organized 
early  in  1900,  was  also  one  of  the  group  of  "  Moore  "  steel  companies.^ 
It  had  $52,000,000  authwized  capital  stock,  of  which  $49,000,000  was 
issued.  It  was  virtually  a  counterpart  of  the  American  Tin  Plate 
Company,  in  that  it  was  organized  to  consolidate  previously  com- 
peting concerns,  and  in  that  it  was  engaged  in  the  manufacture  of 
practically  a  single  product — sheets.  Its  annual  capacity  was  in  the 
neighborhood  of  500,000  tons,  this  representing  about  70  per  cent  of 
the  country's  total  capacity  at  the  time  of  its  organization.  The 
element  of  integration  was  hardly  present  in  its  case. 

American  Steel  and  Wire  Company  of  New  Jersey. — ^This 
company  also  falls  in  that  class  of  consolidations  which  were  chiefly 
due  to  a  desire  to  restrict  competition  and  to  realize  a  large  promo- 
tion profit.  The  collapse  of  the  wire  nail  pool  in  the  latter  part  of 
1S%,  as  already  pointed  out,  was  followed  by  sharp  price  reductions, 
which  promptly  led  to  new  efforts  to  effect  a  combination  in  the  in- 
dustry along  more  permanent  lines.  In  March,  1898,  several  of  the 
larger  wire  concerns  were  merged  into  a  $24,000,000  concern — the 

^Th«  Moore  interests  subsequently  organized  the  American  Can  Company.  This  was 
B<%  acquired  by  the  United  States  Steel  Corporation. 
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American  Steel  and  Wire  Company  of  Illinois.  Within  a  year  this 
company  was  consolidated  with  most  of  the  outside  wire  makers  into 
the  American  Steel  and  Wire  Company  of  New  Jersey,  with 
$90,000,000  of  capital  stock,  all  issued. 

The  company's  chief  products  were  wire  nails,  plain  wire,  barbed 
wire,  and  wire  fencing.  It  had  a  rod-mill  capacity  of  something 
over  1,100,000  tons  and  a  capacity  for  wire  nails  of  rather  more  than 
10,500,000  kegs.i 

The  company  at  its  organization  produced  a  part  of  its  require- 
ments of  pig  iron  and  crude  steel,  so  that  it  enjoyed  some  degree  of 
integration  from  the  start.  It  immediately  strengthened  its  posi- 
tion  in  this  respect  by  the  acquisition  of  extensive  ore  properties  in 
the  Lake  region  and  considerable  coking-coal  and  other  coal  land  in 
Pennsylvania.  One  iron-ore  mine  alone,  the  Sauntry,  was  estimated 
to  contain  anywhere  from  25,000,000  to  over  75,000,000  tons.  In  a 
listing  application  submitted  to  the  New  York  Stock  Exchange  in 
August,  1899,  or  about  six  months  after  its  organization,  the  com- 
pany estimated  its  reserve  supply  of  coking  coal  to  be  at  least 
125,000,000  tons.  Several  hundred  coke  ovens  were  then  in  operation 
iand  more  under  construction.  Somewhat  later  the  company  acquired 
an  important  fleet  of  vessels  on  the  Great  Lakes.     (See  p.  131.) 

National  Tube  Company. — ^This  company,  formed  in  June,  1899, 
with  $80,000,000  capital  stock,  all  of  which  was  issued,  owed  its 
organization  chiefly  to  a  desire  to  restrict  competition  and  to  the 
activity  of  promoters.  It  was  a  merger  of  13  concerns.  The  largest 
of  these  was  the  National  Tube  Works  Company,  which  had  built  up 
very  comprehensive  plants  at  Pittsburg  and  McKeesport,  comprising 
blast  furnaces,  steel  works,  and  rolling  mills.  (See  p.  142.)  The 
Riverside  Iron  Works,  another  large  concern  also  acquired,  had 
plants  at  Wheeling  and  Benwood,  W.  Va.,  and  Steubenville,  Ohio. 
It  also  owned  considerable  coking-coal  property.  Most  of  the  other 
constituent  concerns  were  smaller. 

The  principal  product  of  the  company  was  iron  and  steel  wrought 
tubing.  Its  aggregate  capacity  was  officially  given  in  a  listing  state- 
ment to  the  New  York  Stock  Exchange  in  February,  1900,  at  over 
1,000,000  tons,  or  about  90  per  cent  of  the  country's  total.  It  appears, 
however,  that  this  was  an  overstatement,  and  that  its  proportion  was 
perhaps  not  over  75  per  cent.  As  shown  later,  the  company  was 
exceptionally  successful,-  and  this  notwithstanding  the  fact  that  it 
did  not  carry  the  policy  of  integration  as  far  as  did  some  of  the  other 
large  consolidations  just  described.  While  affiliated  through  banking 
connections  with  the  Federal  Steel  Company  (see  p.  105),  the  location 
of  most  of  the  National  Tube  Company's  plants  was  such  that  it 
depended  very  largely  upon  the  Carnegie  Company  for  a  supply 

^Iron  Age,  January  12,  1899,  page  21. 
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of  the  semifinished  steel  products  which  constituted  its  raw  mate- 
rial. Later,  however,  the  company  planned  to  make  itself  more  inde- 
pendent in  this  respect  by  the  construction  of  additional  steel  plants 
and  rolling  mills  for  the  production  of  semifinished  steel.  This 
change  in  policy,  as  shown  later,  had  an  important  bearing  upon  the 
organization  of  the  United  States  Steel  Corporation.     (See  p.  103.) 

American  BfimoE  Company. — ^This  company,  with  $70,000,000 
authorized  capital  stock,  of  which  about  $63,000,000  was  issued,  falls 
in  the  same  general  class  as  the  American  Tin  Plate  Company,  the 
American  Sheet  Steel  Company,  the  American  Steel  and  Wire  Com- 
pany, and  the  National  Tube  Company,  in  that  it  was  a  consolidation 
of  previously  competing  concerns.  The  plants  entering  the  combi- 
nation were  unrelated  units  dependent  upon  the  larger  steel  manu- 
facturers for  the  steel  which  constituted  their  raw  material,  and  the 
company  was  conspicuously  undeveloped  from  the  standpoint  of 
integration  of  productive  processes.  It  was  concerned  with  a  spe- 
cialty ;  that  is,  as  the  name  indicates,  the  erection  of  bridges.  It  also 
engaged  extensively  in  the  erection  of  steel  construction  for  build- 
ings. Its  annual  capacity  was  about  600,000  tons.  It  did  not  have 
as  high  a  degree  of  control  as  some  of  the  other  consolidations  here 
(]i>cussed. 

The  American  Bridge  Company,  through  banking  connections,  was 
afiliated  with  the  Federal  Steel  Company  and  the  National  Tube 
Company,  these  three  concerns  often  being  spoken  of  as  "  Morgan  " 
companies.  There  was  no  such  marked  affiliation  from  a  manufac- 
turing standpoint,  however,  as  noted  in  the  case  of  the  "Moore" 
companies.  This,  as  just  shown,  was  partly  due  to  the  western  loca- 
tion of  the  principal  steel  works  of  the  Federal  Steel  Company, 
which  made  it  impracticable  to  supply  the  Tube  and  Bridge  con- 
cerns with  their  requirements  of  steel  in  competition  with  the  Car- 
negie Company  and  other  eastern  concerns. 

Shelby  Steel.  Tube  Company. — ^This  company,  capitalized  at 
§15,000,000,  was  a  consolidation  of  practically  all  the  important  con- 
t^ms  engaged  in  the  manufacture  of  drawn  or  seamless  tubing.  A 
preliminary  consolidation  of  several  seamless-tube  companies  was 
fonned  in  1897  under  a  Pennsylvania  charter;  the  new  concern 
claimed  to  have  about  90  per  cent  of  the  country's  output  at  that 
time.  In  1899  several  other  concerns  were  acquired,  and  in  1900 
the  company  was  reorganized  under  New  Jersey  laws.  The  company, 
it  will  be  seen,  manufactured  a  specialty,  and  it  depended  on  other 
steel  concerns  for  its  supply  of  crude  steel.  In  its  own  field  it  had 
\  for  a  time  a  substantial  monopoly.  Later  the  National  Tube  Com- 
pany took  up  the  manufacture  of  seamless  tubing,  and  apparently 
^'ut  into  the  business  of  the  Shelby  concern  heavily. 

L.\KE  Superior  CoNSOLroAXED  Iron  Mines. — ^This  company,  or- 
ganized in  1898,  was  largely  owned  by  Standard  Oil  capitalists.    Its 
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outstanding  capital  stock  in  1901  was  about  $29,400,000,  all  of  one 
class.  It  was  not  engaged  in  manufacturing  in  any  way,  but  was 
simply  an  ore-producing  and  transportation  concern.  It  was  virtu- 
ally the  counterpart  of  the  Minnesota  Iron  Company  in  that  it  had 
extensive  holdings  of  valuable  iron-ore  properties  and  an  important 
ore-carrying  road — the  Duluth,  Missabe  and  Northern.  The  con- 
trolling interest  in  this  company,  furthermore,  was  the  owner  of  the 
largest  fleet  of  ore  vessels  on  the  Great  Lakes.  (See  p.  149.)  As 
shown  above,  the  company  in  1896  entered  into  a  very  important  ore 
contract  with  the  Carnegie  Steel  Company  (Ltd.).  On  account  of  its 
vast  holdings  of  ore  and  its  large  transportation  interests,  the  Lake 
Superior  Consolidated  Iron  Mines  occupied  an  exceedingly  impor- 
tant position  in  the  ore  industry,  and  one  which  enabled  it  to  secure 
favorable  terms  from  the  United  States  Steel  Corporation  when  it 
was  acquired  by  that  concern  in  1901. 

Section  11.  Other  principal  consolidations  and  companies  in  the  steel 
industry. 

Aside  from  the  companies  discussed  in  the  preceding  section,  which 
were  later  acquired  by  the  United  States  Steel  Corporation,  a  niunber 
of  other  important  consolidations  in  the  steel  industry  were,  as  shown 
in  Table  1,  on  page  81,  organized  in  the  late  nineties.  The  more 
important  of  these  concerns  engaged  in  the  manufacture  of  primary 
products  were  the  Republic  Iron  and  Steel  Company  and  the  Sloss- 
ShefBeld  Steel  and  Iron  Company. 

Republic  Iron  and  Steel  Company. — This  company,  incorporated 
in  New  Jersey  in  May,  1899,  with  $47,500,000  issued  stock  was  a  con- 
solidation of  iron  rolling  mills  chiefly  in  Ohio  and  Indiana ;  it  also 
took  in  some  plants  in  the  Birmingham  district.  In  all  it  included  5 
blast  furnaces  and  about  30  rolling  mills.  Its  capacity  of  bar-iron 
and  rolled-iron  products  at  its  organization  was  approximately 
1,000,000  tons. 

The  primary  object  of  this  consolidation  was  restriction  of  com- 
petition. A  large  stock  bonus  to  the  promoters  was  also  a  feature  of 
its  organization.  However,  the  company  even  at  its  formati(Hi 
showed  some  degree  of  integration.  Through  subsidiary  concerns 
it  acquired  several  iron  mines  in  the  Lake  Superior  district,  as  well 
as  coke  property  in  tlie  Connellsville  region.  It  also  had  some 
soutliem  ore  and  coal  properties.  Shortly  after  its  organization  a 
vigorous  policy  of  concentration  was  adopted.  A  large  number  of 
rolling  mills  which  were  poorly  equipped  or  badly  located  were  dis- 
mantled and  abandoned,  and  in  their  stead  the  company  erected  a 
large  steel  plant,  at  Youngstown,  Ohio. 

Sloss-Sheffieij)  Steel  and  Iron  Company. — ^This  company,  in- 
corporated in  August,  1899,  was  a  consolidation  of  blast  furnaces  at 
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Sheffield,  Birmingham,  and  Florence,  Ala.  The  chief  motive  of  its 
organization  was  a  desire  to  secure  greater  integration  and  particu- 
larly to  obtain  control  of  additional  coal  and  ore  properties.  The 
company  dealt  extensively  in  steam  coal.  It  also  had  a  large  num- 
ber of  coke  ovens,  with  an  annual  capacity  of  over  350,000  net  tons ; 
its  pig-iron  capacity  (gross  tons)  was  about  the  same.  The  company 
has  never  manufactured  steel.  The  authorized  capital  stock  of  the 
c(Mnpany  was  $20,000^000,  of  which  about  $14,200,000  was  issued. 

Section  12.  Expansion  by  older  iron  and  steel  ooncenu. 

Concurrently  with  this  organization  of  great  consolidations,  there 
occurred  a  reorganization  and  expansion  of  several  other  large  con- 
cerns in  the  iron  and  steel  industry.  The  more  important  instances 
of  this  sort  are  summarized  in  the  following  table : 

Table  2.— REORGANIZATIONS  AND  EXPANSIONS  OP  IMPORTANT  IRON  AND 
STEEL  COMPANIES  NOT  NEW  CONSOLIDATIONS.   1898-1900. 


Company. 


ramtMia  Steel  Company 

Colondo  Fuel  and  Iron  Com  pany  * 

JoiM9ALai]ghlln0(Ltd.)4 

Uckawanna  Iron  and  Steel  Company  * 

PennsylTsnia  Steel  Company 

TcnneMBc  Coal,  Iron  and  Railroad  Company. 


Authorized  caidtalizatlon  Just  after  time 
of  readjustment 


Preferred 
stock. 


$2,000,000 


25,000,000 
1,000,000 


Common 
stock. 


1  $50,000,000 
23,000,000 
20.000,000 
25,000,000 
25,000,000 
23,000,000 


Bonds. 


'$6,950,000 


•7,000,000 
12,603,000 


>  The  original  company  of  this  name  was  Incorporated  In  1898  with  a  capital  of  $16,000,000  to  lease  the 
Cimbria  Iron  Company.    The  company  was  reorganized  with  the  above  authorized  capital  in  1901. 

>  Tfah  eompany  was  incorporated  in  1892.  In  1899,  however,  it  effected  a  rearrangement  of  its  flnanoes, 
lu  capitalization  being  increased  to  the  figures  shown  above.  Since  then  there  has  been  a  further  increase 
inespjtallzatinfn 

I  loehidlng  underiylng  bonds. 

*  Tbis  company,  which  was  organized  in  Aprfl,  1900,  to  succeed  the  former  partnership,  became  In  August, 
190?,  the  Jones  A  Tianghlln  Steel  Company,  with  a  capital  of  $30,000,000  and  an  authorized  bond  issue  of 
110,080,000.    The  bond  issue  was  subsequently  increased. 

'  This  company  was  an  expansion  of  the  Lackawanna  Iron  and  Steel  Company,  of  Pennsylvania,  capital- 
ttd  at  $3,75O,0Q0l  In  February,  1902,  this  company  was  succeeded  by  the  Lackawanna  Stool  Company  of 
New  York,  with  an  authorized  capital  of  $40,000,000,  which  was  later  increased  to  $70,000,000.  The  new 
iompiny  also  has  a  large  bonded  debt. 

*  Uoderl  jing  bonds. 

Owing  to  the  importance  of  these  companies,  brief  mention  of 
their  organizations  and  operations  may  be  made  at  this  point. 

Jones  &  Lauohlins  (Ltd.). — The  two  partnerships  of  the  Jones 
4  Laughlin  interests  noted  on  page  64  were  in  1900  consolidated  as 
Jones  A  Laughlins  (Ltd.),  with  a  capital  stock  of  $20,000,000.  The 
(^mpany  was  at  this  time  a  large  manufacturer  of  billets  and  other 
crude  steel'  and  the  heavier  classes  of  finished  products,  such  as  bars, 
plates,  angles,  and  certain  special  lines.    The  company  has  since 
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greatly  expanded  the  volume  and  the  scope  of  its  business  and  has 
carried  the  policy  of  integration  to  an  advanced  point,  until  to-day 
it  is  perhaps  the  most  important  factor  in  the  steel  industry  outside 
of  the  United  States  Steel  Corporation, 

Lackawanna  Iron  and  Steel  Company. — ^The  Lackawanna  Iron 
and  Steel  Company  in  the  latter  part  of  1899  determined  to  build  a 
large  plant  on  Lake  Erie,  near  Buffalo,  and  in  December  of  that  year 
increased  its  capital  stock  from  $3,750,000  to  $25,000,000.  In  1902 
the  Lackawanna  Steel  Company  (of  New  York)  was  formed  as  the 
central  concern  with  a  capital  stock  of  $40,000,000,  since  increased  to 
$70,000,000,  about  half  of  which  amount  is  issued ;  the  company  has 
also  issued  a  large  amount  of  bonds.  The  company  manufactures 
all  the  heavier  forms  of  steel,  such  as  rails,  bars,  and  beams,  and  it 
also  has  various  finishing  mills  for  lighter  rolled  products.  It  has 
extensive  holdings  of  ore  and  coal  property. 

Pennsylvania  Steel  Company. — In  the  early  part  of  1901  this 
company  (see  p.  64)  was  reorganized  under  New  Jersey  laws  with 
an  authorized  capital  of  $50,000,000,  of  which  $16,500,000  preferred 
and  $10,750,000  common  stock  were  issued.  At  this  time  a  con- 
trolling interest  in  the  company  was  acquired  by  the  Pennsylvania 
Railroad.  The  company  greatly  extended  its  operations,  a  special 
feature  being  the  acquisition  of  the  very  important  Cuban  ore  prop- 
erty of  the  Spanish  American  Iron  Company. 

Cambria  Steel  Company. — ^This  concern  was  organized  in  1898, 
with  a  capital  stock  of  $16,000,000,  to  lease  the  property  of  the  Cam- 
bria Iron  Company  (briefly  described  on  p.  65)  for  a  period  of  999 
years.  Still  later  there  was  a  further  reorganization  and  increase  in 
capitalization.  The  company  later  materially  expanded  its  manu- 
facturing operations.  Its  ore  is  chiefly  derived  from  the  Lake  region, 
where  it  has  important  reserves. 

Tennessee  Coal,  Iron  and  Railroad  Company. — This  company, 
which,  down  to  1898,  was  concerned  with  the  operation  of  coal  prop- 
erties and  the  manufacture  of  pig  iron,  in  that  year  began  the  con- 
struction of  a  steel  plant  at  Ensley,  Ala.,  for  the  manufacture  of 
basic  open  hearth  steel.  A  large  increase  in  its  investment  was  made 
at  that  time.  The  issued  capital  stock  of  the  company  in  1900  was 
about  $23,000,000  and  there  was  a  bonded  indebtedness  of  about 
$12,000,000.  As  noted  elsewhere,  in  1907  the  Tennessee  Coal,  Iron 
and  Railroad  Company  was  acquired  by  the  United  States  Steel 
Corporation,  but  at  the  period  now  under  discussion  it  is  properly 
grouped  with  the  so-called  "  outside  "  steel  companies.  One  of  the 
most  important  assets  of  the  company  was  its  extensive  ore  property. 

Colorado  Fuel  and  Iron  Company. — ^The  organization  of  this 
company  has  been  sufficiently  described  on  page  64.  In  1899  the  com- 
pany greatly  expanded  its  operations  by  the  construction  of  a  new 
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Bessemer  steel  plant^open  hearth  steel  works,  and  finishing  mills  for 
the  production  of  a  large  variety  of  steel  products.  At  this  time  its 
authorized  capital  stock  was  increased  from  $13,000,000  to  $25,000,000. 
In  recent  years  the  capitalization  has  been  increased  and  the  plants 
have  been  still  further  enlarged.  As  already  pointed  out,  the  com- 
pany has  important  ore  and  coal  properties. 

Section  13.  General  tendency  of  leadings  conoeniB  in  the  ateel  industry  to 
lecure  greater  integration. 

From  what  has  been  said,  it  is  apparent  that  as  a  rule  the  great 
ir<m  and  steel  concerns,  particularly  those  making  crude  and  semi- 
finished steel,  were  all  striving  at  the  close  of  the  nineties  thoroughly 
to  fcMTtify  themselves  for  the  future  by  acquiring  liberal  reserves  of 
the  two  great  raw  materials,  ore  and  coking  coal,  and  by  the  erection 
of  additional  manufacturing  plants.  Moreover,  several  concerns 
which  made  more  elaborated  products,  and  which  at  their  organiza- 
tion were  wholly  dependent  upon  other  steel  makers  for  their  sup- 
plies of  crude  and  semifinished  steel,  were  also  following  the  lead  of 
these  larger  companies. 

It  is  obvious  that  the  Carnegie  Company  was  in  an  exceptionally 
strong  position.  With  respect  to  the  expansion  and  coordination  of 
manufacturing  processes  this  company  probably  led  all  its  rivals,  the 
efficiency  of  its  organization  being  a  byword  in  the  trade.  Its  reserves 
of  ore  were  enormous  and  its  holdings  of  coking-coal  property  far 
exceeded  those  of  any  other  steel  concern.  It  had  an  important  ad- 
vantage from  the  standpoint  of  transportation  over  most  of  its  rivals 
in  the  Pittsburg  district.  It  is  true  that  the  company  did  not  have 
its  own  railroad  transportation  facilities  for  ore  in  the  Lake  region. 
The  Carnegie  concern,  was,  however,  rapidly  becoming  independent 
with  respect  to  the  transportation  of  ore  on  the  Great  Lakes. 

The  Federal  Steel  Company,  as  shown,  was  also  a  very  highly  in- 
tegrated concern,  controlling  not  only  the  production  of  ore  but  also 
its  transportation  by  rail  to  the  head  of  the  Lakes  and  by  vessel  to  its 
principal  manufacturing  plants  (those  at  Chicago,  111.,  and  Lorain, 
Ohio).  It  also  had  other  extensive  railroad  facilities  and  a  large 
amount  of  coking-coal  property.  The  arrangement  of  its  manufac- 
turing properties  was  somewhat  less  compact  than  those  of  the  Car- 
negie Company.  However,  it  had  some  advantage  in  reaching  west- 
ern markets  by  reason  of  its  Chicago  location. 

The  National  Steel  Company,thecentral  organization  of  the  "Moore" 
group,  while  distinctly  behind  either  the  Carnegie  Company  or  the 
Federal  Steel  Company,  nevertheless,  it  will  be  seen,  had,  by  the  acqui- 
sition of  ore  and  coal  reserves  and  a  fleet  of  ore  vessels,  attained  a 
position  of  marked  independence  which  it  was  steadily  strengthening. 
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Furthermore,  the  close  affiliations  of  this  concern  with  the  other 
"  Moore  "  companies — ^the  American  Tin  Plate  Company,  the  Amer- 
ican Sheet  Steel  Company,  and  the  American  Steel  Hoop  Company- 
tended  to  round  out  the  operations  of  the  group  as  a  whole,  and  by 
assuring  the  National  Steel  Company  of  a  market  for  practically  all 
of  its  output  of  crude  steel  and  pig  iron  it  added  a  decided  element 
of  strength.  While  any  one  of  these  "  Moore  "  concerns  alone,  with 
the  exception  of  the  National  Steel  Company,  would  have  been  dis- 
tinctly vulnerable,  their  close  affiliations  made  the  group  as  a  whole 
a  very  formidable  factor  in  the  industry. 

These  three  concerns — ^the  Carnegie  Company,  the  Federal  Steel 
Company,  and  the  National  Steel  Company — were  by  far  the  most 
important  and  most  strongly  intrenched  factors  in  the  steel  industry 
so  far  as  those  companies  which  later  made  up  the  Steel  Corporation 
are  'concerned.  Several  of  the  crude-steel  making  companies  which 
did  not  later  enter  the  Steel  Corporation  were  also  well  integrated. 
The  location  of  some  of  these,  however,  or  the  character  of  their  busi- 
ness, placed  them  in  a  rather  different  class  than  the  companies  just 
described. 

Integration  had,  moreover,  been  carried  to  a  considerable  distance 
by  the  American  Steel  and  Wire  Company  and  a  few  of  the  other 
consolidations  making  the  lighter  steel  products,  but  these  companies 
were  not  in  the  same  class  in  this  respect  with  the  larger  concerns 
just  referred  to. 

As  shown  in  the  following  section,  the  marked  degree  of  integration 
and  concentration  effected  by  large  steel  companies  in  the  late  nine- 
ties and  the  lack  or  incompleteness  of  integration  by  some  of  the 
other  concerns  had  an  exceedingly  important  bearing  upon  the  f onna- 
tion  of  the  United  States  Steel  Corporation. 

m.  OBGAKIZATION  OF  THE  UNITED  STATES  STEEL  COBPOBATIOK 

IN  1901. 

Section  14.  Fundamental  causes  of  this  consolidation. 

The  fundamental  causes  of  the  formation  of  the  United  States 
Steel  Corporation  were  substantially  the  same  as  in  the  case  of  the 
earlier  consolidations  described  above,  namely,  (1)  restriction  or  pre- 
vention of  competition  by  combination;  (2)  integration;  (3)  stock 
inflation. 

While  in  the  case  of  the  several  consolidations  thus  far  considered 
all  three  of  these  causes  were  not  invariably  present,  all  of  them  were 
factors  in  the  organization  of  the  Steel  Corporation,  and  the  same 
processes  already  described  were  repeated  there  in  a  more  compre- 
hensive manner  and  on  a  vaster  scale. 

The  restriction  of  competition  was  the  controlling  motive  in  the 
organization    of   the   Steel    Corporation.    While   competition   had 
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already  been  greatly  restricted  in  certain  branches  of  the  steel  indus- 
try, a  striking  result  of  the  consolidation  movement  above  described 
was  that  competition  was  not  thereby  destroyed.  Instead  it  soon 
developed  that  the  formation  of  these  great  consolidations  was  likely 
to  bring  on  an  era  of  competition  more  severe  than  any  the  industry 
had  yet  experienced.  This  unforeseen  outcome  of  consolidation,  as 
explained  below,  was  largely  due  to  the  tendency  of  these  great  con- 
solidations to  secure  greater  integration  and  thus  to  make  themselves 
practically  independent  in  all  stages  of  production  from  the  ore  up. 

The  economies  and  commercial  advantages  rendered  possible  by 
integration  through  a  still  greater  merger  were  also  considerable, 
and,  moreover,  furnished  a  convenient  argument  in  attempts  to 
justify  the  merging  of  these  competing  concerns.     (See  p.  108.) 

The  third  factor,  namely,  the  inflation  of  securities,  was  also  ex- 
tremely important.  The  upward  swing  of  trade  and  industry  in  the 
United  States  had  not  exhausted  its  vigor,  and  the  business  world  was 
still  ready  to  support  vast  commercial  and  financial  undertakings. 

There  was  thus  brought  about  a  temporary  conjunction  of  condi- 
tions in  the  industry  which  presented  an  extraordinary  inducement 
to  prevent  a  bitter  commercial  conflict,  and  at  the  same  time  a  re- 
markable opportunity  to  organize  a  consolidation  which  promised 
to  yield  unexampled  profits  from  the  flotation  of  an  enormous  amount 
of  watered  stock. 

For  a  clear  understanding  of  the  real  significance  of  the  organiza- 
tion of  the  Steel  Corporation,  it  is  necessary  to  describe  the  situation 
in  some  detail. 

PosmoN  OF  THE  STEEL  INDUSTRY. — ^Thc  preceding  discussion  has 
shown  that  a  remarkable  condition  had  been  reached  in  the  iron  and 
steel  industry  by  the  close  of  the  year  1900.  In  the  first  place,  the 
manufacture  of  crude  and  semifinished  steel  was  largely  in  the 
hands  of  a  comparatively  few  great  concerns.  The  manufacture  of 
several  of  the  more  finished  lines,  such  as  wire  and  wire  products,  tin 
plate,  sheets,  and  tubes,  moreover,  had  been  substantially  transferred 
to  another  group  of  consolidations,  each  of  which  with  few  excep- 
tions had  a  more  or  less  monopolistic  position.  These  latter  con- 
cerns were  in  great  measure  dependent  upon  the  larger  steel  makers 
for  a  supply  of  their  raw  material,  namely,  semifinished  steel.  The 
larger  steel  concerns,  on  the  other  hand,  were  chiefly  engaged  in  the 
manufacture  of  crude  and  semifinished  steel  or  of  heavier  finished 
steel  products,  such  as  rails  and  structural  material,  which  did  not 
bring  them  directly  in  conflict  with  the  group  of  concerns  making  the 
more  elaborated  products. 

The  relationships  of  the  companies  in  these  two  groups  to  one 
another  have  already  been  partly  indicated  in  the  preceding  discussion. 
These  relationships  had,  however,  such  a  vital  bearing  upon  the 
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organization  of  the  Steel  Corporation  that  they  may  be  briefly  sum- 
marized at  this  point. 

The  large  consolidations  which  were  subsequently  merged  into  the 
Steel  Corporation  may  be  conveniently  grouped  in  two  classes — (1) 
the  "  primary  group,"  or  those  making  chiefly  semifinished  steel  and 
heavy  steel  products,  and  (2)  the  "  secondary  group,"  consisting  of 
those  making  lighter  and  more  elaborated  products. 

The  primary  group  of  companies  comprised  the  Carnegie  Com- 
pany, the  Federal  Steel  Company,  and  the  National  Steel  Company. 
Of  these,  the  Carnegie  Company  was,  of  course,  the  most  important. 
As  already  shown,  it  was  a  highly  integrated  concern,  completely 
independent  as  to  the  production  of  its  raw  materials,  and  also  pig 
iron  and  crude  steel.  It  also  had  very  important  transportation 
facilities.  The  company,  however,  depended  to  a  considerable  extent 
for  the  marketing  of  its  semifinished  steel  products  (which  com- 
prised a  very  large  portion  of  its  total  output)  upon  other  steel 
manufacturers,  who  used  such  semifinished  steel  as  their  raw  mate- 
rial. Some  of  its  most  important  customers,  in  fact,  were  concerns 
in  the  second  group  of  consolidations  just  noted. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie  Ccwnpany,  being  very  thoroughly  integrated, 
with  extensive  holdings  of  iron-ore  and  coking-coal  lands,  and  with 
even  more  important  transportation  facilities.  A  rather  larger  pro- 
portion of  its  crude  steel  was  worked  up  into  finished  forms  (chiefly 
heavy  lines)  than  in  the  case  of  the  Carnegie  Company;  nevertheless, 
the  company  depended  upon  other  steel  manufacturers  for  an  outlet 
for  a  part  of  its  production. 

The  National  Steel  Company,  while  thoroughly  integrated  with 
respect  to  raw  materials,  was  almost  entirely  dependent  upon  other 
manufacturers  for  a  market  for  its  steel,  which,  as  already  shown, 
consisted  chiefly  of  such  semifinished  products  as  billets,  sheet  bars, 
and  tin-plate  bars.  This  company,  however,  had  a  ready  market  for 
the  bulk  of  its  steel  products,  because  of  its  close  afiiliation  with  the 
other  so-called  "  Moore  "  concerns,  the  Tin  Plate,  Sheet  Steel,  and 
Steel  Hoop  companies. 

It  is  obvious,  therefore,  that  all  three  of  these  steel-making  con- 
cerns, despite  their  great  size,  were  in  a  measure  dependent  upon 
other  manufacturers. 

A  very  important  concern  closely  connected  with  this  primary 
group  of  steel-making  companies  was  the  Liake  Superior  Consolidated 
Iron  Mines,  controlled  by  Standard  Oil  interests.  This  company 
had  enormous  holdings  of  ore  in  the  Lake  region,  as  well  as  a  very 
important  ore  railroad  to  upper  Lake  ports — the  Duluth,  Missabe 
and  Northern.  Moreover,  as  previously  stated,  the  controlling  inter- 
ests in  this  concern  also  controlled  the  Bessemer  Steamship  Company, 


UNITED  STATES  STEELi  CORPORATION.  101 

which  owned  the  largest  fleet  of  vessels  on  the  Great  Lakes.  These 
interests  were  not  engaged  in  steel  manufacture  in  any  way. 

The  principal  concerns  in  the  secondary  group  were  the  American 
Steel  and  Wire  Company,  the  National  Tube  Company,  the  American 
Tm  Plate  Company,  the  American  Sheet  Steel  Company,  the  Ameri- 
can Steel  Hoop  Ccwipany,  and  the  American  Bridge  Company. 

ITie  American  Steel  and  Wire  Company,  it  will  be  remembered, 
originally  had  a  substantially  monopolistic  control  of  the  produc- 
tion of  wire  products  in  the  United  States.  Its  position  with  respect 
to  its  chief  raw  material,  namely,  steel  billets,  was  not  nearly  so 
strong.  Instead  it  purchased  a  very  large  proportion  of  its  billet 
requirements.  While  the  subsequent  efforts  of  the  company  toward 
further  integration  through  purchases  of  iron-ore  and  coking-coal 
properties,  and  the  erection  of  additional  blast  furnaces,  considerably 
improved  its  position  in  this  respect,  nevertheless  it  was  not  thor- 
oughly integrated  in  1900,  and  was  still  very  largely  dependent  upon 
the  large  steel  makers.  However,  it  contemplated  carrying  the 
processes  of  integration  much  further  by  ihe  erection  of  additional 
steel  works  of  large  capacity. 

The  National  Tube  Company,  which  at  its  organization  acquired 
about  75  per  cent  of  the  production  of  iron  and  steel  wrought  tubing 
in  the  United  States,  was  only  partially  integrated.  While  two  of 
its  principal  plants,  those  of  the  old  National  Tube  Works  Com- 
pany and  of  the  Riverside  Iron  Works,  embraced  blast  furnaces, 
steel  works,  and  rolling  mills  (the  Riverside  concern,  moreover,  hav- 
ing considerable  coking-coal  property),  the  company  nevertheless 
bought  a  large  amount  of  its  requirements  of  semifinished  steel  in 
the  open  market. 

The  American  Bridge  Company  was  not  only  somewhat  weaker 
with  respect  to  its  control  of  its  particular  branch  of  the  steel  in- 
dustry, but  was  almost  entirely  dependent  upon  other  producers  for 
its  principal  raw  material — structural  steel. 

TTie  American  Tin  Plate  and  the  American  Sheet  Steel  companies, 
both  of  which  were  "  Moore  "  concerns,  had  a  very  high  degree  of 
control  of  their  respective  branches  of  the  steel  industry,  particularly 
the  Tin  Plate  concern,  which,  it  w^ill  be  remembered,  originally  en- 
joyed an  almost  complete  monopoly  of  the  production  of  tin  plate. 
Neither  of  these  concerns  was  integrated  to  any  important  extent; 
however,  through  their  close  affiliation  with  the  National  Steel  Com- 
pany, another  "  Moore  "  consolidation,  they  were  well  protected  with 
respect  to  the  requirements  of  their  raw  materials — sheet  bars  and  tin- 
plate  bars.  The  weakness  of  these  concerns  when  considered  individ- 
ually was,  therefore,  partly  made  up  through  this  close  relationship 
with  the  National  Steel  Company. 
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The  American  Steel  Hoop  Company  (also  a  "Moore"  concern) 
was  partially  integrated  at  its  organization,  having  a  number  of  blast 
furnaces  and  steel  works,  in  addition  to  its  hoop  mills ;  moreover,  as 
already  shown,  the  company  after  its  organization  acquired  some 
iron-ore  and  coking-coal  property.  The  affiliation  of  this  company 
with  the  National  Steel  Company  also  somewhat  strengthened  its  po- 
sition. Nevertheless,  the  company  was  of  decidedly  subordinate  im- 
portance  in  comparison  with  most  of  the  other  large  concerns  under 
discussion,  and  easily  vulnerable  to  attack. 

At  the  organization  of  these  great  companies,  therefore,  there  was 
a  marked  degree  of  interdependence  among  them.  For  a  short  time 
after  their  formation  this  general  situation  was  fairly  well  main- 
tained. The  three  largest  concerns — ^the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — still  re- 
stricted their  operations  for  the  most  part  to  the  production  of  crude 
steel  or  the  cruder  and  simpler  steel  products  which  they  had  pre- 
viously made,  while  those  consolidations  making  more  highly  finished 
products  continued  to  buy  a  large  portion  of  their  requir^nents  of 
iron  and  steel  from  the  principal  steel-making  concerns  just  named. 

This  balance  or  adjustment  of  trade  conditions  was,  however, 
speedily  disturbed.  As  already  shown,  the  makers  of  the  lighter 
forms  of  steel  products  began  to  extend  the  scope  of  their  activities, 
or  to  plan  such  extensions,  with  a  view  to  supplying  themselves  with 
the  raw  material  of  manufacture,  namely,  the  semifinished  steel 
hitherto  purchased  from  others. 

In  other  words,  just  at  the  time  that  concerns  like  the  Carnegie 
and  Federal  Steel  companies  had  extended  their  investment  in  raw 
materials  and  transportation  facilities  and  had  greatly  enlarged  their 
plant  capacity,  they  were  confronted  with  the  loss  of  the  patronage 
of  some  of  their  best  customers,  because  the  latter,  in  turn,  had  been 
extending  their  activities  in  the  same  directions.  Under  these  cir- 
cumstances a  counterpolicy  of  extension  into  finished  lines  by  the 
larger  steel  concerns  became  almost  imperative.  This  counterstroke 
was,  in  fact,  promptly  threatened,  and  the  whole  industry  was  un- 
settled by  the  prospect  of  an  era  of  extremely  severe  competition. 

This  threatened  competition  should  be  regarded  particularly  from 
two  standpoints — ^first,  it  meant  an  enormous  enlargement  of  pro- 
ductive capacity,  and  one  which  would  apparently  exceed  the  nor- 
mal consuming  power  of  the  country  for  a  long  time  to  come,  and, 
second,  it  meant  the  breaking  down  of  the  extremely  profitable  quasi- 
monopolies  already  established  in  particular  products  of  the  industry, 
such  as  wire,  tubes,  tin  plate,  and  sheets.  Both  considerations  ob- 
viously threatened  to  reduce  profits  in  the  steel  industry  to  a  decidedly 
lower  level. 
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In  the  year  1900  the  prospective  loss  of  business  for  the  great  steel- 
producing  companies,  accompanied  by  a  slackened  activity  in  the 
trade,  developed  an  exceedingly  acute  situation.  The  Federal  Steel 
Company  prepared  to  take  up  the  manufacture  of  several  lines  of 
finished  products,  namely,  structural  material,  universal  plates,  and 
tabes.  In  the  summer  of  the  same  year  it  was  reported  that  the  Car- 
negie Company  would  go  into  the  manufacture  of  wire  rods  on  an 
extensive  scale,  thus  "invading"  the  territory  of  the  secondary 
group.  This  action  was  generally  regarded  as  a  blow  at  the  American 
Steel  and  Wire  Company,  which  had  just  threatened  to  erect  addi- 
tional blast  furnaces  and  a  large  steel  plant.  Keports  of  further  im- 
portant plans  of  the  Carnegie  Company  for  extending  its  lines  of 
production  of  finished  products  were  current  during  the  year  1900, 
and  early  in  1901  the  definite  announcement  was  made  that  the  com- 
pany was  about  to  take  up  the  manufacture  of  steel  tubes  in  a  new 
plant  of  enormous  capacity,  to  be  constructed  at  Conneaut  Harbor, 
Ohio.  This  announcement,  moreover,  was  made  in  such  a  way  that 
it  could  be  interpreted  only  as  a  declaration  on  the  part  of  the  Carnegie 
interests  that  they  did  not  propose  to  submit  idly  to  the  loss  of  ton- 
nage threatened  by  the  plans  of  some  of  the  larger  consolidations 
making  finished  products,  which  previously  had  been  among  their 
largest  cust<xners.  Not  only  was  this  -the  interpretation  of  the  com- 
l)any's  move  placed  on  it  by  the  trade,  but  it  was  expressly  stated  in 
a  newspaper  article  as  representing  the  attitude  of  Mr.  Carnegie 
himself.   This  will  be  seen  from  the  following  excerpt: 

Mr.  Carnegie's  personal  view  of  the  situation  may  be  authori- 
tatively stated  as  follows:    *    ♦    ♦ 

The  "National  Tube  Company  formerly  obtained  its  steel  billets 
from  the  Carnegie  Company,  but  decided  to  erect  blast  furnaces . 
and  mills  to  supply  itself.    Naturally,  the  Carnegie  Company 
then  announced  that  it  would  be  forced  to  erect  mills  to  finish 
its  own  product  into  tubes.^ 

The  intention  of  the  Carnegie  interests  to  extend  their  manufacture 
of  finished  lines  had,  indeed,  been  contemplated  for  some  time.  In 
an  interview  in  the  London  Iron  and  Coal  Trades  Review  of  May  12, 
1899,  Mr.  Carnegie  was  quoted  as  saying : 

Yes,  we  have  been  erecting  several  new  departments,  including 
what  I  believe  will  be  the  largest  axle  factory  in  the-  world. 
Why,  it  may  be  asked,  should  steel  makers  make  plates  for  other 
firms  to  work  up  into  boilers,  when  they  can  manufacture  the 
boUers  tiiemsdves?  Or  beams  and  girders  for  bridges,  when 
they  can  turn  out  and  build  up  the  completed  article,  or  plates 
for  pipes  when  they  can  make  the  pipes  ?  I  think  the  next  step 
to  be  taken  by  steel  makers  will  be  to  furnish  finished  articles 
ready  for  use.  In  the  future  the  most  successful  firms  will  be 
those  that  go  the  farthest  in  this  direction. 

^ .  ^ — • — - — ■  «r  ■ 

^Kew  York  ETenlng  Post,  January  21,  1901. 


104  THE  STEEL  INDUSTRY. 

Furthermore  this  proposed  entrance  of  the  Carnegie  concern  into 
the  tube  business  was  regarded  by  the  trade  as  the  forerunner  of 
stiU  further  projects.  In  fact,  the  announcement  was  almost  imme- 
diately followed  by  a  well-defined  report  that  the  Carnegie  Company 
would  at  once  invade  the  field  of  the  American  Sheet  Steel  Com- 
pany by  the  erection  of  a  sheet  plant  at  Duquesne,  capable  of  turning 
out  60,000  tons  of  sheets  annually.  Simultaneously  there  were  re- 
ports that  the  company  would  speedily  take  up  the  manufacture  of 
tin  plate  on  a  large  scale. 

This  unmistakable  evidence  of  an  aggressive  policy  of  retaliation 
on  the  part  of  the  Carnegie  concern,  accompanied  as  it  was  by  the 
important  extensions  into  the  manufacture  of  finished  articles  an- 
nounced by  the  Federal  Steel  Company,  revealed  sharply  the  trend 
of  the  existing  conditions,  and  naturally  had  a  very  disquieting 
effect  in  the  trade  and  in  financial  circles.  Both  the  trade  journals 
and  the  financial  press  were  filled  with  articles  to  the  effect  that  a 
"  battle  of  the  giants  "  in  the  steel  industry  was  at  hand. 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Company, 
while  likely  at  first  to  lose  some  business,  might  be  expected  in  the 
long  run  to  maintain,  and  even  to  increase,  its  dominating  position  in 
the  industry.  Its  long  established  business,  the  modem  character  of 
its  plants,  its  efficient  technical  and  commercial  organization,  as  well 
as  its  strong  financial  position,  made  it  easily  superior  to  any  of  its 
competitors.  It  had  a  distinct  advantage  in  all  these  respects  over 
even  the  Federal  Steel  Company,  which  was  its  largest  rival,  but 
whose  plants  were  for  the  most  part  less  modern  and  also  widely  sep- 
arated geographically.  There  was  no  question  that  if  the  Carnegie 
Company,  with  its  unlimited  means  and  efficient  organization,  went 
into  the  manufacture  of  wire,  tubes,  sheets,  or  tin  plate  it  would  be 
more  than  able  to  hold  its  own  against  the  respective  large  consolida- 
tions which  produced  those  products,  and  which  in  their  efforts  to 
monopolize  the  business  had  been  constrained  to  include  in  their 
respective  organizations  many  plants  of  inferior  character. 

The  financial  situation. — ^This  unsettled  trade  situation  was  ag- 
gravated because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  in  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have  been 
followed  by  a  great  decline  in  the  value  of  these  securities.  A  still 
more  important  matter  was  that  the  financial  backers  of  some  of  these 
steel  concerns  had  extensive  commitments  in  other  directions,  which 
might  be  jeopardized  by  such  an  acute  struggle  in  the  steel  industry. 
From  the  standpoint  of  these  financiers,  therefore,  the  situation  pre- 
sented at  once  a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important  steel 
groups,  which  were  more  or  less  distinct,  namely,  the  Morgan  group, 
the  Moore  group,  and  the  Carnegie  and  the  Rockefeller  interests. 
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The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  railroad 
financiering.  They  naturally  would  be  especially  concerned  in  pre- 
venting the  outbreak  of  the  threatened  competition  in  the  steel  busi- 
ness. It  may  be  noted  that  there  were  reports  at  this  time  that  the 
Cam^e  interests  were  contemplating  the  construction  of  a  railroad 
from  Pittsburg  to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
would  have  created  an  extremely  disturbing  factor  in  the  trunk-line 
situation. 

The  Moore  concerns,  already  described,  were  the  most  heavily  over- 
capitalized and  suffered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  had  abundant  capital  and  credit,  and  their 
securities  did  not  figure  on  the  stock  market,  while  their  organization 
and  management  were  unequaled.  They  were  apparently  in  the  best 
position  of  any  of  these  groups  to  meet  a  price  war. 

The  Rockefeller  interests  were  entirely  concerned  with  the  produc- 
tion and  transportation  of  iron  ore.  Their  financial  resources  were 
of  course  abundant  for  any  emergency.  Their  stocks  did  not  figure 
to  any  appreciable  extent  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
affiliated  with  any  of  the  foregoing  groups.  Despite  its  great  earn- 
ings, its  position  was  vulnerable.  It  apparently  had  no  especial 
banking  support. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  the  threatened 
outbreak  of  violent  competition  between  these  rival  interests  involved 
serious  consequences.  It  might  have  meant  the  sudden  termination 
of  the  extraordinary  period  of  speculative  activity  and  profit.  On 
the  other  hand,  an  averting  of  this  conflict  by  a  merger  of  the  various 
great  consolidations,  if  successfully  financed,  would  be  a  tremendous 
''  bull "  argument.  It  would  afford  its  promoters  an  opportunity 
for  enormous  stock-market  profits  through  the  sale  of  its  securities. 
The  advantages  to  these  interests,  through  the  concentration  of  profits 
in  different  stages  of  the  industry  under  a  single  control,  would  also 
be  considerable,  and  there  was  undoubtedly  some  advantage  to  be 
gained  through  the  further  integration  which  such  a  consolidation 
would  render  possible. 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  succe&sful  unless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  little  doubt  that  many  interests  in 
the  steel  industry  regarded  Mr.  Carnegie's  personal  influence  as  a 
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E'urthermore  this  proposed  entrance  of  the  Carnegie  concern  into 
the  tube  business  was  regarded  by  the  trade  as  the  forerunner  of 
still  further  projects.  In  fact,  the  announcement  was  ahnost  imme- 
diately followed  by  a  well-defined  report  that  the  Carnegie  Company 
would  at  once  invade  the  field  of  the  American  Sheet  Steel  Com- 
pany by  the  erection  of  a  sheet  plant  at  Duquesne,  capable  of  turning 
out  6O5OOO  tons  of  sheets  annually.  Simultaneously  there  were  re- 
ports that  the  company  would  speedily  take  up  the  manufacture  of 
tin  plate  on  a  large  scale. 

This  unmistakable  evidence  of  an  aggressive  policy  of  retaliation 
on  the  part  of  the  Carnegie  concern,  accompanied  as  it  was  by  the 
important  extensions  into  the  manufacture  of  finished  articles  an- 
nounced by  the  Federal  Steel  Company,  revealed  sharply  the  trend 
of  the  existing  conditions,  and  naturally  had  a  very  disquieting 
effect  in  the  trade  and  in  financial  circles.  Both  the  trade  journals 
and  the  financial  press  were  filled  with  articles  to  the  effect  that  a 
"  battle  of  the  giants  "  in  the  steel  industry  was  at  hand. 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Company, 
while  likely  at  first  to  lose  some  business,  might  be  expected  in  the 
long  run  to  maintain,  and  even  to  increase,  its  dominating  position  in 
the  industry.  Its  long  established  business,  the  modem  character  of 
its  plants,  its  efficient  technical  and  commercial  organization,  as  well 
as  its  strong  financial  position,  made  it  easily  superior  to  any  of  its 
competitors.  It  had  a  distinct  advantage  in  all  these  respects  over 
even  the  Federal  Steel  Company,  which  was  its  largest  rival,  but 
whose  plants  were  for  the  most  part  less  modern  and  also  widely  sep- 
arated geographically.  There  was  no  question  that  if  the  Carnegie 
Company,  with  its  unlimited  means  and  efficient  organization,  went 
into  the  manufacture  of  wire,  tubes,  sheets,  or  tin  plate  it  would  be 
more  than  able  to  hold  its  own  against  the  respective  large  consolida- 
tions which  produced  those  products,  and  which  in  their  efforts  to 
monopolize  the  business  had  been  constrained  to  include  in  their 
respective  organizations  many  plants  of  inferior  character. 

The  financial  situation. — ^This  unsettled  trade  situation  was  ag- 
gravated because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  in  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have  been 
followed  by  a  great  decline  in  the  value  of  these  securities.  A  still 
more  important  matter  was  that  the  financial  backers  of  some  of  these 
steel  concerns  had  extensive  commitments  in  other  directions,  which 
might  be  jeopardized  by  such  an  acute  struggle  in  the  steel  industrj'. 
From  the  standpoint  of  these  financiei's,  therefore,  the  situation  pre- 
sented at  once  a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important  steel 
groups,  which  were  more  or  less  distinct,  namely,  the  Morgan  group, 
the  Moore  group,  and  the  Carnegie  and  the  Rockefeller  interests. 
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The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  railroad 
financiering.  They  naturally  would  be  especially  concerned  in  pre- 
venting the  outbreak  of  the  threatened  competition  in  the  steel  busi- 
ness. It  may  be  noted  that  there  were  reports  at  this  time  that  the 
Carnegie  interests  were  contemplating  the  construction  of  a  railroad 
from  Pittsburg  to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
would  have  created  an  extremely  disturbing  factor  in  the  trunk-line 
situation. 

The  Moore  concerns,  already  described,  were  the  most  heavily  over- 
capitalized and  suffered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  had  abundant  capital  and  credit,  and  their 
securities  did  not  figure  on  the  stock  market,  while  their  organization 
and  management  were  unequaled.  They  were  apparently  in  the  best 
position  of  any  of  these  groups  to  meet  a  price  war. 

The  Rockefeller  interests  were  entirely  concerned  with  the  produc- 
tion and  transportation  of  iron  ore.  Their  financial  resources  were 
of  course  abundant  for  any  emergency.  Their  stocks  did  not  figure 
to  any  appreciable  extent  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
affiliated  with  any  of  the  foregoing  groups.  Despite  its  great  earn- 
ings, its  position  was  vulnerable.  It  apparently  had  no  especial 
banking  support. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  the  threatened 
oatbreak  of  violent  competition  between  these  rival  interests  involved 
serious  consequences.  It  might  have  meant  the  sudden  termination 
of  the  extraordinary  period  of  speculative  activity  and  profit.  On 
tile  other  hand,  an  averting  of  this  conflict  by  a  merger  of  the  various 
great  consolidations,  if  successfully  financed,  would  be  a  tremendous 
**bull"  argument.  It  would  afford  its  promoters  an  opportunity 
for  enormous  stock-market  profits  through  the  sale  of  its  securities. 
The  advantages  to  these  interests,  through  the  concentration  of  profits 
in  different  stages  of  the  industry  under  a  single  control,  would  also 
be  considerable,  and  there  was  undoubtedly  some  advantage  to  be 
gained  through  the  further  integration  which  such  a  consolidation 
would  render  possible. 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  successful  imless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  little  doubt  that  many  interests  in 
the  steel  industry  regarded  Mr.  Carnegie's  personal  influence  as  a 
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menace  to  their  success,  and  desired  to  secure  his  retirement  from  the 
trade.  At  the  same  time  the  enormous  earning  power  of  the  Carnegie 
concern  would  be  an  exceedingly  important  consideration  both  in  the 
profits  of  the  new  company  and  also  in  facilitating  the  flotation*  bf  its 
securities. 

The  primary  solution  of  the  situation,  therefore,  from  the  stand- 
point of  these  interests,  was  to  buy  out  Mr.  Carnegie.  Mr.  Carnegie's 
well-known  willingness  to  sell  made  the  problem  largely  one  of  terms. 
Negotiations  were  promptly  undertaken  and  speedily  concluded  by 
arranging  to  take  over  his  large  interest  in  his  concern  in  exchange 
for  bonds  of  the  new  consolidation.  On  March  2, 1901,  announcement 
was  made  by  J.  P.  Morgan  &  Co.,  as  bankers,  that  arrangements  had 
been  completed  for  the  organization  of  the  United  States  Steel  Cor- 
poration to  acquire  control  of  the  following  concerns :  Carnegie  Com- 
pany (of  New  Jersey),  Federal  Steel  Company,  American  Steel  and 
Wire  Company,  National  Tube  Company,  National  Steel  Company, 
American  Tin  Plate  Company,  American  Steel  Hoop  Company,  and 
American  Sheet  Steel  Company. 

The  preliminary  incorporation  papers  of  the  new  company,  under 
New  Jersey  laws,  had  already  been  taken  out.  The  terms  offered  the 
constituent  companies,  which  are  given  elsewhere  (see  p.  113),  were 
speedily  accepted  by  a  great  majority  of  the  stockholders  of  these 
concerns,  and,  on  April  1,  1901,  within  a  very  few  weeks  after  the 
first  serious  intimation  that  negotiations  were  under  way  the  United 
States  Steel  Corporation  was  definitely  launched  and  in  actual  oper- 
ation. The  authorized  capital  stcK'k  was  $1,100,000,000,  equally 
divided  between  preferred  and  common  shares.  In  addition  there 
was  a  bond  issue  of  $804,000,000  (exclusive  of  underlying  indebted- 
ness aggregating  approximately  $81,000,000,  this  including  sundry 
mortgages  and  purchase-money  obligations).  About  $425,000,000 
of  each  class  of  stock  and  all  of  the  bonds  were  issued  for  the  com- 
panies named  and  for  other  purposes.  Very  soon  after  its  organiza- 
tion the  Corporation  made  three  further  important  acquisitions, 
namely,  the  Lake  Superior  Consolidated  Iron  Mines,  the  Bessemer 
Steamship  Company,  and  the  American  Bridge  Company.  It  also 
acquired  a  one-sixth  interest  in  the  Oliver  Iron  Mining  Company  and 
the  Pittsburg  Steamship  Company,  the  other  five-sixths  havii^g  been 
secured  in  the  purchase  of  the  Carnegie  Company.  During  the  fol- 
lowing sunmier  it  purchased  the  Shelby  Steel  Tube  Company.  As  a 
result  of  these  acquisitions  its  issue  of  stock  was  increased  to  over 
$500,000,000  of  each  class,  giving  it  an  issued  capitalization  in  stock 
alone  of  more  than  $1,000,000,000.     (See  p.  113.) 

Thus,  the  threatened  conflict  in  the  steel  industry  was  averted, 
while,  as  shown  later,  an  unprecedented  profit  was  reaped  by  the 
organization  syndicate. 
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*  Indicates  stock  ownership  in  1001.  ^ 
t  The  other  one-sixth  interest  in  this  oonoem  was  directly  acquired  by  tiff  them  aiM 
1  Organized  by  and  in  interest  of  Federal  Steel  Company.   It  may  also  oe ; 

BOt  acquired  from  other  interests. 

<  Acquired  blast  furnaces  and  steel  works  only.    Such  a  division  of  plant 

*  National  Mining  Company  was  promoted  and  organised  in  interest  of  N: 

*  Promoted  and  organized  m  interest  of  American  Steel  and  Wire  Compai 

*  Acquired  machinery  and  equipment  only. 

*  Acquired  tin-plate  machinery  and  equipment  only.   A  part  of  the  prop 
V  Acquired  sheet-mill  machinery  and  equipment  ODiy. 
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15.  Enential  clLaraeter  of  the  Steel  Corporation  in  1901. 

The  character  of  the  Steel  Corporation  as  a  consolidation  of  con- 
didations,  as  well  as  some  idea  of  its  magnitude,  is  brought  out  by 
le  table  facing  this  page. 

The  United  States  Steel  Corporation,  by  including  in  its  organiza- 
)n  both  of  the  first  two  groups  of  companies  described,  insured  to 
ilf  on  the  one  hand  an  abundant  capacity  for  the  production  of 
ide  steel  and  a  large  proportion  of  the  country's  output  of  heavy 
>lled  products,  and,  on  the  other  hand,  secured  control  of  several 
lasi-monopolistic  concerns  manufacturing  particular  lines  of  the 
lore  elaborated  products,  such  as  sheets,  tin  plate,  tubes,  and  wire, 
le  abundant  steel-making  capacity  of  the  first  group  made  it  easy, 
course,  to  supply  all  the  steel  required  by  this  second  group  of 
icems.     Furthermore,  while  the  companies  in  the  first  group  taken 
?ther  were  very  well  fortified  with  reserves  of  raw  materials,  the 
dtion  of  the  Lake  Superior  Consolidated  Iron  Mines  furnished 
enormous  additional  supply  and  gave  to  the  Corporation  an  ex- 
)tional  degree  of  strength  in  this  respect.    It  also  contributed  to 
combination  one  of  the  most  important  railroads  in  the  Lake 
region. 
The  position  taken  by  the  Steel  Corporation  is  that  this  great 
aggregation  of  property  was  in  the  main  an  assembling  and  coordina- 
/tion  of  different  branches  in  the  industry,  the  primary  object  of  which 
was  to  secure  greater  efficiency  and  integration,  and,  of  course,  the 
saving  of  the  payment  of  profits  to  others.    The  Corporation  con- 
tends that  most  of  its  constituent  concerns  were  not  in  actual  compe- 
tition with  one  another,  and  it  is  disposed  to  minimize  the  restriction 
of  competition  brought  about  as  a  result  of  this  great  merger. 

It  is  true  that  certain  of  the  constituent  consolidations,  as,  for 
instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
ular period.    However,  there  was  active  competition  between  the 
three  principal  crude-steel   concerns — ^the  Carnegie  Company,   the 
Federal  Steel  Company,  and  the  National  Steel  Company — while 
these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consolidations  making  the  lighter  finished  products. 
Moreover,  the  fact  should  not  be  lost  sight  of  that  nearly  all  of  the 
latter  class  of  consolidations  were  originally  created  with  the  inten- 
tion of  restricting  competition.    A  more  important  matter  is  that 
a  period  of  violent  competition  among  all  of  these  concerns  was  im- 
minent, as  already  described,  and  that  the  United  States  Steel  Cor- 
poration was  organized  for  the  specific  purpose  of  preventing  the 
new  competition  thus  threatened  as  well  as  eliminating  that  already 
existing  among  these  concerns.    The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
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consideration  in  bringing  about  the  merger.    Nevertheless  the  pri- 
mary object  was  the  restriction  or  prevention  of  competition. 

The  argument  that  this  merger  permitted  increased  efficiency 
through  greater  integration  and  coordination  undoubtedly  has  some 
force.  In  particular  there  is  no  doubt  that  the  integration  with  the 
manufacturing  plants  of  all  these  consolidations  of  such  extensive 
resources  of  raw  materials  as  the  ore  properties  of  the  Lake  Superior 
Consolidated  and  Minnesota  Iron  (Federal)  companies,  and  the 
coke  properties  of  the  Frick  (Carnegie)  company,  not  to  mention 
others,  was  of  great  advantage  from  a  commercial  standpoint,  i.  e., 
in  saving  the  payment  of  profits  to  others.  In  the  same  way,  the 
inclusion  of  some  of  the  most  important  ore-carrying  railroads  both 
at  the  head  of  the  Lakes  and  between  Lake  Erie  and  Pittsburg,  as 
well  as  the  great  ore  fleets  on  the  Lakes,  meant  that  the  profits  earned 
on  such  transportation  would  come  to  the  consolidated  company. 
The  control  of  these  ore  roads  also  would  result  in  giving  the  Steel 
Corporation  a  great  advantage  over  other  producers  who  were  com- 
pelled to  use  them.  There  is  no  doubt  also  that  the  bringing  together 
of  so  many  great  manufacturing  properties  under  one  control  opened 
up  possibilities  of  a  more  economical  subdivision  of  the  business 
whereby  particular  plants  could  concentrate  work  on  particular  kinds 
of  rolled  products,  and  whereby  the  distinctly  inferior  plants  could 
be  dismantled  or  at  least  shut  down  and  used  only  when  the  demand 
was  unusually  great.  So  far,  however,  as  the  integration  of  manu- 
facturing processes  themselves  were  concerned,  the  advantages  of 
such  a  system  were  probably  about  as  fully  realized  by  the  larger 
and  better  equipped  plants  of  some  of  the  constituent  concerns.  At 
any  rate,  little  gain  in  this  respect  could  be  expected  from  merely 
bringing  the  several  plants  under  a  single  control.  On  the  other 
hand,  there  would  be  a  real  economy  possible  in  dividing  the  work 
so  that  the  products  sold  would  be  made  at  the  plants  which  were 
nearest  to  the  markets  to  be  supplied.  For  example,  the  structural 
or  merchant  steel  requirements  of  the  western  markets  could  be  more 
economically  supplied  from  the  works  of  the  Federal  Steel  Company, 
while  the  Carnegie  Company  would  be  better  situated  to  supply 
the  eastern  markets  and  the  export  trade.  Such  arrangements  al- 
ready existed  to  some  extent  in  the  case  of  some  of  the  constituent 
concerns. 

These  possible  economies  of  consolidation,  however,  probably  were 
a  subordinate  consideration  in  the  formation  of  the  Steel  Corpora- 
tion except  those  of  a  commercial  character,  i.  e.,  those  that  did  away 
with  the  necessity  of  paying  a  profit  to  somebody  else  on  the  raw 
materials  or  transportation  of  raw  materials.  The  possibilities  of 
real  manufacturing  economies  could  be  but  slowly  realized  in  most 
cases,  and,  as  already  stated,  the  controlling  motive  in  the  organiza- 
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tioii  of  the  company  was  to  avert  the  competitive  struggle  then 
threatened.  Meanwhile,  however,  the  argument  of  economy  and 
increased  earning  power  was  used  to  justify  the  formation  of  the 
combination,  and  also  to  facilitate  the  flotation  of  its  securities. 

The  crude-steel  (ingot)  capacity  of  the  Corporation  at  its  organi- 
zation was  fully  9,400,000  tons,  this  representing  substantially  66 
per  cent  of  the  total  for  the  country,  while  its  capacity  for  the  various 
finished  products  which  it  manufactured  was  approximately  7,700,000 
tons,  this  representing  about  60  per  cent  of  the  total  of  the  country 
for  these  lines.  In  certain  products,  however,  the  C!orporation's  per- 
centage approached  a  complete  monopoly.  Its  larger  percentage  of 
crude  than  of  finished  steel  is  explained  by  the  fact  that  some  of  the 
principal  steel-making  concerns  did  not  have  finishing  mills  for  more 
than  a  portion  of  their  output. 

Roughly  speaking,  it  may  be  said  that  the  Corporation  at  its  or- 
ganization secured  control  of  three-fifths  of  the  steel  business  of  the 
country.  Its  proportion  of  the  pig-iron  business  was  somewhat 
smaller,  about  44  per  cent,  its  actual  capacity  of  this  product  be- 
ing about  7,400,000  tons.  These  figures,  however,  do  not  fairly  state 
the  position  of  the  Corporation,  because  of  the  large  production  by 
outsiders  of  foundry  pig  iron  and  certain  special  kinds  of  pig  iron 
which  really  did  not  involve  competition  with  the  Corporation.  The 
Corporation's  share  of  the  production  of  pig  iron  for  strictly  steel- 
making  purposes  was  probably  not  less  than  58  per  cent. 

The  Corporation  had  hundreds  of  millions  of  tons  of  desirable 
Lake  ore  in  reserves,  over  50,000  acres  of  the  choicest  coking-coal 
lands,  over  1,000  miles  of  railroad,  exclusive  of  subsidiary  trackage, 
a  fleet  of  112  Lake  steamers  and  barges,  not  to  mention  large  invest- 
ments in  docks,  natural-gas  and  limestone  properties,  and  other 
kindred  branches  of  the  industry. 

Despite  its  enormous  size  the  United  States  Steel  Corporation  did 
not  secure  a  monopoly  of  the  iron  and  steel  industry  as  a  whole, 
although  its  position  in  several  branches  was  monopolistic  (that  is, 
tending  toward  monopoly).  In  the  case  of  a  few  products,  such  as 
tin  plate,  sheets,  wire,  and  nails,  its  control  was  at  first  very  nearly 
complete,  but  in  other  branches  of  the  industry  it  had  a  number  of 
important  rivals  from  the  start.  Thus,  it  will  be  seen  that  the  Cor- 
poration did  not  include  such  concerns  as  the  Pennsylvania  Steel 
Company,  the  Cambria  Steel  Company,  the  Lackawanna  Iron  and 
Steel  Company,  Jones  &  Laughlins  (Ltd.),  the  Bethlehem  Steel 
Company,  the  Republic  Iron  and  Steel  Company,  and  the  Colorado 
Fuel  and  Iron  Company,  not  to  mention  several  others  of  magnitude. 
At  the  start,  moreover,  the  Corporation  did  not  acquire  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  that  concern  not  being  taken  over 
until  1907. 
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Several  of  these  outside  concerns  were  at  that  time  engaged  in  the 
manufacture  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
limited  field  than  that  of  the  Corporation.  The  failure  of  the  Cor- 
poration to  include  such  concerns  was,  therefore,  less  significant 
than  might  at  first  sight  appear.  However,  several  of  the  companies 
remaining  outside,  notably  the  Jones  &  Laughlin  interests,  the  Lacka- 
wanna Iron  and  Steel  Company  (see  p.  96),  the  Republic  Iron  and 
Steel  Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria 
Steel  Company,  were  important  rivals  of  the  Corporation.  The 
Colorado  Fuel  and  Iron  Company  in  the  West  on  account  of  its  geo- 
graphical location,  was  not  a  serious  rival.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Bailroad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 

The  consolidation  movement  in  the  steel  industry  reached  a  climax 
in  the  organization  of  the  Steel  Corporation.  Some  other  important 
mergers  of  iron  and  steel  properties  were  subsequently  effected ;  most 
of  these,  however,  were  of  concerns  engaged  in  the  manufacture  of 
machinery  and  highly  elaborated  iron  and  steel  products,  rather  than 
in  those  cruder  and  simpler  steel  products  which  were  chiefly  turned 
out  by  the  concerns  already  discussed  in  this  chapter,  and  none  of 
them  compared  in  size  with  the  Steel  Corporation. 

The  Corporation  itself,  moreover,  made  several  further  important 
acquisitions  aside  from  that  of  the  Tennessee  Coal,  Iron  and  Bail- 
road  Company.   These  are  referred  to  in  detail  in  Chapter  V. 


CHAPTER  11. 

AHALTSIS  OF  DgVESTMEHT   OF   CONSTirTTENT   COMPAIHES   OF 

imiTED  STATES  STEEL  COBPOBATION. 

Section  1.  Importance  of  detennining  actual  inyestment  as  distingxushed 
from  book  valnations  of  assets. 

As  already  stated,  an  important  feature  of  the  Bureau's  investiga- 
lion  of  Ihe  steel  industry  is  a  discussion  of  the  relation  between  in- 
vestment and  capitalization.  Such  a  study  is  important  because  of 
its  direct  bearing  upon   the  reasonableness  of  prices  and  profits. 

Owing  to  the  fact  that  the  consolidation  movement  in  the  steel  in- 
dustry was  accompanied  by  a  great  inflation  of  security  issues,  a  com- 
parison of  profits  with  capitalization  as  a  rule  does  not  show  the  true 
rate  of  profit.  Instead,  it  is  necessary  to  determine  approximately 
the  actual  investment  value  of  the  properties  represented  by  such 
capitalization. 

It  may  be  noted  at  this  point  that  the  Bureau  has  not  attempted 
to  lay  down  principles  as  to  the  proper  basis  of  capitalization.  Opin- 
ions as  to  the  proper  basis  of  capitalizing  an  industrial  concern  are 
extremely  diverse.  One  of  the  most  common  theories  is  that  capi- 
talization should  represent  only  the  actual  cash  investment  in  the 
property  of  a  corporation.  Another  theory  assumes  the  cost  of  re- 
production of  plants  and  other  assets,  and  not  the  original  cash  in- 
vestment, as  the  proper  basis.  Another  view  largely  ignores  both 
the  preceding  considerations,  and  holds  that  capitalization  should  be 
chiefly  determined  by  earning  power;  that  is,  that  the  amount  of 
securities  should  be  that  on  w^hich  the  anticipated  earnings  will  yield 
at  least  a  certain  rate  of  profit,  this  rate  varying  with  different  indus- 
tries and  even  with  different  corporations  in  the  same  industry,  and 
depending  largely,  of  course,  upon  the  personal  views  of  the  organ- 
izers.   Generally  speaking,  this  capitalization  on  the  basis  of  earning 

power  has  been  the  one  followed  in  the  organization  of  the  great  in- 
dustrial corporations  of  the  present  time,  in  so  far  as  any  definite 

theory  has  prevailed  at  all.  Still  another  theory  is  that  the  capitali- 
zation of  a  corporation  should  be  so  adjusted  and  readjusted  that  its 
securities  will  sell  substantially  at  par. 

It  is  not  intended  in  this  report  to  pass  upon  the  merits  of  these 
conflicting  views.  Obviously,  the  significance  of  the  word  "  over- 
capitalization "  depends  largely  upon  which  of  them  is  accepted  as 
the  correct  standard.  Instead  of  passing  upon  such  a  controverted 
pwnt,  the  discussion  in  this  report  has  been  concerned  with  a  pre- 
sentation of  facts  in  order  to  show  the  relationship  between  capi- 
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talization  and  the  investment  represented  thereby,  and  particularly 
the  relationship  between  the  investment  in  tangible  property  values 
and  the  securities  issued.  The  value  of  intangible  items  such  as 
good  will,  "  merger  value,"  and  similar  considerations  is  not  denied, 
but,  instead  of  attempting  to  measure  such  values,  as  a  rule  this  report 
simply  points  out  their  existence.  It  may  be  noted,  however,  that 
such  intangible  considerations  as  good  will  appear  to  be  of  relatively 
less  importance  in  the  steel  industry  than  in  many  other  industries 
where  brand  values,  trade-marks,  and  similar  factors  play  an  impor- 
tant  part. 

While  not  attempting  to  lay  down  rules  as  to  capitalization,  the 
report  does  not  hesitate,  in  some  cases,  to  characterize  the  issuance 
of  securities  as  involving  overcapitalization,  since  the  evidence  at 
times  is  conclusive  that,  judged  by  any  standard,  the  issue  was 
excessive,     (See  also  p.  325.) 

In  the  following  discussion  the  word  "  capitalization  "  is  used  to 
represent  the  total  par  value  of  the  stocks  and  bonds  directly  issued 
by  a  given  company,  including,  unless  otherwise  indicated,  the  bonds 
of  underlying  companies.  Issues  of  debentures  are  regarded  as 
similar  to  issues  of  bonds,  and  the  same  is  true  of  certain  temporary 
indebtedness,  such  as  purchase-money  obligations  and  sundry  real- 
estate  mortgages,  which  in  most  cases  appear  to  have  been  issued 
for  fixed  property.  Ordinary  bills  and  accounts  payable,  of  course, 
are  not  considered  as  coming  within  the  term  capitalization. 

Section  2.  Comparison  of  total  securities  issued  by  Steel  Corporation  with 
total  securities  and  cash  acquired  by  it. 

For  the  companies  acquired  at  its  organization  and  shortly  there- 
after, in  1901/  plus  $25,003,000  cash  capital,  together  with  under- 
writing services  (see  p.  243),  the  United  States  Steel  Corporation 
issued  the  following  securities : 

Preferred  stock $510,  205, 743 

Common  8t(X-k 508,  227, 394 

Bonds— 303, 450,  000 

Total 1,  321,  883, 137 

Add : 

ITnderlying  bonds  of  constituent  comi)anle8* 59, 091,  OS'i 

Mortpa>?es  and  purchase  money  obligations  * 21,  872, 023 

Grand  total 1,402.846,817 

The  total  of  the  securities  directly  issued  by  the  United  States  Steel 
Corporation  ($1,321,883,137)  was  very  greatly  in  excess  of  the  total 

1  Including  the  Amprican  Bridge  Company,  the  Lake  Superior  Consolidated  Iron  Mines, 
the  Bessemer  Steamship  Company,  and  the  Shelby  Steel  Tube  Company.  The  additional 
securities  acquired  during  1901  by  exchange  of  stock  consisted  of  scattered  shares  of  com- 
panies, the  bulk  of  whose  stocks  had  already  been  purchased. 

'  Including  $41,844  scrip  of  the  Illinois  Steel  Company. 

*  Includes  $8,500,000  issued  for  the  Bessemer  Steamship  Company  after  the  formation  of 
the  Steel  Corporation. 
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securities  of  the  constituent  companies  thereby  acquiied.  The  terms 
on  which  the  securities  of  these  constituent  concerns  were  exchanged 
and  the  total  amounts  of  United  States  Steel  securities  issued  in  such 
exchange  are  given  in  the  following  table: 

Table  4.— COMPABISON  OF  SECURITIES  ISSUED  BT  UNITED  STATES  STEEL 
CORPORATION  IN  1901  WITH  AMOUNTS  OP  SECUBITIES  OP  CONSTITUENT 
CONCERNS  AND  CASH  ACQUIBED  THEREPOR. 


Company. 

Securities 

and  cash 

acquired.! 

United  States 
Steel  stock  is- 
sued for  each 
flOO  old  stock. 

Amount  United  States  Stml  securities  Issoed  In 

exchanfse. 

f erred. 

Com- 
mon. 

Bonds. 

Preferred 
stock. 

Common 
stock. 

TotaL 

CanMsie  Company: 
Bonds 

160,000,000 



(•) 

$150,450,000 
144,000,000 

Stock  (ail  oommon)... 

$96,277,130 

58,586,220 
1,850,348 

49,996,750 
3,514,401 

46,996,237 

$80,279,040 

$408,006,160 

Federal  Steel  Company: 
pRfemd  stock 

53,260,200 

1 
$110.00 

Commoastock 

46,483,700 

39,997,400 
39,037,400 

39,906,500 
48,901,900 

26,992,200 
31,969,800 

18,335,000 
27,995,000 

13,997,500 
18,995,000 

34,497,700 
24,406,80ol 

4.00 

125.00 
8.80 

117.50 

125.00 

125.00 
20.00 

100.00 
100.00 

$107.50 

49,968,978 

110,415,646 

N'atioaal  Tabe  Company: 
Prdiemd  stock 

Common  stock 

125.00 

49,921,750 

108,432,981 

American  Steel  and  Wire 
Company  of  New  Jersey : 
Preferred  stock 

Common  stock. 

102.50 

61,149,448 

96,147,686 

Natkmal  Steel  Company: 
Preferred  stock 

33,740,250 

Common  stock 

125.00 

39,962,250 

73,702,500 

American  Tin  Plate  Com- 
pany: 
Preferred  stock 

22,906,250 
5,599,000 

13,997,500 

125.00 

34,993,750 

63,489,000 

American    Steel     Hoop 
Company: 
Preferred  stock 

Common  stock 

100.00 

18,995,000 

32,992,500 

American    Sheet     Steel 
Company: 
Preferred  stock 

24,497,700 

Common  stock 

100.00 

24,496,800 

48,996,500 

Uncludea  scattered  shares  purchased  from  April  to  December,  1901.     Up  to  the  close 
of  1901  the  following  stocks  of  subsidiary  companies  had  not  been  acquired  : 


Company. 


Federal  Steel  Oompanr 

American   Steel   and   Wire 

Companr 

Xttional  Steel  Company 

American  Sheet  Steel  Com- 

Amerfcan  Bridge  Company.. . 


Preferred 
stock. 


$700 

1,000 
4,000 

400 
16,200 


Common 
stock. 


$600 

18,600 
30,000 

400 
4,400 


Company. 


Lake  Superior  Consolidated 

Iron  Mines 

Subsidiary  stocks 

Shelby  Steel  Tube  Company. . 

Total 


Preferred 
stock. 


Common 
stock. 


$223,900 


$10,680 

91,218 

133,300 


246,200 


289,207 


Some  of  these  stocks  were  acquired  later. 

'The  remaining  $560,000  of  Carnegie  bonds  are  included  under  the  item  of  underlying 
boDda  of  subsidiary  companies. 
*  See  note  2,  page  174. 
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Tablid  4.— comparison  OF  SECURITIES  ISSUED  BY  UNITED  STATES  STEEL 
CORPORATION  IN  1901  WITH  AMOUNTS  OF  SECURITIES  OF  CONSTITUENT 
CONCERNS  AND  CASH  ACQUIRED  THEREFOR— Continued. 


Company. 


Securities 
and  cash 
acquired. 


United  States 
Steel  stock  is- 
sued for  each 
$100 old  stock. 


Pre- 
ferred. 


American  Bridge  Com- 
pany: 

Preferred  stock 

Common  stock 

Lake  Superior  Consoli- 
dated Iron  Mines:  Com- 
mon stock 

Oliver  Iron  Mining  and 
Pittsburg  6.  S.  com- 
panies (one-sixth  inter- 
est)   

Shelby  Steel  Tube  Com- 
pany: 

Preferred  stock 

Common  stock 

Total  securities  ac- 
quired by  direct 

exchange! 

United  States  Steel  stocks 
issued  to  syndicate  for 
S174,000  par  value  of 
stocks  acquired  other- 
wise than  by  direct  ex- 
change and  for  $25,000,- 
000  cash  capital  and  un- 
derwriting services 

Stock  sold  to  incorporap 
tors  for  cash 

Total 

Underlying  bonds  of  con- 
stituent companies 

Mortgages  and  purchase 
money  obligations  of 
constituent  companies . . 

Grand  total  securi- 
ties issued  and 
assumed 


131,348,000 
30,940,400 


29,413,905 


$110.00 


421,700 


4,776,100 
8,018.200 


> 881.224, 405 


174,000 
25,000.000 


3.000 


906,401,405 


135.00 


37.50 


Com- 
mon. 


Amount  United  States  Steel  securities  issued  in 

exchange. 


Bonds. 


$105.00 


135.00 


25.00 


Preferred 
stock. 


134,482,800 


Common 
stock. 


Total. 


$32, 493, 720     $66, 976, 520 


39,708,771     39,708,771 


9,250,000 


1.791,038 


79,417.542 


I 
9,250,000       18,500.000 


2,004,550 


3.795.588 


$303,450,000^  445,205,475 


443,227,0571.191,882.532 


04,998,768     64,998,837,    129,997,605 


1,500 


1,500 


3.000 


303,450,000  510,205,743   508,227,3941,321,883.137 


59,091.657 


•21.872,023 


1,402,846,817 


^The  following  securities  of  several  of  the  companies  were  acquired  otherwise  than  by 
direct  exchange,  as  explained  in  the  text : 


National  Tube  Company: 

Preferred $2,600 

Common 62,600 

American  Steel  and  Wire  Company  of  New 
Jersey: 

P  referred 500 

Common 79, 500 

National  Steel  Company: 

Preferred 3, 800 

Common 200 


American  Tin  Plate  Company:  Common.. .  $5,000 

American  Steel  Hoop  Company: 

Preferred 2, 500 

Common 6,000 

American  Sheet  Steel  Company: 

Preferred 1, 900 

Common 800 

American  Bridge  Company:  Preferred". 9,600 

174,000 


*See  note  1  on  page  113. 

'  Includes  $8,500,000  purchase-money  obligations   issued  for   the  Bessamer   Steamship 
Company. 
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It  will  be  noted  that  the  stock  of  the  Bessemer  Steamship  Company 
was  aoquired  through  the  issue  of  purchase-money  obligations,  these 
bdog  issued  by  the  Pittsburg  Steamship  Company,  a  subsidiary  con- 
cern. A  cash  price  of  $8,500,000  was  named  on  this  property,  and 
while  it  might  be  considered  that  the  working  capital  of  the  Corpora- 
tion was  reduced  by  that  amount,  as  already  stated,  such  purchase- 
money  obligations  have  not  been  treated  by  the  Bureau  as  ordinary 
current  liabilities.  Until  their  redemption,  which  was  not  com- 
menced until  November,  1902,  the  actual  working  capital  of  the 
Ovporation  was  not  reduced  on  account  of  this  acquisition. 

It  will  be  seen,  therefore,  that  the  organization  of  the  United  States 
Steel  Corporation  resulted  in  an  increase  of  capitalization  over  that 
of  its  constituent  concerns  (not  considering  underlying  bonds,  scrip, 
purchase-money  obligations,  etc.)  from  $881,398,405^  to  $1,821,- 
S83437,  or  of  $440,484,732;  after  deducting  $25,003,000  new  cash 
capital,  there  was  a  net  increase  of  $415,481,732,  or  47  per  cent. 

It  is  worth  calling  attention  to  the  fact  that  no  less  than  $144,000,000 
of  this  increase  in  capitalization  was  in  the  form  of  bonds.  The  total 
preferred-stock  issue  of  the  new  company,  namely,  $510,205,748,  com- 
pares with  an  aggregate  of  $253,213,500  for  the  preferred  issues  of 
the  subsidiary  concerns,  an  increase  of  $256,992,243.  Its  total  issue 
of  common  stock,  $508,227,894,  compares  with  an  aggregate  of 
$^,734,905  for  the  subsidiaries^  an  increase  of  $39,492,489. 

A  part  of  the  increase  in  capitalization,  as  just  noted,  was  covered 
by  the  $25,003,000  new  cash  capital  provided. 

Section   3.    Methods    of    determiidng   the    investment    of    the    Steel 
Corporation. 

As  the  first  step  in  an  analysis  of  the  investment  of  the  United 
States  Steel  Corporation  it  is  desirable  to  present  a  statement  of  the 
value  (reduced  to  a  cash  basis)  of  the  physical  property  acquired  by 
the  company  at  the  time  of  its  organization  in  1901.  Such  a  valua- 
tion, so  far  as  the  Steel  Corporation  is  concerned,  may  be  regarded 
as  the  approximate  equivalent  of  its  investment  in  such  property  at 
that  time.  Having  done  this,  the  subsequent  additions  to  the  Cor- 
poration's investment  can  be  determined  from  its  official  reports  and 
additional  data  obtained  directly  from  the  Corporation. 

The  establishment  of  the  value  of  the  physical  properties  of  the 
Corporation  at  its  organization  in  1901  is  a  difficult  task.  Obviously 
a  valuation  or  appraisal  of  the  physical  properties  of  the  Corpora- 
tion as  they   existed  on  that  date  is  now   impossible.    No  such 

^Thls  Includes  $174,000  stock  in  constituent  companies  acquired  otherwise  than  by  direct 
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appraisal,  nor  even  a  detailed  estimate,  appears  to  have  been  made  at 
the  time  the  company  was  organized.  Owing  to  the  great  importance 
of  determining  upon  a  valuation  which  shall  be  fair  and  yet  at  the 
same  time  not  distorted  because  of  the  great  inflation  of  securities 
issued,  the  Bureau  has  made  its  analysis  by  three  different  m^hods — 
first,  by  historical  study  of  the  organization  and  investment  of  the 
constituent  concerns  at  the  time  of  their  formation;  second,  by  com- 
putation of  the  public  estimate  of  the  value  of  the  properties  of  these 
constituent  concerns  as  reflected  in  the  market  prices  of  their  secur- 
ities ;  third,  by  a  more  detailed  estimate  of  the  value  of  the  physical 
properties  of  the  Corporation  by  departments  of  its  business,  com- 
puted  from  all  available  data,  and  with  an  especially  elaborate  cal- 
culation of  the  value  of  the  ore  property. 

The  United  States  Steel'  Corporation  and  several  of  its  constituent 
companies  discussed  in  the  following  pages  were  holding  companies, 
either  wholly  or  in  part,  so  that,  strictly  speaking,  their  property  to 
this  extent  consisted  of  securities  held  in  their  treasuries.  For  the 
sake  of  clearness  and  convenience,  however,  this  technical  considera- 
tion will  be  disregarded  and  the  property  of  such  holding  companies 
considered  as  the  property  covered  by  the  securities  thus  owned. 

The  Bureau's  analysis,  based  upon  historical  study  of  the  organiza- 
tion and  investment  of  the  constituent  concerns  of  the  Steel  Corpora- 
tion, is  presented  in  this  chapter.  In  general  the  evidence  shows  that 
in  the  organization  of  the  principal  constituent  concerns  of  the  Steel 
Corporation  preferred  stock  was  issued  up  to  the  full  amount  of  the 
physical  assets,  at  least,  and  in  many  cases  up  to  the  full  value  of 
the  properties  acquired,  including  intangible  considerations  as  well, 
so  that  the  common  stock  was  nothing  more  than  a  mere  bonus.  The 
common  stock  of  the  Federal  Steel  Company,  however,  had  some  tan- 
gible assets  back  of  it.  In  the  case  of  the  most  important  constituent 
concern,  the  Carnegie  Company,  there  was  no  preferred  stock,  but 
instead  a  large  issue  of  bonds.  For  this  concern  the  evidence  on 
the  whole  tends  to  show  that  bonds  were  issued  substantially  up 
to  the  full  amount  of  the  physical  assets  acquired  and  that  the  stock 
was  issued  merely  against  good  will  and  other  intangible  considera- 
tions. 

Such  analysis  of  the  investment  in  the  constituent  companies  of 
the  Steel  Corporation  at  the  dates  of  their  respective  organizations 
does  not,  of  course,  fairly  represent  the  value  of  such  investment  in 
April,  1901,  when  these  concerns  were  acquired  by  the  Steel  Corpo- 
ration. The  accumulated  surplus  earnings  of  these  concerns  during 
the  intervening  period  are,  however,  available,  and  by  combining 
these  and  capital  otherwise  obtained  with  the  Bureau's  estimate  of 
the  original  investment  there  is  obtained  what  is  approximately  the 
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investment  of  these  concerns  at  the  time  the  Steel  Corporation  was 
formed.     (See  p.  167.) 

After  analyzing  the  investment  of  the  constituent  concerns  in  this 
manner,  the  second  method  above  noted  is  taken  up,  namely,  the  com- 
putation of  the  market  prices  of  the  securities  of  these  constituent 
companies.  The  more  elaborate  analysis  by  the  third  method  is  pre- 
sented in  Chapter  III,  while  in  Chapter  IV  the  evidence  obtained  by 
all  these  methods  is  summarized,  together  with  some  further  data 
bearing  upon  the  problem. 

No  one  of  these  methods  of  analysis  can  be  regarded  as  precise  or 
absolutely  conclusive,  but  the  study  of  the  investment  in  the  prop- 
erty of  the  Corporation  from  these  three  different  points  of  view 
gives  a  basis  for  a  fair  and  approximately  correct  estimate  of  that 
value.  In  any  event,  the  methods  followed  in  this  report  afford  by 
far  the  best  criterion  for  judging  the  investment  in  these  properties 
that  can  be  presented  so  long  after  the  company  was  formed. 

There  will  first  be  taken  up  the  historical  analysis  of  the  organiza- 
tion of  the  principal  constituent  concerns.  It  will  be  found  con- 
venient to  discuss  these  companies  in  the  following  order: 

Federal  Steel  Company. 

American  Steel  and  Wire  Company. 

American  Tin  Plate  Company. 

National  Steel  Company. 

American  Steel  Hoop  Company. 

American  Sheet  Steel  Company. 

National  Tube  Company. 

Shelby  Steel  Tube  Company. 

American  Bridge  Company. 

Lake  Superior  Consolidated  Iron  Mines. 

Bessemer  Steamship  Company. 

Carnegie  Company. 

Section  4.  Federal  Steel  Company. 

The  Federal  Steel  Company  at  its  organization  in  September, 
1898,  issued  $53,260,900  of  6  per  cent  noncumulative  preferred  stock 
and  $16,484,300  of  conmion  stock,  a  total  of  $99,745,200.  The  au- 
thorized amounts  were  $100,000,000  of  each  class.  It  acquired 
therefor  the  stocks  of  the  Illinois  Steel  Company,  the  Minnesota  Iron 
Company,  the  Elgin,  Joliet  and  Eastern  Railway  Company,  the  Lo- 
rain Steel  Company  of  Ohio  (a  majority  interest),  and  the  Johnson 
CcHnpany  of  Pennsylvania,^  aggregating  $49,168,435,  together  with 
a  net  sum  of  $11,692,224  cash.^    The  various  stocks  were  acquired 

^ThJg  oorered  stocks  of  certain  subsidiaries  of  that  concern. 

'The  organisation  agreement  provided  for  the  raising  of  $14,075,000  cash,  but  a  portion 
of  this  was  used  in  part  payment  of  the  Lorain  Steel  Company,  as  indicated  in  the  table. 
"The  net  amount  of  cash,  as  stated  above,  may  not  allow  for  expenses  of  organisation. 
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subject  to  bonded  indebtedness  aggregating  $30,217,179.    The  traa«i- 
action  is  summarized  in  the  following  table : 

Tabli  5.— comparison  OP  STOCK  ISSUED  BY  FEDERAL  STEEL  COMPANY  WITH 
SECURITIES  AND  CASH  ACQUIRED  AT  ITS  ORGANIZATION  IN  BEFTEBCBEB. 
1898. 

Federal  Steel  Becuritles  Issued : 

Preferred  stock,  6  per  cent  noncumulatlye $53,260,900 

Common    stock 46, 484,  300 

Total - 99,  745.  200 

Securities  and  cash  acquired : 
Stock — 

Illinois   Steel    Company $18,650,635 

Minnesota  Iron  Company 16,500,000 

Elgin,  Joliet  and  Eastern  Railway  Company 6,000,000 

Lorain  Steel  Company  of  Ohio *5,  017,  800 

Johnson  Company  of  Pennsylvania 3,  000,  000 

49,  168.  435 

Cash — 

Syndicate  arrangement 14,075,000 

Lorain-Johnson    purchase' 264,455 

Total 14,  339, 455 

Less   cash   paid   In   connection   with   Lorain-Johnson 

purchase 2,  647,  281 

Net   cash 11,  692,  224 

Total  securities  (pnr  value)  and  cash  acquired 8  60,860.659 

Excess   of  securities   issued   over   securities   and   new   cash   ac- 
quired       38,  884,  541 

There  can  be  no  doubt  that  the  large  amount  of  stock  issued  by  the 
Federal  Steel  Company  considerably  exceeded  a  fair  market  valua- 
tion of  the  property  back  of  the  stocks  acquired,  plus  the  new  cash 
capital  provided^  after  allowing  for  the  bonded  indebtedness. 

The  Federal  Steel  Company  offered  to  issue  its  preferred  stock  for 
the  shares  of  three  of  the  constituent  companies  on  the  following 
terms :  Illinois  Steel  Company,  1  share  for  each  share  of  old  stock ; 
Minnesota  Iron  Company,  1.355  shares  for  each  share  of  old  stock; 
Elgin,  Joliet  and  Eastern  Railway  Company,  0.875  share  for  each 
share  of  old  stock. 

The  company  also  agreed  to  deliver  to  the  underwriting  syndicate 
in  return  for  $14,075,000  of  cash  and  the  services  of  the  syndicate 
$5,680,565  par  value  of  its  preferred  stock  and  $45,426,500  par  value 
of  its  common  stock.    It  was  stipulated,  however,  in  the  underwriting 

^The  Federal  Steel  Company  subsequently  acquired  the  remaining  $3,982,200  stock  of 
the  Lorain  Steel  Company  at  par,  thereby  reducing  its  working  capital  to  that  extent,  but 
the  above  is  a  correct  statement  of  the  transaction  at  the  time. 
*See  page  124. 

'These  various  stocks  were  acquired  subject  to  bonded  indebtedness  of  $30,217,179,  as 
follows : 

Illinois  Steel  Company $13,  285, 123 

Southwest  ConnellsvlUe  Coke  Company 173,  066 

Minnesota  Iron  Company    (underlying  bonds) 7,742,000 

Elgin,  Joliet  and  Eastern  Rallwny  Company 7,417,000 

Lorain  Steel  Company  (underlying  bonds) 1,600,000 

Total 80,  217, 179 
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agreement  that  the  syndicate  should  offer  to  the  stockholders  of  the 
constituent  companies  an  alternative  proposition  by  which,  on  deposit 
of  certain  sums  in  cash,  these  stockholders  would  receive,  in  addition 
to  the  respective  amounts  of  preferred  stock  above  stated^  a  certain 
amount  in  common  stock  of  the  company,  the  cash  so  raised,  of  course, 
relieving  the  syndicate  to  that  extent  of  the  necessity  of  providing 
the  stipulated  amount  of  $14,075,000.  The  arrangement,  so  far  as 
these  three  principal  companies  were  concerned,  worked  out  as 
follows :  * 

Tabu  «.— AMOUNTS  OF  FEDERAL  STEEL  STOCKS  DELIVERED  BY  UNDERWRIT- 
ING SYNDICATE  IN  EXCHANGE  FOR  STOCKS  IN  ACQUIRED  COMPANIES,  AND 
CASH  SECURED  IN  CONNECTION  WITH  THIS  EXCHANGE.* 


1 

Depoaited.                   '          ReoeiTed  in  Federal  Steel  stocks. 

1 

1 

CoosUtiieat  company. 

Old  stock, 
par  value. 

Cash. 

Prel 

Serred. 
TotaL 

Common. 

Amount 
per  share. 

• 

Total. 

Amount 
per  share. 

Amount 
per  share. 

880.00 
108.40 

70.00 

Total. 

niinofa  Steel  Company. . . . 
Mmneaota  Iron  C^ompany. 
Elitin,  Joliet  and  Eastern 
Railvay 

10,500,000 
6,000,000 

S20.00 
27.10 

17.50 

S3,730,1Z7 
4,471,500 

1,060,000 

S100.00 
135.50 

87.50 

118,050,635 
22,357,500 

5,260,000 

114,920,506 
17,886,000 

4,200,000 

Total 

41,lfi0,036 

9,251,027 

46,268,135 

37,006,508 

*  The  calcaUtlon  here  given  is  on  the  assumption  that  all  of  the  underlying  stocks  were 
exchanged.  There  were  a  few  shares  of  some  of  these  underlying  stocks  which  were  not 
deposited  under  this  offer  within  the  time  limit  originally  set,  and  it  is  possible  that  when 
these  were  sabsaqaently  acquired  no  cash  was  obtained.  The  facts  could  not  be  definitely 
ascertained  and  the  amount  of  snch  delinquent  stock  is  so  small  that  this  consideration 
may  be  ignored.     (Bee  also  p.  126.) 

*  The  arrangement  offered  by  the  underwriting  syndicate  is  shown  below  : 


Constituent  company. 


nUnois  Steel  Company 

Hinnesota  Iron  Company 

Elgte,  JoUet  and  Eastern  Railway 


On  deposit  of— 


Old  stock, 
par  value. 


Required 
cash  pay- 
ment. 


Received  Federal  Steel 
stocks. 


Preferred. 


SlOO 
100 
100 


S20.00 
27.10 
17.50 


1100.00 

135. 50 

87.50 


Common. 


$80.00 

108.40 

70.00 


I 


It  is  worth  noting  that  if  Federal  Steel  preferred  stock  had  been  considered  worth  |80 
hk  cash  the  prices  in  that  stock  for  the  constituent  stocks  given  on  page  118  would  suggest 
&  cash  value  of  these  as  follows :  Minnesota  Iron,  $108.40 ;  Illinois  Steel,  $80 ;  Elgin.  JoUet 
iad  Eastern  Railway,  $70.  If  from  the  amounts  of  preferred  stock  received  by  stockholders 
<>{  these  concerns  aa  stated  here  there  be  deducted  the  amounts  subscribed  for  in  cash,  it 
*^U  be  seen  that  the  remaining  amounts  of  preferred  would  be  identical  in  each  case  with 
the  amounts  of  common,  and  moreover  identical  with  the  indicated  cash  values  Just  given. 
These  facts  suggest  the  possibility  that  $100  in  preferred  and  $100  in  common  stock  of  the 
^f^tn]  Steel  Company  was  given  for  each  $10io  of  appraised  cash  value  of  the  acquired 
^ocks,  tbe  remaining  preferred  stock  of  the  Federal  Steel  Company  being  issued  in  each 
^^  for  cash  at  par. 
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Illinois  Steel  Company. — ^For  the  $18,650,635  stock  of  the  Illinois 
Steel  Company,  plus  $3,730,127  in  cash,  therefore,  the  Federal  Steel 
Company  issued  $18,650,635  of  its  preferred  and  $14,920,508  of  its 
common  stock,  a  total  of  $33,571,143.  The  cash  value  of  the  equity, 
in  excess  of  bond  indebtedness,  in  the  property  represented  by  this 
Illinois  Steel  stock  unquestionably  was  much  less.  The  Illinois  Steel 
Company,  which  was  organized  in  1889,  was  itself  a  consolidation  of 
three  concerns-r-the  North  Chicago  Rolling  Mill  Company  (with 
plants  at  North  Chicago,  South  Chicago,  and  Milwaukee) ,  the  Union 
Steel  Company,  and  certain  property  of  the  Joliet  Steel  Company, 
against  which  the  Illinois  Steel  Company  originally  issued  $17,- 
622,000  of  its  stock.^ 

The  capital  stock  was  subsequently  increased  to  $18,650,635.  In 
addition  the  Illinois  Steel  Company  had  outstanding  at  the  time 
of  the  transfer  to  the  Federal  Steel  Company  $13,200,000  bonds  and 
$85,142.67  in  scrip. 

At  this  late  date  it  is  practically  impossible  to  say  how  far  the 
stock  of  the  Illinois  Steel  Company  was  covered  by  actual  value. 
The  valuation  placed  upon  the  plants  by  the  officers  of  the  three 
constituent  concerns  at  the  organization  of  that  company,  for 
purposes  of  consolidation,  was  $12,750,000,  or  about  $5,000,000  less 
than  the  amount  of  the  stock  issued  by  the  new  concern.*  In  view  of 
the  usual  tendency  to  inflate  valuations  in  such  mergers,  it  seems 
altogether  probable  that  these  plant  valuations  were  liberal.  The 
difference  between  these  valuations  and  the  total  issue  of  stock  of  the 
new  concern  may  have  been  covered  by  working  capital. 

^The  amounts  of  the  Illinois  Steel  Company's  stock  issued  for  tbe  constituent  concerns 
were  given  in  the  1807  Investors  Supplement  of  the  Economist  (Chicago)  as  follows,  the 
rates  of  exchange  being  obtained  from  the  consolidation  agreement : 


ComiMwy. 


North Chlcaflp  Rolling  Mill  Company. 
Union  SteelCompany: 

Preferred 

Common 

Joliet  Steel  Company 


Total. 


Capital  stock 
of  old  com- 
pany at  time 
of  merger. 


$6,000,000 

3,000,000 

1.600.000 

See  below. 


Each  1100  of 
old  stock,  re- 
ceived in 
Illinois  Steel 
stock. 


nilnols  Steel 

stock  Issued 

In  order  to 

make  the  ex- 

change. 


$158.50 
105.00 


I 


105.00  ;\ 
21.00   f 


99,510,000 

3,486.000 
4,626,000 


17,622,000 


The  Illinois  Steel  Company  did  not  acquire  the  capital  stock  of  the  Joliet  Steel  Company, 
but  instead  the  manufacturing  plant  of  the  latter  at  Joliet  and  possibly  some  of  its 
detached  property.  The  Joliet  Steel  Company  subsequently  went  into  liquidation  and  dis- 
tributed to  its  stockholders  the  Illinois  Steel  Company  stock  received  in  this  manner  as 
well  as  its  remaining  assets.  The  authorized  capital  stock  of  the  Joliet  Steel  Company  at 
this  time  was  $3,000,000 ;  the  amount  outstanding  apparently  was  about  $2,900,000. 

*  This  total  was  allotted  as  follows : 

Plant  of  the  North  Chicago  Rolling  Mill  Company |7,  000,  000 

Plant  of  tbe  Union  Steel  Company ..    2, 760, 000 

Plant  of  the  Joliet  Steel  Company .3,  000,  000 


Total . 12,750,  000 
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A  condensed  balance  sheet  of  the  Illinois  Steel  Company  on  June ' 
30, 1898,  gave  the  value  of  the  plants,  with  real  estate  and  improve- 
ments, at  $20,194,096,  and  the  total  book  value  of  the  stock  (after 
allowing  for  bonded  indebtedness)  at  $19,315,542;  that  is,  the  capital 
stock,  $18,650,635,  and  the  surplus,  $664,907.  A  condensed  state- 
ment of  the  property  follows: 

Plant $20, 406, 468 

Less  reserve  for  r^lacements,  etc 211, 372 

Plant,  net 20, 194, 096 

Permanent  investments 7, 021,  ©50 

Working  capital   (net) 5.384,939 


Total  net  assets 32, 600, 685 

Bonds  and  scrip 13,  285, 143 


Book  value  of  stock 19, 315, 542 

There  is  good  reason  for  regarding  this  book  valuation  of  the  stock 
at  this  time  as  sufficiently  high.  Including  the  bonds,  the  indicated 
book  value  of  the  investment  was  approximately  $32,500,000,  which 
was  sufficient  to  cover  a  very  extensive  investment  in  iron  and  steel 
properties. 

That  the  company  was  liberally  capitalized,  moreover,  is  indicated 
by  the  earnings,  which  from  the  date  of  its  organization,  in  May, 
1889,  to  December  31, 1897,  averaged  only  3.8  per  cent  on  the  capital 
stock,  as  follows: 

Tabu  7.— SUMMARY  OF  EARNINGS  OF  ILLINOIS  STEEL  COMPANY,  1889-1807. 


Year. 

Net  earnings, 
after  Interest 
on  bonds  and 
depreciation 
charges. 

Dividends. 

Annual 
surplus. 

195,341 

835,177 

1,038,777 

11,432,964 

•885,803 

30,607 

1,233,266 

•1,263,800 

870,025 

Total 
surplus. 

lS»i 

1708,741 

2,261,095 

1,038,777 

2,019,268 

« 885,803 

30,607 

1,233,266 

•704,281 

870,025 

8703,400 
1,425,918 

105.341 

1S90 

930,518 

ISl 

1.969.295 

W92 

'3,452,232 

536,331 

1883 

•  349,472 

ISM 

•318,865 

914,401 

•  349,399 

1886 

1896 

550,519 

vm 

20,626 

Total 

6,161,605 

6,141,060 

20,626 

20,626 

Avenge  annual  net  earnings,  after  interest  on  bonds  and  depreciation,  8}  years 1710,965 

Eqoal  on  iasoed  stock  of  $18,660,635  » to per  cent  per  atmum. .  3.8 

ATenp  Hunui net  eamlngi,  Hay,  1889,  to  December,  1802,  3}  years $1,668,513 

AT«nge  rate,  1889-1882,  only per  cent  per  annum..  8.9 

1  Eight  months. 

'  These  dlTidenda,  whieh  include  the  scrip  dividend  of  13.51  per  cent,  or  $2,519,700,  and  a  cash  dividend 
oiS  per  cent,  or  $882,532,  were  not  paid  until  1893. 

•Deficit. 

*  De&dt   After  allowing  for  depreciation  (chiefly  on  ore)  of  $1,467,371. 

^  Dving  a  small  portion  of  this  period  the  amount  of  stock  issued  was  somewhat  less,  but  not  enough  to 
OBteriatty  aifect  th«  average  rate  as  here  stated. 

4525'— 11 ^10 


122  THE  STEEL  INDUSTRY. 

While  there  is,  of  course,  no  rigid  relationship  between  earnings 
and  property  values,  it  must  be  admitted  that  average  earnings  of 
less  than  4  per  cent  by  a  large  steel  company  over  a  period  of  more 
than  eight  years  do  not  indicate  a  high  value  for  the  stock.  It  is 
true  that  during  the  latter  part  of  the  period  covered  the  iron  in- 
dustry was  very  badly  depressed  in  sympathy  with  the  commercial 
panic  which  affected  all  business  at  that  time.  From  1889  to  1892, 
however,  the  steel  industry  was  distinctly  prosperous.  An  average 
rate  of  earnings  of  only  8.9  per  cent  for  this  particular  period,  there- 
fore, indicates  that  the  capitalization  of  the  Illinois  Steel  C!ompany 
at  least  did  not  understate  the  investment. 

This  conclusion  is  further  supported  by  the  prices  of  the  com- 
pany's stock,  which  from  1895  to  the  middle  of  1898  (or  just  prior 
to  the  transfer  of  the  company  to  the  Federal  Steel  Company)  ruled 
at  considerably  below  par,  and  frequently  at  much  less  than  half 
the  par  value.  The  highest  and  lowest  prices  of  stock,  yearly,  for 
this  period  were  as  follows : 


Year. 

Highest. 

Lowest. 

Year. 

Highest. 

Lowest 

Ig95 

76 

fi9 
33 

1897 

50 
60 

29) 

1896 

1898  (January  to  July) 

^ 

In  the  latter  part  of  1898  the  price  of  the  stock  rose  sharply,  but 
this  was  undoubtedly  due  to  the  pending  organization  of  the  Federal 
Steel  Company. 

So  far  as  the  available  evidence  goes,  therefore,  it  suggests  that  the 
maximiun  valuation  which  can  be  placed  upon  the  stock  of  the  Illi- 
nois Steel  Company  would  be  the  book  valuation  above  given,  namely, 
$19,315,542,  or  after  an  adjustment  for  the  accounts  of  certain  sub- 
sidiaries, $19,238,149.  Indeed,  such  valuation  seems  unduly  liberal. 
Using  this  figure,  however,  and  adding  to  it  the  $3,730,127  in  cash 
acquired  therewith  (see  Table  6)  gives  a  total  consideration  of 
$22,968,276,  against  which  the  Federal  Steel  Company,  as  above 
shown,  issued  $33,571,143  of  its  stock  ($18,650,635  preferred  and 
$14,920,508  common).  This,  of  course,  is  over  and  above  the  bonded 
indebtedness. 

Minnesota  Iron  Company. — For  the  $16,500,000  stock  of  this  con- 
cern, plus  $4,471,500  cash,  the  Federal  Steel  Company  (see  Table  6) 
issued  $22,357,500  of  its  preferred  and  $17,886,000  of  its  commcMi 
stock,  or  a  total  of  $40,243,500. 

It  is  exceedingly  difficult  to  estimate  the  value  of  the  Minnesota 
Iron  Company.  It  included  extensive  ore  property,  improved  and 
unimproved,  a  fleet  of  9  ore  steamers  and  7  barges,  also  $3,000,000 
capital  stock  of  the  Duluth  and  Iron  Range  Kailroad,  a  very  profit- 
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able  concern,  together  with  some  miscellaneous  securities  and  quick 
assets.  The  consolidated  balance  sheet  of  the  c(»npany  for  June  30, 
1898,  the  date  as  of  which  the  Federal  Steel  Company  acquired  this 
concern,  showed  a  surplus  of  $6,436,134,  which,  added  to  Uie  capital 
stock  of  $16,500,000,  gives  a  total  book  value  of  $22,936,134 ;  the  com- 
pany had  no  bonded  debt,  but  there  were  $7,742,000  underlying  bonds. 

While  there  can  be  little  doubt  that  the  actual  investment  in  the 
property  was  considerably  less  than  the  book  value,  it  is  difficult  to 
say  how  far  the  book  value  may  have  differed  frcxn  a  fair  current 
valuation  of  the  property  at  the  time  the  Federal  Steel  (Company 
was  organized.  The  ore  property  of  the  company  had  enhanced  in 
value  scHnewhat,  while  the  extent  of  the  ore  reserves  later  proved  to 
be  considerably  greater  than  the  original  estimates.  The  value  of 
the  company's  investment  in  the  Duluth  and  Iron  Range  Railroad, 
which  had  a  substantial  monopoly  of  the  ore  business  in  a  limited 
section  of  the  Lake  region  and  which  earned  large  profits  (an  aver- 
age of  nearly  20  per  cent  on  the  $3,000,000  capital  stock  from  1894 
to  1898),  is  also  difficult  to  estimate. 

The  earnings  of  the  Miimesota  Iron  Company  for  the  three  years 
ended  April  30, 1893  (later  figures  are  not  available) ,  were  equivalent 
to  8^  per  cent  on  the  $16,500,000  of  stock  outstanding.  As  these,  on 
the  whole,  were  distinctly  prosperous  years,  this  average  rate  does  not 
indicate  a  valuation  of  the  property  in  excess  of  the  stock  plus  the 
accumulated  surplus.  The  market  valuation  of  the  stock  of  the  com- 
pany during  this  period  ranged  from  about  $65  to  $90  per  share,  or 
considerably  less  than  par  value,  while  from  1894  to  July,  1898,  the 
stock  never  sold  as  high  as  $80  and  frequently  sold  below  $50,  and 
occasionally  below  $40,  per  share;  in  the  latter  part  of  1898  it  rose 
sharply  to  about  par,  but  this  price  was  in  anticipation  of  the  organi- 
zation of  the  Federal  Steel  Company  and  can  not  be  used  as  an 
indication  of  the  value  of  the  property.* 

Therefore,  as  in  the  case  of  the  Illinois  Steel  Cknnpany,  so  far  as 
the  available  evidence  indicates,  there  is  reason  to  believe  that  the 
real  value  of  the  property  did  not  exceed  the  book  value,  i.  e.,  the 
capital  stock  plus  the  surplus,  as  shown  by  the  consolidated  balance 
sheet 

Elgin,  Jolibt  Ain>  Eastern  Eailwat  Company. — The  stock  of  the 
Elgin,  Joliet  and  Eastern  Railway  Company,  as  above  noted,  was 
valued  for  consolidation  purposes  at  $87.50  per  share  in  Federal  Steel 
preferred  stock,  this  being  equivalent  at  the  current  market  price  of 

^Tbe  range  of  qnotatlons  yearly  from  1890  to  1898  was  as  follows : 


1890 80  -91 

1891 08  -84 

1892 63i-82 

1893 60  -691 

1894 40  -62 


1895 39-72 

1896 40-72 

1897 38-60 

1898 57-99i 
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the  latter  (see  p.  125)  to  less  than  $70  in  cash.  The  average  earnings 
for  the  three  years  ended  June  30,  1898,  after  deducting  all  fixed 
charges,  were  equivalent  to  only  about  1.3  per  cent  annually  aa  the 
$6,000,000  of  capital  stock.  The  company  at  the  time  of  the  transfer 
had  outstanding  about  $7,417,000  of  bonds.  This  large  indebtedness, 
taken  in  connection  with  the  moderate  earnings  above  shown  (even 
allowing  for  the  fact  that  they  were  for  years  of  depression),  leaves 
little  doubt  that  a  valuation  of  $70  per  share  for  the  stock  is  not  only 
liberal,  but  probably  excessive.  On  this  basis  its  value  would  be 
$41,200,000,  whereas  for  this  stoc*,  plus  $1,050,000  in  cash,  the  Federal 
Steel  Company  issued  $9,450,000  of  its  securities. 

Lorain  Steel  Company  properties. — For  $5,017,800  stock  of  the 
Lorain  Steel  Company  of  Ohio,  and  $3,000,000  stock  of  the  Johnson 
Company  of  Pennsylvania  (this  covering  the  stocks  of  several  sub- 
sidiary companies),  the  Federal  Steel  Company  issued  $1,322,200 
of  its  preferred  stock,  and  $1,054,800  of  its  common  stock,  together 
with  a  cash  payment  of  $2,647,231.  It  received  with  these  properties 
$264,455  in  cash,  which  may  be  considered  as  reducing  the  net  cash 
payment  to  that  extent.  The  total  consideration,  taking  the  Federal 
Steel  stocks  issued  at  their  par  value,  would  be  $4,759,776.  A  better 
basis,^  however,  is  to  take  these  stocks  at  the  average  market  prices  at 
which  they  sold  during  the  first  few  months  after  the  organization 
of  the  Federal  Steel  Company.  (See  p.  125.)  This  would  reduce  the 
net  total  consideration  to  approximately  $4,068,000.  As  a  matter  of 
fact,  the  original  cost  of  these  Lorain  properties  as  stated  to  the 
Bureau  by  the  Steel  Corporation,  was  almost  exactly  $4,000,000. 
Subsequently,  the  balance  of  the  stock  of  the  Lorain  Steel  Company 
was  acquired  at  par. 

Summary. — Accepting  the  book  valuations  of  the  Illinois  Steel  and 
the  Minnesota  Iron  companies'  stocks,  and  a  valuation  of  $70  per 
share  for  the  stock  of  the  Elgin,  Joliet  and  Eastern  Railway  Com- 
pany, and  allowing  $4,000,000  for  the  Lorain  and  Johnson  concerns, 
the  total  indicated  value  of  the  property  acquired  by  the  Federal 
Steel  Company,  including  the  new  cash  capital  (net),  was  approxi- 
mately $62,000,000,  as  follows: 

Table  8.— COMPARISON  OP  INDICATED  VALUE  OF  PROPERTY  (STOCKS  AND 
CASH)  ACQUIRED  BY  FEDERAL  STEEL  COMPANY  AT  ITS  ORGANIZATION 
WITH  THE  AMOUNT  OF  ITS  STOCK  ISSUED. 

Illinois  Steel  stock  at  par,  plus  surplus $19,  238, 149 

Minnesota  Iron  stock  at  par,  plus  surplus 22,936,134 

Elgin,  Joliet  and  Eastern  stock,  at  70  per  cent  of  its  par  value 4,  200,  000 

^The  use  of  market  prices  of  the  stock  of  a  consolidation  in  such  computations  is  as 
a  rule  open  to  objection,  as  such  prices  may  reflect  a  value  due  to  the  very  merger  of 
competing  concerns,  but  in  this  instance,  owing  to  the  comparatively  small  amount  in- 
volved, it  is  permissible,  and  in  any  event  gives  a  better  basis  than  the  use  of  the  par 
value. 
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Lonin  Stwl  (^mpany  and  Johnson  Company  stock,  estimated  value |4,  000,  000 

Cash: 

Syndicate  arrangement |14,  075,  000 

Lorain-Johnson  purchase 264,456 

Total    14,  389,  456 

Less  cash  paid  in  connection  with  Lorain- Johnson  purchase.     2,  647,  231 

Net  cash 11,  602.  224 

Total  indicated  value  of  assets  over  bonded  indebtedness ^  62, 066,  507 

Federal  Steel  preferred  stock  issued 53,  260,  900 

Indicated  excess  of  value  over  par  value  of  preferred  stock  alone 8,  805,  607 

Total  Federal  Steel  stocks  issued,  preferred  and  common 99,  745,  200 

Total  indicated  value  of  assets  over  bonded  indebtedness ^62,  066,  507 

indicated  deficiency  of  assets,  as  compared  with  total  stock  issued 37, 678,  693 

It  should  be  repeated  that  the  above  valuations  are  necessarily  some- 
what arbitrary  and  tentative.  The  earnings  of  the  Illinois  Steel 
Company  and  the  prices  of  its  securities  indicate  that  the  book  value 
of  that  concern  was  excessive,  whereas  in  the  case  of  the  Minnesota 
Iron  Company  the  book  valuation  may  have  been  conservative.  The 
value  allowed  the  Elgin,  Joliet  and  Eastern  stock  probably  is  exces- 
sive, while  that  assigned  the  Lorain  properties  is  the  approximate 
cash  cost.  Taking  conditions  as  they  were  in  1898,  however,  the 
available  evidence  suggests  that  an  estimate  of  about  $62,000,000, 
as  the  value  of  the  properties  acquired  by  the  Federal  Steel  Company, 
after  aUowing  for  underlying  bonds,  is  suflScient.  The  Bureau  has, 
however,  increased  this  to  $63,000,000.  This  was  over  and  above  the 
bonded  indebtedness  of  these  concerns  of  $30,217,179,  which  has  been 
considered  as  repres^iting  an  equivalent  investment. 

This  conclusion  finds  further  confirmation  in  the  market  prices  of 
Federal  Steel  stocks.  Based  upon  the  average  prices  for  the  latter 
part  of  1898,  the  aggregate  value  of  these  stocks  was  approximately 
but  $55,700,000,  as  follows : 

Preferred  atock,  $53^260,900.  at  75.4 $40,158,719 

Common  stock,  $46,484,300,  at  33.4 15, 523, 756 

Total 55, 684, 475 

The  average  prices  in  1899  were  82.3  for  the  preferred  stock  and 
5T.4  for  the  conamon  stock,  which  give  a  total  valuation  for  the  stock 
of  approximately  $70,500,000.  The  year  1899,  however,  as  already 
noted,  was  one  of  abnormal  prosperity  in  the  iron  and  steel  industry. 
The  average  prices  of  the  stock  in  1900  were  70.3  for  the  preferred 
and  42.6  for  the  conmion,  giving  an  indicated  valuation  of  both 
stocks  of  roughly  $57,250,000.  Taking  the  average  prices  of  the 
stocks  for  the  entire  period  from  the  organization  of  the  company  in 
1898  to  the  close  of  1900,  the  market  valuation  was  about  $61,150,000. 
An  average  valuation  ov^ht  so  considerable  a  period  is  certainly  en- 
titled to  considerable  weight,  and  particularly  because  the  Federal 

*  See  note  3,  Table  5,  page  118. 
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Steel  Company  was  in  no  sense  a  monopoly.  The  close  agreement 
between  this  valuation  and  the  valuation  indicated  by  the  foregoing 
rough  analysis  of  the  property  is  striking. 

From  Table  6,  on  page  119,  it  appears  that  stockholders  of  the 
Illinois  Steel  Company,  the  Minnesota  Iron  Company,  and  the  Elgin, 
Joliet  and  Eastern  Railway  Company,  in  return  for  the  deposit  of 
their  stocks  and  payment  of  $9,251,627  in  cash,  received  $46558,135 
of  preferred  and  $37,006,508  of  common  stock  of  the  new  company. 
There  was  issued  as  part  of  the  purchase  price  of  the  Lorain  and 
Johnson  companies  $1,322,200  Federal  Steel  preferred  and  $1,054,800 
common  stock.^  There  was  left  for  the  syndicate,  therefore,  $5,680,565 
of  preferred  stock  and  $8,422,992  of  comm(m  stock  in  return  for 
$4,823,373  of  cash  which  the  syndicate  was  to  furnish  in  order  to 
make  up  the  stipulated  total  of  $14,075,000.  This  arrangement  may 
be  summarized  as  follows : 


Total  amomtt 

Taken  by  original  stockholders  and  by  Lorain  interests. 


Leaving  lor  syndicate . 


Preferred  stock 
issued. 


1963,200,900 
47,580,335 


5,680,505 


Common  stock 
issued. 


*  946,484,900 
38,061,308 


8,422,992 


^  See  note  1,  page  119. 

'Incladea  $3,000  issued  to  orii^inal  subscribers,  who  presumably  acted  for  the  under- 
writing syndicate. 

The  payment  of  $14,075,000  in  cash  was  provided  as  follows : 

By  original  stockholders $9,251,627 

By  syndicate 4,  823, 378 


Total 14, 075, 000 

The  large  residue  of  stock  left  in  the  hands  of  the  syndicate- 
amounting  to  $5,680,665  preferred  and  $8,422,992  common — ^less  the 
amount  of  cash  ($4,823,373)  provided  by  the  syndicate  on  its  own 
account,  constituted  the  compensation  of  the  syndicate. 

This  liberal  compensation  to  the  imderwriting  syndicate  is  very 
fairly  to  be  considered  as  sustaining  other  evidence  of  extensive 
overissue  of  stocks  of  the  Federal  Steel  Company. 

The  earnings  of  the  Federal  Steel  Company  likewise  tend  to  the 
same  conclusion.  The  earnings  of  the  constituent  companies  for  the 
nine  months  ending  September  30,  1898,  after  deducting  interest 
on  bonds,  were  officially  estimated  in  a  listing  application  to  the 
New  York  Stock  Exchange  at  not  less  than  $3,000,000,  and  those 
for  the  full  year  1898  at  a  minimum  of  $4,000,000.  This  sum,  it 
will  be  seen,  was  equivalent  to  less  than  8  per  cent  on  the  $53,260,900 
of  preferred  stock  issued.    The  capitalization  of  an  iron  and  steel 


1  By  this  purchase,  as  already  shown,  there  was  secured  |264,454.70  in  cash ;  this,  how- 
ever, was  In  addition  to  the  $14,076,000  above  given. 
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concern  under  competitive  conditions  on  a  basis  of  8  per  cent  un- 
doubtedly must  be  regarded  as  extremely  liberal.  Including  the  com- 
mon stock,  these  earnings  were  equivalent  to  only  a  little  more  than  4 
per  cent. 

The  earnings  of  the  company  in  1899,  after  deducting  interest  on 
bonds  of  constituent  companies  and  depreciation,  were  approximately 
$9,100,000.  This,  it  will  be  seen,  was  at  the  rate  of  approximately 
17  per  cent  on  the  $53,260,900  of  preferred  stock  outstanding,  and 
about  9  per  cent  on  the  preferred  and  common  combined.  The 
eaniings  in  the  year  1900  were  $11,722,332,  or  about  22  per  cent  on 
the  preferred  stock  alone.  These  earnings,  however,  were  excep- 
tional. For  the  first  three  months  of  1901  they  were  at  a  very  much 
lower  rate. 

Altogether,  the  evidence  is  strong  that  a  considerable  portion  of 
the  common  stock  of  the  Federal  Steel  Company  represented  nothing 
but  "water,"  or  the  capitalized  hope  of  future  increase  in  earning 
power,  and  indicates  that  a  valuation  of  $63,000,000,  over  and  above 
the  underlying  bonds,  at  the  time  the  company  was  organized  (Sep- 
tember, 1898)  is  sufficiently  liberal. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpo- 
ration issued  in  exchange  for  the  stocks  of  the  Federal  Steel  Com- 
pany in  1901  a  little  over  $110,400,000  of  its  stock,  of  which,  roughly, 
$00,400,000  was  in  preferred  stock  and  $50,000,000  in  common  stock. 
During  the  interval  from  its  organization  to  April  1, 1901,  of  course, 
the  investment  of  the  Federal  Steel  Company  had,  as  just  shown, 
been  increased  from  its  earnings.  The  surplus  of  the  company  on 
March  31, 1901,  was  $18,146,700.  Adding  this  to  the  original  invest- 
ment in  1898,  and  excluding  any  possible  appreciation  in  the  value 
of  the  property  (see  p.  168),  it  is  clear  that  the  stock  issued  by  the 
Steel  Corporation  for  the  Federal  Steel  Company's  stocks  greatly 
exceeded  the  tangible  property  back  of  the  latter. 

Seetion  5.  American  Steel  and  Wire  Company. 

In  the  case  of  this  corporation,  organized  in  January,  1899,  there 
is  convincing  evidence  that  preferred  stock  was  issued  up  to  the 
full  value  of  the  tangible  assets  acquired  and  that  the  common  stock 
represented  nothing  but  intangible  assets,  estimated  earning  power, 
and  "  water." 

One  of  the  principal  companies  acquired  by  the  American  Steel 
and  Wire  Company  of  New  Jersey,  the  American  Steel  and  Wire 
Company  of  Illinois,  was  itself  an  important  consolidation,  and  for 
that  reason  the  basis  of  its  organization  may  be  briefly  reviewed. 

AmaucAN  Steel  and  Wire  Company  of  Iu^inois. — ^The  American 
Steel  and  Wire  Company  of  Illinois  (see  Table  3,  facing  p.  107)  was 
organized  in  March,  1898,  with  a  capital  of  $24,000,000,  equally 
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divided  between  7  per  cent  cumulative  preferred  stock  and  conunon 
stock.    The  company  acquired  the  following  properties : 

Consolidated  Steel  and  Wire  Company,  with  7  plants. 

The  plants  of  the  I.  L.  Ellwood  Manufacturing  Company,  and  of 
the  Ellwood  Wire  and  Nail  Company^  at  De  Kalb,  111. 

The  plant  of  the  American  Wire  Nail  Company,  at  Anderson,  Ind. 

Two  plants  of  the  Salem  Wire  Nail  Company,  one  at  Salem,  Ohio, 
and  one  at  Findlay,  Ohio. 

The  plant  of  the  H.  P.  Nail  Company,  at  Cleveland. 

The  plant  of  the  American  Wire  Company,  at  Cleveland. 

The  facts  concerning  the  organization  of  this  company  were  dis- 
closed in  a  suit  brought  in  December,  1899,  by  John  H.  Parks,  one  of 
the  promoters,  against  John  W.  Gates  for  an  accounting  of  profits 
alleged  to  have  been  made  in  its  promotion.  The  valuations  at  which 
the  above  concerns  went  into  the  Illinois  consolidation  (including 
working  capital)  and  the  profits  of  these  concerns,  averaged  and 
adjusted  over  a  series  of  years,  as  submitted  in  this  Parks  suit,  are 
given  in  the  following  table: 

Tablk  9.— appraised  VALUES  AND  EARNINGS  OF  CONCERNS  COMPOSING  AMER- 
ICAN STEEL  AND  WIRE  COMPANY  OF  ILLINOIS  IN  1898.* 


Property. 


Consolidated  Steel  and  Wire  Company,  7  plants  (working  capital  in- 
eluded)  : 

American  Wire  Nail  Company's  plant  (1200,000  working  capita]  included) 
Salem  Wire  Nail  Company,  2  plants  ($100,000  working  capital  included). 

I.  L.  Ellwood,  2  plants  (92S0fiO0  working  capital  Included) 

H.  P.  Nail  Company,  plant  at  Cleveland,  Ohio 

American  Wire  Company,  plant  at  Cleveland,  Ohio 

Additional  working  capital  and  some  small  improvements  to  plants 

Total 


Appraised 


t7,000,000 

1,000,000 

£00,000 

1,250,000 

600,000 

000,000 

1,050,000 


12,000,000 


Yearly  aven«e 

adjusted  proDts 

(U95-l»7). 


tl,102,979.aO 

150,012.45 

^,233. 21 

145,283.26 

77,802.39 

77,154.49 


1,665,555^ 


*  As  submitted  by  defense  in  suit  of  John  H.  Parks  v.  John  W.  Gates,  on  appeal,  supreme 
court.  New  York,  appellate  division,  first  department. 

As  already  noted  on  page  76,  before  the  Illinois  company  was  organized  an  effort  wms 
made,  in  1897,  to  form  a  $75,000,000  consolidation,  but  this  scheme  fell  through  in  Febru- 
ary, 1898.  Almost  Immediately  afterwards  the  concerns  above  mentioned  were  consolidated 
as  the  American  Steel  and  Wire  Company  of  Illinois.  The  valuations  placed  npon  the 
plants  of  these  companies  by  engineers  employed  by  J.  P.  Morgan  &  Co.  at  the  time  the 
175,000,000  combination  was  under  discussion  were  as  follows : 

Consolidated  Steel  and  Wire  Company  (this  included  their 
plants  at  Allen  town,  St.  Louis,  Rankin,  Joliet  (2),  Cleve- 
land, and  Beaver  Falls) $5,914,970 

I.  L.  Ellwood's  plants 923,000 

American  Wire  Company  plant,  at  Cleveland,  Ohio 740,  000 

H.  P.  Nail  Company  plant,  at  Cleveland,  Ohio 800,  000 

American  Wire  Nail  Company  plant,  at  Anderson,  Ind 700,  000 

Salem  Wire  Nail  Company  plants,  at  Salem  and  Findlay, 

Ohio 450,000 

ToUl 9,527,970    • 

These  figures  apparently  were  for  the  plants  alone,  without  working  capital. 
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In  the  three  years  preceding  the  merger  (1895-1897)  these  com- 
panies made  a  total  average  profit  per  year  of  $1,655,555,  showing  for 
those  years  a  net  profit  of  between  13  and  14  per  cent  if  figured  on  a 
basis  of  $12,000,000. 

The  average  profits  above  given,  which  were  determined  by  a  firm 
of  chartered  accomitants  employed  by  the  bankers,  were  undoubtedly 
due  in  large  measure  to  the  exorbitant  prices  of  wire  and  wire  nails 
maintained  by  the  wire-nail  pool  during  a  considerable  portion  of  the 
period  in  qu^ion.     (See  p.  73.) 

From  Table  9,  therefore,  it  appears  that  the  American  Steel  and 
Wire  Company  of  Illinois  had  $12,000,000  of  tangible  property ;  that 
is  to  say,  its  $12,000,000  preferred  stock  was  covered  by  actual  tangible 
assetsw  The  $12,000,000  of  common  stock  was  issued  as  a  bonus  with 
the  preferred. 

The  most  important  of  these  concerns  was  the  Consolidated  Steel 
and  Wire  Company.  This  had  a  capital  stock  of  $4,000,000,  which 
went  into  the  American  Steel  and  Wire  Company  of  Illinois  on  the 
basis  of  $175  in  preferred  and  a  like  amount  of  conmion  for  each  $100 
share  of  old  stock,  a  total  of  $14,000,000.' 

The  $12,000,000  common  stock  of  the  American  Steel  and  Wire 
Company  of  Illinois,  while  not  covered  by  tangible  assets,  never- 
theless had  a  value  from  the  standpoint  of  earning  power.  This  is 
suggested  by  the  liberal  rate  of  profit  as  above  computed  on  the 
$12,000,000  preferred  stock  alone,  namely,  about  14  per  cent.  It  is 
also  indicated  by  the  prices  of  the  company's  stocks.  From  July  to 
November,  1898,  the  conunon  stock  of  the  company  was  quoted  on  the 
New  York  Stock  Exchange  at  from  25J  to  43^,  and  the  preferred  from 
82  to  92^.  Higher  quotations  were  reached  in  December,  but  these 
were  undoubtedly  due  to  the  pending  transfer  of  the  company  on  very 
favorable  terms  to  the  American  Steel  and  Wire  Company  of  New 
Jersey.  The  average  prices  for  the  five  months  in  question  were  about 
34  for  the  common  and  88  for  the  preferred.  The  combined  market 
value,  therefore,  was  considerably  in  excess  of  the  par  value  of  the 
preferred  stock.  It  should  be  observed,  however,  that  the  large  earn- 
ing power  of  the  company  was  attributable  in  considerable  degree 
to  the  fact  that  it  was  a  combination  of  some  of  the  strongest  factors 
in  the  business. 

Ahesican  Steel  and  Wire  Company  of  New  Jersey. — This  com- 
pany was  organized  in  January,  1899,  with  $90,000,000  capital  stock, 
all  of  which  was  issued^  as  follows : 

Preferred  stock  (7  per  cent  cumulative) $40,000,000 

Common  stock 50,000,000 

Total 90, 000, 000 

*  Testimony  of  Jobn  W.  Gates,  In  the  Parks  suit,  above  cited. 
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In  the  organization  of  this  company,  the  American  Steel  and  Wire 
Company  of  Illinois  was  taken  over  on  very  liberal  terms,  namely, 
$100  of  preferred  stock  and  $60  in  c<Hnmon  stock  of  the  new  company 
for  each  $100  preferred  stock  of  the  old,  and  $120  in  new  common 
stock  for  each  $100  of  old  stock.  The  actual  amounts  of  stodc  issued 
by  the  New  Jersey  company  for  the  Illinois  concern  in  this  exchange 
were  as  follows: 


%12fi00fiO0  old  preferred  stock  received . 
ti2fi0OfiO0  old  common  stock  received. 


Total. 


New 

preferred. 


$12,000,000 


12,000,000 


New 
common. 


$7,200,000 
14,400,000 


21,600,000 


That  is,  in  exchange  for  the  $24,000,000  stock  of  the  old  company 
there  was  issued  by  the  new  concern  $33,600,000. 

In  addition  to  the  Illinois  company,  the  American  Steel  and  Wire 
Company  of  New  Jersey  secured  most  of  the  other  important  wire 
concerns  of  the  country.  Most  of  these  are  given  in  Table  3,  facing 
page  107.*  An  underwriting  syndicate  was  to  provide  $28,000,000 
cash,  of  which  $15,000,000  was  to  be  used  to  purchase  these  additional 
concerns  and  the  remaining  $13,000,000  was  to  be  turned  over  to 
the  company  as  working  capital.  Adding  to  this  $28,000,000  the 
$12,000,000  tangible  property  of  the  American  Steel  and  Wire  Com- 
pany of  Illinois  at  its  organization,  makes  a  total  of  $40,000,000, 
which  is  exactly  the  amount  of  preferred  stock  issued  by  the  New 
Jersey  company. 

In  the  case  of  the  properties  purchased  with  the  $15,000,000  cash 
provided  by  the  underwriting  syndicate,  the  good  will  was  also  se- 
cured, since  the  cash  price  included  these  properties  as  going  concerns. 
This  alone  would  suggest  that  part  of  the  $40,000,000  preferred  stock 
of  the  new  company  was  issued  for  intangible  assets.  On  the  other 
hand,  the  common  stock  of  the  American  Steel  and  Wire  Company 
of  Illinois,  by  the  time  of  its  transfer  to  the  New  Jersey  company, 
may  have  been  partly  covered  by  tangible  value.  It  seems  reasonably 
certain  that  the  $40,000,000  preferred  stock  of  the  latter  concern  was 
covered  by  actual  property,  including  working  capital. 

That  preferred  stock  was  issued  by  the  American  Steel  and  Wire 
Company  of  New  Jersey  up  to  the  full  amount  of  tangible  assets  is, 
moreover,  indicated  by  the  following  excerpt  from  an  article  in  a 
trade  journal  at  the  time :  ^ 

The  syndicate  of  bankers  furnishes  the  capital  to  make  the 
purchases  of  the  plants  and  to  provide  the  new  company  with  a 

^  See  note  at  head  of  that  table. 

•Iron  Age,  January  12,  1809,  page  10. 
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workmg  capital  of  about  $13,000,000,  exclusive  of  the  working 
capital  of  the  c<MXcenis  who  enter  the  consolidation.  As  a  matter 
of  fact,  the  new  company  will  have  a  working  capital  of  $17,- 
342^00,  less  $750,000  Donds,  as  above.  Whatever  may  be  neces- 
sary of  this  working  capital  may  be  used  for  the  purchase  of 
other  properties,  which  may  be  agreed  upon  hereafter.  The 
entire  amount  of  capital  to  be  furnished  by  the  syndicate  will  be 
$28,000,000. 

The  aggregate  valuation  of  the  plants  which  are  included  in 
the  new  consolidation  is  $23,407,500. 

It  will  be  seen  that  this  statement,  which  appears  to  be  authorita- 
tive, gives  the  entire  working  capital  of  the  new  company  (includ- 
ing the  $13,000,000  clear  cash  to  be  provided  by  the  syndicate)  at 
$17,342,500,  less  $750,000  of  bonds  to  be  provided  for,  which  leaves  a 
net  cash  capital  of  $16,592,500.  This  sum,  added  to  the  reported  value 
of  the  plants,  $23,407,500,  amounts  to  exactly  $40,000,000,  which  is 
precisely  the  amount  of  the  preferred  stock  issued  by  the  American 
Steel  and  Wire  Company  of  New  Jersey.  While  the  value  of  the 
plants  may  have  been  arrived  at  by  deducting  the  amount  of  working 
capital  from  the  preferred  stock,  this  statement,  in  connection  with 
other  evidence,  seems  to  indicate  beyond  a  reasonable  doubt,  in  so 
far  as  it  was  authoritative,  that  it  was  the  intention  of  the  organizers 
to  issue  preferred  stock  up  to  the  full  amount  of  plant  valuations 
and  cash  assets,  and  that  the  common  stock  at  best  represented  noth- 
ing but  intangible  assets.  Much  of  it  must  be  considered  as  mere 
"water.'' 

Subsequent  ACQUismoNS. — Shortly  after  its  organization,  the 
American  Steel  and  Wire  Company  of  New  Jersey  acquired  several 
other  properties.  Most  of  these  were  comparatively  small,  with  the 
exception  of  the  Shoenberger  Steel  Company  of  Pittsburg,  which 
was  capitalized  at  $3,600,000,  and  which  had  an  extensive  plant.  All 
of  these  later  acquisitions  were  paid  for  in  cash,  and  therefore  it  is 
reascMiable  to  assume  that  they  did  not  involve  serious  overvaluation. 

The  company  did,  however,  in  1900,  guarantee  an  issue  of  $5,630,000 
of  5  per  cent  20-year  bonds  of  the  American  Steamship  Company,  of 
which  $5,250,000  were  issued  in  payment  for  the  $3,000,000  capital 
stock  of  that  concern  (at  the  rate  of  $175  per  share)  and  $380,000  re- 
served to  retire  prior  liens.  The  property  back  of  these  bonds  con- 
sisted of  12  steamers.  The  value  of  these  as  fixed  by  the  Inland 
Lloyds  was  only  $3,035,000,  or  practically  $2,600,000  less  than  the 
bonds  issued  against  them.  In  justification  of  the  high  price  paid  by 
the  Sted  and  Wire  company,  it  was  contended  that  the  net  earnings 
of  this  steamship  fleet  were  very  large.  This  was  true,  the  earnings 
in  1900  (not  all  of  the  steamers  being  in  operation  for  the  entire  sea- 
son) amounting  to  roughly  $762,000,  or  more  than  13  per  cent  upon 
the  total  indebtedness  of  $5,630,000  incurred  by  the  American  Steel 
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and  Wire  Company  in  the  acquisition  of  these  vessels.  However,  this 
transaction  precipitated  a  violent  controversy  in  the  management  of 
the  Steel  and  Wire  company,  because  the  stock  of  the  steamship  com- 
pany had  previously  been  owned  by  some  of  the  leading  directors  and 
stockholders  of  the  Steel  and  Wire  concern,  who  had  originally  ac- 
quired the  property  at  the  equivalent  of  about  par  for  the  stock,  which 
they  later  sold  for  $175  per  share.  Moreover,  the  steamship  company 
had  paid  very  liberal  dividends  during  the  interval  that  it  had  thus 
been  operated  by  these  parties,  so  that  their  total  profit  on  the  steam- 
ship deal  was  apparently  in  excess  of  $3,000,000,  the  bulk  of  which 
went  to  a  comparatively  few  insiders  in  the  American  Steel  and  Wire 
Company's  management.  At  least  one  director  of  the  Steel  and  Wire 
company,  it  may  be  noted,  resigned  because  of  dissatisfaction  over 
this  transaction.^ 

Taking  all  the  evidence  into  consideration,  therefore,  it  appears 
that  at  the  organization  of  the  American  Steel  and  Wire  Company 
of  New  Jersey  there  were  no  tangible  assets  back  of  the  $50,000,000 
common  stock,  and  that  the  issue  of  bonds  to  acquire  the  American 
Steamship  Company's  stock  was  in  excess  of  the  appraised  value  of 
the  vessels  acquired  (this  appraisal  presiunably  not  including  an 
allowance  for  earning  power). 

The  bulk  of  the  common  stock  undoubtedly  was  nothing  but 
'^  water."  In  this  connection  it  may  be  noted  that  no  less  than 
$11,600,000  of  the  common  stock  was  distributed  among  a  few  leading 
interests  who  managed  the  underwriting.  As  shown  on  page  130, 
$12,000,000  of  the  $40,000,000  preferred  stock  of  the  company  and 
$21,600,000  of  its  common  stock  was  issued  for  the  stock  of  the  Ameri- 
can Steel  and  Wire  Company  of  Illinois.  This  left  $28,000,000  pre- 
ferred stock  and  $28,400,000  common  stock  of  the  New  Jersey  concern 
which  was  disposed  of  to  a  syndicate  for  $28,000,000  in  cash.  The 
syndicate  subscribers  received  a  bonus  of  60  shares  in  common  stock 
with  each  100  shares  of  preferred  taken  at  par.  This  left  40  shares 
out  of  each  100  shares  of  common,  or  $11,600,000,  as  a  "  commission  " 
for  those  managing  the  organization  of  the  company.* 

This  large  "  commission "  is  very  convincing  evidence  that  the 
conmion  stock  of  the  company  was  heavily  "  watered." 

The  common  stock  of  the  company,  however,  had  a  value  from  the 
standpoint  of  earning  power.    For  the  year  1899  the  surplus  earnings 

^  Hermann  Slelcken,  one  of  the  directors  who  resigned,  was  quoted  at  the  time  as  say- 
ing (Chronicle,  Dec.  16,  1000)  : 

I  confess  myself  nnable  to  understand  why  the  American  Steel  and  Wire  Com> 
pany.  professing  to  have  f90.000.000  of  capital,  should  issue  $5,000,000  r|5,630,- 
000]  in  bonds  for  the  purchase  of  12  ore  steamers  when  12  new  boats  of  the  same 
tonnage  could  today  be  contracted  for  and  delivered  in  the  spring  of  1902  for  be- 
tween $3,000,000  and  $3,300,000,  and  there  Is  plenty  of  tonnage  to  be  had  for  the 
intervening  season.  Serenty-flve  per  cent  of  the  American  Steamship  Company's 
stock  was  right  there  in  the  American  Steel  and  Wire  directors'  meeting.  Of  course, 
I  resigned. 

'  The  common  stock  was,  of  conne,  worth  much  leas  than  par. 
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of  the  Steel  and  Wire  company,  after  the  dividends  on  the  preferred 
stock,  and  after  setting  aside  $1,200,000  for  depreciation  and  bad 
debts,  were  $9,362,530.  This  was  equivalent  to  18.7  per  cent  for  the 
common  stock.  The  corresponding  surplus  profits  for  the  year  1900 
were  $4,202,129,  or  8.4  per  cent  for  the  common  stock.  Moreover, 
dividends  were  paid  on  the  common  stock  out  of  the  earnings  of  1899 
at  the  rate  of  7  per  cent  and  out  of  those  for  1900  at  the  rate  of  5 
per  cent 

On  March  31,  1901,  the  accumulated  surplus  of  the  company  was 
$13,162,106.  To  this  extent,  therefore,  assuming  the  allowance  for 
depreciation  to  have  been  adequate,  the  "  water  "  in  the  common  stock 
had  been  reduced.  In  other  words,  at  the  time  of  the  transfer  of  the 
Steel  and  Wire  company  to  the  Steel  Corporation  its  tangible  prop- 
erty alone  was  considerably  in  excess  of  the  $40,000,000  preferred 
stock. 

Undoubtedly  the  organizers  of  the  United  States  Steel  Corporation 
considered  the  earning  capacity  of  the  company  more  carefully  than 
they  did  its  tangible  assets.  Therefore,  it  should  be  pointed  out  that 
the  earnings  above  noted,  particularly  those  for  1899,  were  due  in 
large  measure  to  the  extraordinarily  prosperous  condition  of  the  iron 
and  steel  industry  at  this  period.  Obviously,  exceptional  earnings 
made  under  these  conditions  are  not  alone  a  proper  basis  for  capi- 
talization. A  more  important  matter,  and  one  which  undoubtedly 
received  more  attention  in  the  organization  of  the  Steel  Corporation, 
was  the  high  degree  of  control  over  the  wire  and  nail  industry 
enjoyed  by  the  American  Steel  and  Wire  Company,  which  undoubt- 
edly had  an  important  influence  upon  the  earning  capacity  of  the 
company.  While  the  Steel  Corporation  could  not,  perhaps,  reason- 
ably expect  to  make  such  large  earnings  from  the  wire  and  nail  busi- 
ness as  the  American  Steel  and  Wire  Company  had  made  in  1899, 
nevertheless  the  high  degree  of  monopolistic  control  of  this  branch 
of  the  industry  which  it  obtained  through  the  acquisition  of  this 
company  gave  it  virtual  assurance  that  a  liberal  rate  of  profit  could 
be  earned  so  long  as  this  control  was  maintained. 

SectLon  6.  American  Tin  Plate  Company. 

This  company  was  one  of  the  first  of  the  great  iron  and  steel  con- 
^lidations,  having  been  organized  in  December,  1898.  Its  total 
authorized  capitalization  was  $50,000,000,  of  which  $46,000,000  was 
issued  at  the  time,  as  follows: 


stock. 


Preferred  (7  per  cent  coxnalatiye). 
Ccmmoii.  ........................ 


Authorized. 


120,000,000 
30,000,000 


Issued. 


$18,000,000 
28,000,000 
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Soon  after  its  organization  the  company  issued  $325,000  additional 
preferred  stock  to  acquire  another  concern.  As  shown  in  Table  4, 
on  page  113,  the  United  States  Steel  Corporation,  in  acquiring  the 
Tin  Plate  company,  issued  practically  $63,500,000  of  its  stock 
($28,505,250  preferred  and  $34,993,750  common).  Thus  the  increase 
in  capitalization  was,  roughly,  $17,000,000. 

The  American  Tin  Plate  Company  was  one  of  the  group  of  four 
"  Moore  "  companies,  namely,  the  American  Tin  Plate  Company,  the 
National  Steel  Company,  the  American  Steel  Hoop  Company,  and  the 
American  Sheet  Steel  Company,  so  called  because  they  had  been 
organized  chiefly  by  W.  H.  Moore. 

All  of  these  companies  were  heavily  overcapitalized.  In  fact,  the 
evidence  very  clearly  shows  that  the  common  stocks  of  these  com- 
panies originally  had  no  tangible  property  whatever  back  of  them. 
This  was  indeed  very  frankly  admitted  by  Mr.  Moore,  in  testimony 
before  the  Industrial  Commission  on  the  organization  of  the  Ameri- 
can Tin  Plate  Company,  as  the  following  excerpt  from  that  testimony 
shows : 

Everybody  knows  what  they  are  getting  when  they  get  com- 
mon stock.  They  know  they  are  not  getting  anything  that  repre- 
sents assets.^ 

Evidence  as  to  the  "  watering  "  of  these  companies,  however,  does 
not  rest  simply  on  this  general  statement,  but  is  borne  out  by  various 
other  more  specific  facts. 

In  the  case  of  the  American  Tin  Plate  Company,  the  testimony 
of  several  of  its  officers  before  the  Industrial  Commission  showed 
clearly  that  options  were  obtained  upon  the  various  properties  and 
that  the  vendors  were  then  given  the  privilege  of  taking  the  full 
option  price  in  cash  or  of  receiving  instead  preferred  stock  equal  to 
the  amount  of  such  cash  valuation,  with  a  bonus  of  100  per  cent  in 
common  stock  in  addition. 

The  organizers  of  the  company  also  raised  $4,500,000  of  cash 
capital;  this  was  obtained  from  the  sale  of  preferred  stock  at  par, 
subscribers  in  this  case  also  receiving  an  equal  amount  of  common 
stock  as  a  bonus.  A  part  of  this  cash  was  used  in  the  purchase  of 
inventories  and  other  working  assets  of  the  acquired  concerns,  such 
liquid  assets  not  being  included  with  the  transfer  of  plants. 

The  cash  valuations  agreed  upon  for  the  various  plants  covered 
these  as  going  concerns,  and  therefore  included  intangible  as  well  as 
tangible  considerations.  This  is  clearly  established  by  the  following 
excerpt  from  the  testimony  of  D.  G.  Reid,  president  of  the  company, 
before  the  Industrial  Commission : 

Q.  If  a  man  had  got  an  option  on  a  plant  for  $100,000  in  cash, 
he  could  take  that  cash  and  quit  business  ? — A.  Yes. 

^  Industrial  Commission  Reports,  Volume  I,  page  963. 
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Q.  If  he  preferred  to  take  instead  of  cash  $100,000  worth  of 
preferred  stock  and  a  $100,000  in  common  stock,  he  could  do 
that? — ^A.  Yes;  Judge  Moore  would  let  him  have  it. 

Q.  The  price,  then,  that  Judge  Moore  and  these  tin-plate  man- 
ufacturers agreed  upon  was  on  a  cash  basis,  and  that  would  in- 
clude, would  it  not.  the  value  of  the  plant  and  the  value  of  the 
business  in  general  f — ^A.  Good  will  and  all. 

Q.  The  good  will  and  all  ? — ^A.  Yes. 

Q.  So  that,  as  a  matter  of  fact,  the  price  that  was  agreed  upon, 
the  cash  price  agreed  upon,  would  mean  both  the  value  of  the 
plant  itself  and  the  good  will  ? — ^A.  Certainly ;  yes.* 

The  plants  of  the  constituent  concerns,  plus  the  new  working  capi- 
tal, represented  the  total  tangible  property  acquired  by  the  American 
Tin  Plate  Company.  From  what  has  just  been  stated,  therefore,  it  is 
clear  that  preferred  stock  was  issued  up  to  the  full  amount  of  the 
cash  value  of  the  property  acquired  by  the  new  company,  and  that 
the  common  stock  was  issued  merely  as  a  bonus  with  the  preferred, 
or,  as  shown  elsewhere  (see  p.  178) ,  for  promoters'  profits  and  organi- 
zation expenses. 

That  preferred  stock  was  issued  up  to  the  full  cash  value  of  the 
property  is  indicated  by  the  following  further  excerpt  from  the  tes- 
timony of  Mr.  Reid  before  the  Industrial  Commission,  already  re- 
ferred to : 

Q.  Did  YOU  not  consider  that  the  preferred  stock  practically 
paid  for  tne  plants,  for  the  tangible  property? — ^A.  As  I  have 
already  said,  Judge  Moore  paid  S>r  the  plants  in  cash.  It  was  a 
cash  transaction.  However,  if  an  owner  of  tin-plate  property 
would  come  to  him  and  say,  "  I  do  not  care  for  mine  in  cash ; 
I  will  take  so  many  shares  in  stock,''  he  would  get  from  him  a 
share  of  common  and  a  share  of  preferred  stock  for  each  $100 
that  he  did  not  take  out  in  cash. 

Q.  No  matter  how  many  transactions  were  involved  in  it,  and 
by  what  circumlocution  it  was  brought  about,  as  a  matter  of  fact, 
did  you  not  consider  generally  that  the  preferred  stock  paid  for 
the  tangible  property  that  was  acquired  ? — A.  Well,  if  a  mill 
had  $100,000  casn  coming  to  it  from  Jud^e  Moore  and  he  gave 
them  $100,000  in  preferred  and  $100,000  in  common  stock,  that 
man  would  know  that  he  was  getting  preferred  stock  for  his 
$100,000,  and  whatever  he  got  beyond  might  be  said  to  be  so 
mud^  bonus.' 

It  should  be  noted  that  while  the  $28,000,000  common  stock  issued 
by  the  American  Tin  Plate  Company  represented  at  the  time  noth- 
ing but  "  water,"  by  April,  1901,  this  cwnmon  stock  had  considerable 
value  as  a  result  of  the  great  earning  power  of  the  company.  The 
earnings  of  the  constituent  concerns  of  the  Tin  Plate  company  for 
tie  year  1898 — ^that  is,  for  the  year  preceding  their  consolidation,  when 
they  were  operating  separately — ^were  officially  stated  in  a  listing 

^  Industrial  Commission  Reports,  Volume  I,  page  884. 
'Industrial  Commission  Reports,  Volume  I,  pages  883-884. 
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application  of  the  company  to  the  New  York  Stock  Exchange  at 
$2,000,000.  This  was  equivalent  to  about  11  per  cent  on  the  pre- 
ferred stock  issued  by  the  consolidated  company.  The  earnings  of 
the  company  in  the  year  1899  were  approximately  $3,600,000,  and 
those  for  the  year  1900  exceeded  $5,750,000.  The  accumulated  sur- 
plus on  March  31,  1901,  was  $6,177,537,  so  that  to  some  extent  the 
common  stock  of  the  company  had  actual  cash  assets  back  of  it  at 
that  date. 

As  in  the  case  of  the  American  Steel  and  Wire  Company,  it  is  im- 
portant to  point  out  that  the  great  earning  power  of  the  American 
Tin  Plate  Company  was  largely- attributable  to  two  circumstances — 
first,  the  extraordinary  prosperity  of  the  iron  and  steel  industry  at 
this  time,  and,  second,  to  the  very  effective  control  of  the  tin-plate 
business  which  that  company  held.  As  already  shown,  the  com- 
pany at  its  organization  had  an  almost  complete  monoply  of  the  tin- 
plate  business.  Shortly  after  this,  moreover,  the  company  entered 
into  agreements  with  leading  manufacturers  of  tin-plate  machinery 
with  a  view  to  hindering  the  development  of  competition,  and  in  this 
it  was  for  a  time  partially  successful.  The  monopolistic  position  of 
the  company  in  its  branch  of  the  steel  industry,  therefore,  obviously 
made  its  acquisition  particularly  desirable,  from  the  standpoint  of 
the  Steel  Corporation,  since  a  liberal  profit  in  this  department  of  the 
business  was  virtually  assured. 

From  what  has  been  said  it  would  appear  that  the  value  of  the 
property,  tangible  and  intangible,  acquired  by  the  American  Tin 
Plate  Company  at  its  organization  in  December,  1898,  did  not  exceed 
$18,325,000,  the  amount  of  the  preferred  stock  issued — this  including 
the  $325,000  additional  preferred  stock  issued  shortly  after  the  com- 
pany commenced  business.  While  the  investment  by  April  1,  1901, 
had  been  increased  somewhat  by  the  reinvestment  of  surplus  profits, 
there  can  be  no  reasonable  doubt  that  the  issuance  by  the  United 
States  Steel  Corporation  of  approximately  $63,500,000  of  its  stock  for 
the  property  of  the  American  Tin  Plate  Company  meant  that  many 
millions  of  this  stock  were  issued  for  intangible  considerations,  while 
many  millions  more  represented  nothing  but  mere  "  water." 

Section  7.  National  Steel  Company. 

The  capitalization  of  this  company  at  its  organization,  in  Febru- 
ary, 1899  (exclusive  of  $1,000,000  preferred  stock  issued  somewhat 
later) ,  was  as  follows : 


stock. 


Preferred  (7  per  cent  cumulative) . 

Common 

Underlying  bonds 


Authorized. 


$27,000,000 
32,000,00C 


Issued. 


S26, 000,000 

32,000,000 

2,661,000 
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Testimony  of  William  E.  Beis,  president  of  the  company,  before 
the  Industrial  Commission  in  October,  1899,  showed  that  the  com- 
pany had  been  organized  along  substantially  the  same  lines  as  the 
American  Tin  Plate  Company  and  the  American  Steel  Hoop  Com- 
pany; that  is  to  say,  the  former  owners  of  the  properties  acquired 
were  given  the  option  of  taking  a  cash  price  or  of  taking  part  or  all 
of  the  payment  in  stock  of  the  new  company.  Where  payment  was 
taken  in  stock,  preferred  stock  was  given  up  to  the  amount  of  the 
cash  option  price,  and  100  shares  of  common  stock  were  given  with 
each  100  shares  of  preferred.  It  will  be  noted  that  the  authorized 
amount  of  ccxnmon  stock  exceeded  the  amount  of  the  preferred  by 
$5,000,000.  This  excess  went  to  the  promoters.  The  following  ex- 
cerpt frc»n  the  testimony  of  Mr.  Reis  is  in  point :  ^ 

We  [the  owners  of  the  constituent  concerns]  gave  an  option 
in  this  way :  We  gave  an  option  for  cash  with  the  privilege  to 
take  all  cash,  or  part  cash  and  part  stock,  or  all  stock,  at  our 
option.  We  exercised  the  option  at  the  completion  of  the  com- 
pany and  took  all  stock. 

Q.  At  what  rates  was  the  stock  taken? — ^A.  We  took  one 
share  of  preferred  stock  for  each  $100  of  cash  [value!,  and  with 
each  share  of  preferred  stock  we  got  one  share  of  common; 
so  we  got  a  diare  each  of  preferred  and  common  for  each  $100 
of  vahie. 

Preferred  stock,  with  an  equal  bonus  of  common  stock,  was  like- 
wise issued  for  the  working  capital,  of  which  the  company  had  about 
$9,000,000  when  it  commenced  business. 

It  appears,  therefore,  that  the  total  cash  value  of  the  property  and 
cash  assets  acquired  by  the  company  at  its  organization,  over  and 
above  its  underlying  bonds,  did  not  exceed  the  $26,000,000  preferred 
stock  issued.  It  is  probable  that  the  cash  prices  were  chiefly  deter- 
mined by  the  value  of  the  tangible  assets  alone. 

Later  in  1899  the  company  issued  $1,000,000  of  its  preferred  stock 
to  acquire  certain  property  of  the  Oliver  &  Snyder  Steel  Company, 
this  purchase  including  a  blast  furnace,  a  tract  of  803  acres  of  coking- 
coal  lands,  and  a  10*year  contract  for  the  production  of  700  coke 
ovens  of  the  Oliver  &  Snyder  concern,  as  well  as  a  contract  for  a  one- 
sixth  share  of  the  ore  production  of  the  Oliver  Iron  Mining  Com- 
pany. The  transaction  involved  the  assumption  of  $250,000  under- 
lying bonds  on  the  furnace  property.  In  view  of  the  substantial 
consideration  acquired,  however,  it  seems  entirely  reasonable  to 
assume  that  there  was  no  overvaluation  in  this  additional  issue  of 
preferred  stock. 

From  time  to  time  as  the  company  extended  its  investments, 
particularly  in  ore  and  steamship  property,   it  incurred   further 

^  Industrial  CommiBSlon  Beports,  Volume  I,  page  944. 
4525*— 11 11 
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indebtedness,  the  total  at  the  time  of  its  absorption  by  the  United 
States  Steel  Corporation  being  about  $7,000,000. 

From  what  has  been  said  it  appears  that  the  $32,000,000  common 
stock  of  the  National  Steel  Company  originally  represented  nothing 
but  earning  power  and  "water."  The  company  was,  however,  one  of 
the  most  successful  of  the  large  iron  and  steel  consolidations,  and  its 
great  earning  power  unquestionably  gave  a  value  to  the  common 
stock  aside  from  any  consideration  of  tangible  property.  The  earn- 
ings of  the  company  in  the  first  year  of  its  operations,  after  deduct- 
ing interest  charges,  were  approximately  $8,750,000,  or  32^  per  cent 
on  the  preferred  stock.  The  directors,  however,  wrote  off  $3,617,000 
as  depreciation,  so  that  the  net  surplus  at  the  close  of  February, 
1900,  after  allowing  for  the  full  year's  dividend  on  the  preferred 
stock,  was  about  $3,233,000,  or  a  little  over  10  per  cent  on  the  com- 
mon stock.  During  the  period  from  March  1, 1900,  to  April  1,  1901, 
when  the  company  was  acquired  by  the  Steel  Corporation,  it  made 
further  large  earnings,  and  the  undivided  surplus  on  April  1,  1901, 
amounted  to  $6,910,995.  This  addition  to  its  investment,  however, 
as  pointed  out  in  the  case  of  the  American  Tin  Plate  Company,  was 
undoubtedly  a  less  important  consideration  from  the  standpoint  of 
the  Steel  Corporation  than  the  great  earning  capacity  of  the  com- 
pany. This  earning  capacity  was  largely  due  to  the  great  increase 
in  prosperity  in  the  industry  as  compared  with  the  period  prior  to 
its  organization,  but  was  also  probably  due  in  some  measure  to  the 
influence  of  consolidation,  although  the  National  Steel  Company  had 
no  monopoly  of  the  products  which  it  handled,  as  the  American  Tin 
Plate  Company  had.  On  the  other  hand,  owing  to  its  close  affilia- 
tion with  the  American  Tin  Plate  and  American  Sheet  Steel  com- 
panies, it  had  a  more  or  less  exclusive  market  for  a  considerable  part 
of  its  production  of  crude  and  semifinished  steel  (billets,  bars,  etc.), 
and  this  may  have  had  an  important  bearing  upon  its  earning 
capacity. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpora- 
tion issued  roughly  $73,700,000  of  its  stocks  for  $26,992,200  preferred 
and  $31,969,800  of  the  common  stock  of  the  National  Steel  Company, 
or  at  the  rate  of  $125  of  its  preferred  for  every  $100  of  National 
Steel  preferred  and  $125  of  its  common  for  every  $100  National  Steel 
common. 

Section  8.  American  Steel  Hoop  Company. 

The  American  Steel  Hoop  Company  was  organized  in  April,  1899, 
with  the  following  authorized  capitalization,  all  of  which  was  issued : 

Preferred  stock  (7  per  ceot  cumulative) $14,000,000 

Obmmon  stock 19,000,000 

Total 33. 000. 000 
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The  organization  of  the  company  was  conducted  by  W.  H.  Moore 
in  connection  with  New  York  bankers.  C.  S.  Guthrie,  then  president 
of  the  company,  in  testimony  before  the  Industrial  Commission  in 
October,  1899,  said  that  the  organization  of  the  American  Steel  Hoop 
Company,  the  American  Tin  Plate  Company,  and  the  National  Steel 
Company  was  ^^  substantially  the  same  in  every  respect."  This  means 
that  the  promoters  determined  upon  a  cash  valuation  of  the  plants, 
and  then  gave  the  vendors  the  option  of  taking  cash  or  of  taking 
preferred  stock  up  to  the  amount  of  such  cash  valuation  of  the 
prop^y,  with  an  equal  amount  of  c(»nmon  stock  thrown  in  as  a 
bonus.  Moreover,  in  view  of  what  has  already  been  said  in  the  case 
of  the  Tin  Plate  and  National  Steel  companies,  the  above  statement 
of  President  Guthrie  indicates  that  the  cash  valuation  covered  in- 
tangible as  well  as  tangible  considerations.  In  other  words,  all  of 
the  conmion  stock  of  the  company  at  its  organization  was  nothing 
but "  water,"  or  the  capitalization  of  future  hopes. 

It  will  be  noted  that  the  issue  of  common  stock  exceeded  that  of 
the  preferred  by  $5,000,000.  This  went  to  the  promoters  for  "  organ- 
ization expenses." 

The  company  at  its  organization  had  a  cash  working  capital  of 
about  $3,000,000. 

Not  only  was  the  common  stock  issued  as  a  mere  bonus,  but  it  is 
a  fair  question  whether  the  preferred  stock  of  the  American  Steel 
Hoop  Company  was  fully  covered  by  property  value.  The  earnings 
of  the  company  during  the  first  nine  months  of  its  organization 
amounted  to  $720,000.  This  is  at  the  rate  of  less  than  7  per  cent 
per  year  upon  the  $14,000,000  preferred  stock.  The  earnings  of  the 
next  year,  however,  were  decidedly  larger,  but  the  accumulated 
surplus  of  the  company  on  March  31,  1901,  was  only  $1,660,311. 

A  further  indication  that  the  preferred  stock  may  have  included 
8ome  "  water  "  is  found  in  the  market  quotations  of  the  company's 
stocks,  which  in  the  main  sold  at  relatively  much  lower  prices  than 
those  of  several  of  the  other  companies  previously  discussed. 

As  already  shown,  the  preferred  stock  of  the  company  was  ex- 
changed at  par  for  preferred  stock  of  the  Steel  Corporation,  and  the 
common  stock  at  par  for  the  conunon  stock  of  that  concern. 

Section  9.  American  Sheet  Steel  Company. 

This  consolidation,  which  has  already  been  referred  to  on  page 
91,  apparently  was  organized  on  the  same  general  lines  as  were 
followed  in  the  case  of  the  other  "Moore"  companies;  that  is,  the 
promoters  determined  upon  the  cash  valuation  for  the  plants  to  be 
acquired,  and  then  gave  the  vendors  the  option  of  taking  payment 
in  cash  or  in  preferred  stock  up  to  the  fuU  amoimt  of  the  cash 
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valuation  with  a  bonus  of  100  per  cent  in  common  stock.    The  cash 
working  capital  was  raised  on  the  same  terms. 

The  plan  of  organization  in  the  case  of  the  American  Sheet  Steel 
Company,  however,  was  somewhat  different  from  that  in  the  case 
of  the  American  Tin  Plate,  National  Steel,  and  American  Steel  Hoop 
companies,  as  above  described,  in  that  the  amounts  of  common  and 
preferred  stock  were  identical.    These  amounts  were  as  follows : 


stock. 


Preferred  (7  per  cent  cumulative). 

Common 

Underlying  bonds 


Authoriied. 


$30,000,000 
26,000,000 


Issued. 


$34,  £00,000 

24,500,000 

2,000,000 


In  the  case  of  the  three  other  "  Moore  "  companies,  it  will  be  re- 
called, there  was  an  excess  of  common  stock  over  the  preferred,  all 
of  which  was  issued  to  the  promoters  for  organization  expenses  and 
their  profits.  There  can  be  little  doubt  that  the  promoters  likewise 
received  a  large  amount  of  stock  in  the  case  of  the  American  Sheet 
Steel  Company.  Indeed,  it  seems  probable  that  in  addition  to  receiv- 
ing a  block  of  conmion  stock  they  received  a  substantial  block  of  pre- 
ferred stock  as  well. 

In  this  connection  it  may  be  noted  that  the  Iron  Age,  in  discussing 
the  organization  of  the  company  in  its  issue  of  February  22,  1900, 
about  the  time  the  negotiations  were  being  consummated,  stated  that 
$4,000,000  of  preferred  stock  and  the  same  amount  of  common  stock 
were  to  be  issued  for  cash,  while  $12,000,000  preferred  and  $12,000,- 
000  common  were  to  be  issued  for  the  plants  that  were  going  into 
the  consolidation.  This  article  stated  that  the  remaining  $10,000,- 
000  of  each  class  of  stock  would  be  retained  in  the  treasury,  whereas 
instead,  as  shown  above,  all  but  $1,500,000  of  each  class  of  stock  was 
issued. 

If  the  above  statement  were  correct,  it  would  appear  that  the 
total  property  value  acquired  by  the  company  was  $16,000,000 
($4,000,000  cash  and  $12,000,000  in  plants)  and  consequently  that  the 
remaining  $8,500,000  of  preferred,  as  well  as  all  of  the  common  stock, 
may  have  been  issued  either  as  a  bonus  or  as  a  compensation  to  the 
organizers.  This,  however,  can  not  be  definitely  stated;  the  organ- 
izers of  the  company,  when  questioned  by  the  Bureau,  declined  to 
discuss  the  amount  of  the  promoters'  commission,  professing  to  have 
no  records  or  recollection  as  to  its  amount. 

It  is  certain,  however,  that  preferred  stock  was  issued  by  the 
American  Sheet  Steel  Company  in  excess  of  any  fair  valuation  of 
the  property,  including  cash  capital.  The  company  at  its  organiza- 
tion acquired  164  sheet  mills,  several  open-hearth  furnaces  and  bar 
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mills,  as  well  as  19  puddling  furnaces.  An  allowance  of  $40,000  as 
Ihe  value  of  an  ordinary  mill  (including  land  for  the  site)  at  that 
time  would  undoubtedly  be  liberal,  so  that  the  total  value  of  the  164 
mills  acquired  would  be  only  about  $6,500,000.  The  additional  plants 
of  the  company  could  not  have  been  worth  more  than  a  few  million 
dollars.  The  Bureau  has,  therefore,  valued  the  plants  of  this  concern 
at  $12,000,000,  allowing  $1,000,000  more  for  detached  real  estate,  and 
has  valued  its  natural-gas  property  at  $2,000,000  (see  p.  185),  and  the 
working  capital  at  $4,000,000,  a  total  of  $19,000,000;  against  this, 
however,  should  be  placed  the  bonded  debt  of  $2,000,000. 

In  this  connection  it  may  be  noted  thart  in  1900  the  common  stock 
of  the  company  (as  quoted  in  the  Pittsburg  market)  did  not  sell 
Hbove  23,  while  it  sold  as  low  as  15 ;  the  highest  for  the  preferred 
stock  in  that  year  was  76|  and  the  lowest  55.  Taking  the  highest 
quotations  of  the  two  stocks  together  the  sum  is  a  little  less  than  the 
par  of  the  preferred  stock  alone,  while  at  the  lowest  quotations  one 
share  of  preferred  and  one  share  of  common  together  were  worth 
but  70.  These  low  prices  are  very  good  evidence  of  unusually  heavy 
overcapitalization  in  the  case  of  this  company,  and  particularly  as 
this  was  a  period  of  high  prices  for  sheet-steel  products.  In  the  early 
part  of  1901  the  prices  of  these  stocks  advanced  sharply,  but  this 
undoubtedly  was  due  to  the  prospective  organization  of  the  United 
States  Steel  Corporation. 

The  earnings  of  the  company  for  the  period  from  March  29,  1900, 
the  date  of  its  organization,  to  December  31  of  that  year,  were  only 
S564,543;  in  the  first  three  months  of  1901,  they  were  $1,1^.1,937,  but 
the  surplus  of  the  company  on  March  31,  1901,  was  only  $705,757, 
showing  that  the  company  had  made  only  an  unimportant  increase 
in  its  investment  from  operations. 

As  already  shown,  the  Sheet  Steel  stocks  were  taken  over  by  the 
Steel  Corporation  at  par  in  new  preferred  and  new  common,  respec- 
tively. 

Section  10.  nTational  Tube  Company. 

The  capitalization  of  this  company  at  its  organization  in  1899 
consisted  of  $40,000,000  of  7  per  cent  cumulative  preferred  stock 
and  $40,000,000  common  stock,  practically  all  of  which  was  issued. 

The  company  was  organized  along  lines  substantially  similar  to 
those  adopted  in  the  case  of  the  American  Steel  and  Wire  Company ; 
that  is,  preferred  stock  was  issued  up  to  the  full  amount  of  the 
tangible  assets,  including  working  capital,  while  the  common  stock 
was  issued  as  a  bonus  with  the  preferred  and  for  organization  ex- 
penses and  promotion  services.  It  appears  that  $50  of  the  common 
stock  were  thus  issued  with  each  $100  of  preferred  for  each  $100 
of  property  value  or  cash  acquired.    The  remaining  50  per  cent  of 
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the  issue  of  common  stock  appears  to  have  gone  to  the  promoters  for 
organization  expenses  and  their  profit. 

According  to  an  official  statement  filed  with  the  New  York  Stock 
Exchange,  the  company  conmienoed  business  on  July  1,  1899,  with 
net  current  assets  of  approximately  $16,100,000.  Deducting  this 
amount  from  the  $40,000,000  of  preferred  stock  issued  would  leave 
approximately  $24,000,000  to  represent  the  plants  acquired. 

The  most  important  companies  acquired  were  the  National  Tube 
Works  Company,  with  plants  at  McKeesport  and  Pittsburg,  Pa., 
and  the  Riverside  Iron  Works,  with  plants  at  Wheeling  and  Ben- 
wood,  W.  Va.,  and  Steubenville,  Ohio.  A  balance  sheet  of  the 
National  Tube  Works  Company  as  of  July  1,  1899,  gave  the  plants 
at  $8,118,000  and  the  net  current  assets  at  $6,086,000,  a  total  of 
more  than  $14,000,000.  It  is  probable,  however,  that  this  balance 
sheet  valuation  was  excessive.  A  special  reason  for  this  conclusion 
is  that  not  long  after  the  properties  were  transferred  to  the  United 
States  Steel  Corporation  in  1901,  it  was  found  necessary  to  recon- 
struct to  a  very  large  extent  the  plants  of  the  National  Tube  Works 
Company.     (See  p.  266.) 

The  balance  sheet  of  the  Riverside  Iron  Works  as  of  July  1,  1899, 
gave  the  plants  at  $1,943,000  and  other  net  assets  at  $2,200,000. 

Assuming  that  the  plants  of  the  two  concerns  were  worth  the  sums 
at  which  they  were  entered  on  the  balance  sheets  ($10,061,000) ,  and 
accepting  the  value  of  all  the  plants  acquired  by  the  National  Tube 
Company  at  $24,000,000,  would  leave  $13,939,000  for  the  remaining 
plants  acquired. 

The  remaining  plants  were  those  of  the  following  companies : 

Pennsylvania  Tube  Company,  Pittsburg,  Pa. 

Oil  City  Tube  Companv,  Oil  City,  Pa. 

National  Galvanizing  Works,  Versailles,  Pa. 

Syracuse  Tube  Company,  Syracuse,  N.  Y. 

Delaware  Iron  Company,  New  Castle,  Del. 

Allison  Manufacturmg  Company,  Philadelphia,  Pa. 

Cohoes  Tube  Works,  Cohoes,  N.  Y. 

Ohio  Tube  Company,  Warren,  Ohio,  and  Morristown,  Pa. 

American  Tube  an^  Iron  Company,  Middletown,  Pa.,  and 

Youngstown,  Ohio. 
Chester  Pipe  and  Tube  Company,  Chester,  Pa. 
Oil  Well  Supply  Company,  Pittsburg,  Pa. 

These  smaller  plants  entering  the  consolidation  had  an  annual 
capacity  of  about  650,000  tons  of  iron  and  steel  wrought  pipe^  which, 
based  upon  a  valuation  of  $13,939,000,  would  be  equivalent  to  ap- 
proximately $20  per  ton  capacity. 

The  aggr^ate  capacity  of  the  National  Tube  Works  and  the  Riv- 
erside Iron  Works  in  finished  products  was  about  350,000  tons, 
which,  on  the  basis  of  $10,061,000  as  the  value  of  their  plants,  would 
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give  an  average  of  about  $30  per  ton.  These  two  companies,  how- 
ever, had,  in  addition  to  finishing  mills,  blast  furnaces  and  steel 
w(H*ks,  while  the  Riverside  Iron  Works  had  some  coal  property  as 
well.  A  higher  average  price  per  ton  of  capacity,  therefore,  would 
naturally  have  been  paid  for  these  two  principal  concerns  than  for 
the  smaller  concerns  just  enumerated. 

In  this  connection  it  may  be  noted  that  the  original  agreement  for 
the  organization  of  the  National  Tube  Company  contemplated  the 
purchase  of  several  other  tube  concerns  generally  similar  to  the 
group  of  11  just  mentioned,  but  that  in  the  final  organization  of  the 
company  these  were  omitted.  In  lieu  of  transferring  these  compa- 
nies, the  organizers  of  the  company  agreed  to  pay  the  National  Tube 
Company  $2,500,000  in  cash.  The  capacities  of  the  plants  thus  omit- 
ted aggregated  about  150,000  tons  of  pipes  and  tubes.  On  this  basis, 
the  cash  payment  or  forfeit  of  $2,600,000  would  be  equivalent  to 
about  $17  per  ton  as  compared  with  an  indicated  valuation  of  $20 
per  ton  for  the  group  of  11  concerns  above  enumerated.  While  such 
a  comparison  is  necessarily  arbitrary,  it  tends  to  show  that  an  allow- 
ance of  approximately  $14,000,000  for  the  11  plants  in  question  is 
sufficiently  high. 
The  available  evidence,  therefore,  indicates  that  the  common  stock 
t  of  the  National  Tube  C<Mnpany  at  its  organization  was  of  practically 
the  same  sort  as  the  conmion  stocks  of  most  of  the  other  large  con- 
solidations discussed  in  this  chapter;  that  is,  that  it  was  not  repre- 
sented by  actual  property  values. 

The  National  Tube  Company,  however,  was  one  of  the  most  suc- 
cessful of  the  constituent  concerns  of  the  United  States  Steel  Corpo- 
ration, and  by  the  time  that  it  was  acquired  by  the  latter  its  com- 
mon stock  had  a  high  market  value  because  of  the  company's  earning 
^     power.    For  the  year  ended  June  30,  1900,  the  profits  of  the  c<Mn- 
^     pany,    after    deducting    all    expenses,    exceeded    $14,600,000,    and 
after  deductions  for  depreciation,  bad  debts,  etc.,  the  net  earnings 
were  $13,878,000.    This,  it  will  be  seen,  was  at  the  rate  of  nearly 
35  per  cent  on  the  $40,000,000  of  preferred  stock  outstanding,  and  at 
the  rate  of  17  per  cent  on  the  total  capitalization  of  $80,000,000. 
After  allowing  for  the  full  7  per  cent  dividend  on  the  preferred 
stock,  the  remaining  surplus  earnings  were  equivalent  to  28  per  cent 
on  the  common  stock.    From  the  standpoint  of  the  United  States 
Steel  Corporation,  therefore,  the  common  stock  of  the  National  Tube 
Company  had  a  considerable  value  regardless  of  the  extent  to  which 
k      it  was  covered  by  tangible  assets.    It  may  be  noted,  moreover,  that 
.      on  April  1, 1901,  the  company's  books  showed  a  surplus  of  $27,484,569, 
I      so  that  at  that  date  the  common  stock  had  a  very  considerable  amount 
of  tangible  assets  back  of  it  as  well  as  earning  power. 


144 


THE  6TEEL  INDUSTRY. 


The  earnings  of  the  company  for  the  fiscal  year  1900  undoubtedly 
reflected  the  unusual  prosperity  of  the  period  and  therefore  were  not 
a  proper  basis  for  judging  the  value  of  the  property  under  ordinary 
conditions.  However,  the  National  Tube  Company  substantially 
dominated  its  branch  of  the  steel  industry.  In  a  listing  application 
to  the  New  York  Stock  Exchange  in  February,  1900,  the  company 
started  that  it  had  fully  90  per  cent  of  the  country's  capacity  of 
tubular  goods.  As  already  shown,  this  appears  to  have  been  an  over- 
statement, and  75  per  cent  seems  a  more  accurate  figure.  This,  how- 
ever, made  it  the  dominating  factor  in  this  branch  of  the  industry. 

As  shown  in  Table  4,  for  $79,934,800  stock  of  the  National  Tube 
Company  the  Steel  Corporation  issued  $103,482,991  of  its  stock,  m. 
increase,  therefore,  of  $23,498,191. 

Section  11.  Shelby  Steel  Tube  Company. 

This  was  a  New  Jersey  company  with  $15,000,000  authorized 
capital  stock  ($6,000,000  preferred  and  $9,000,000  common) ,  formed 
in  1900  as  a  reorganization  of  the  Shelby  Tube  Company  of  Penn- 
sylvania, a  $10,000,000  concern. 

It  is  probable  that  the  common  stock  of  the  reorganized  company 
was  little  more  than  "water."  This  is  indicated  by  the  details  of 
the  reorganization  given  in  the  accompanying  footnote,^  and  also  by 
the  quotations  of  the  company's  securities  on  the  Chicago  Stock 
Exchange,  which  were  as  follows  in  the  years  1900  and  1901 : 


Year. 


1000. 
1901. 


Preferred  stock. 


Highest. 


86 

68 


Lowest. 


30 


Commoo  stock. 


Highest. 


27 
16 


Lowest. 


6 
6 


^The  scheme  of  reorganization  is  indicated  by  the  following  excerpt  from  an  article  in 
the  Economist  of  Chicago  in  its  issue  of  February  10,  1900,  which  appears  to  have  been 
taken  from  a  prospectus  : 


Preferred  stock. 
Common  stock . 


Total. 


Authorised. 


16,000,000 
9,000,000 


15,000,000 


Issued. 


15.000,000 
8.160,000 


13,160,000 


Issued  to  subecribers  at  par  for  preferred 

To  acquire  capital  stock  (17,376,400)  of  present  [the  Pennsvlvania  corporation] 
company  on  basis  of  50  per  cent  in  new  preferred  ana  76  per  cent  in  new 
common 

Balance  for  fees,  expenses,  organisation,  etc 


Total  issue, 


Preferred. 


$1,311,800 
3,688,300 


6,000,000 


Comiiian. 


$1,811,800 


6.632,300 
1,305,900 


8,160,000 
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The  exact  amount  of  '^  water  "  in  the  stock  is  a  matter  of  minor 
importance,  however,  since  the  United  States  Steel  Corporation  in 
acquiring  the  stocks  of  the  Shelby  Steel  Tube  Company  effected  a 
very  drastic  reduction  in  capitalization.  These  stocks  were  acquired 
on  the  following  terms:  One  share  of  United  States  Steel  preferred 
for  each  2f  shares  of  Shelby  Steel  Tube  preferred ;  1  share  of  United 
States  Steel  common  for  each  4  shares  of  Shelby  Steel  Tube  common. 
In  other  words,  the  Shelby  Steel  Tube  preferred  received  37^  per 
cent  in  United  States  Steel  preferred,  and  the  Shelby  Steel  Tube 
common  25  per  cent  in  United  States  Steel  common. 

At  that  time  (June,  1901)  United  States  Steel  preferred  stock  was 
selling  about  par,  and  the  common  stock  at  about  50.  Had  the 
entire  amount  of  Shelby  Steel  Tube  stock  been  exchanged,  and  the 
United  States  Steel  shares  received  therefor  sold  at  these  average 
prices,  the  net  cash  return  to  Shelby  Steel  Tube  stockholders  would 
have  been  as  follows : 

50,000  shares  of  Shelby  Steel  Tnbe  preferred  would  have  received 
18,750  shares  of  United  States  Steel  preferred,  which  at  par  would 
ha?e  been  worth $1,875,000 

Sl,515  shares  of  Shelby  Steel  Tnbe  common  would  have  received 
20,378  shares  of  United  States  Steel  common,  which  at  50  would 
have  been  worth 1.018,900 

Total 2,  893, 900 

As  a  matter  of  fact,  not  all  the  stock  of  the  Shelby  concern  was 
immediately  exchanged.  The  exact  amounts  exchanged  during  1901 
are  given  in  Table  4,  on  page  113.  However,  in  this  rough  estimate  of 
the  total  value  of  the  Shelby  concern,  the  entire  amounts  of  its  stock 
shonld  be  taken  into  consideration. 

While  this  total  of  $2,893,900  does  not  necessarily  indicate  the  exact 
cash  value  of  the  Shelby  Steel  Tube  concern,  it  may  fairly  be  said  to 
represent  the  approximate  cost  of  the  Shelby  Steel  Tube  property  to 
the  Steel  Corporation,  reduced  to  a  cash  basis.     (See  note,  p.  124.) 

Tlirough  the  acquisition  of  this  concern  the  Steel  Corporation  es- 
tablished its  supremacy  in  the  seamless  tubing  branch  of  the  steel 
Industry. 

Section  12.  American  Bridge  Company. 

This  ccmpany  was  incorporated  in  May,  1900.  Its  authorized  and 
issued  capitalization  at  the  time  of  its  organization  were  as  follows : 


Stock.  Authorised. 


J^wfcrredCperoeiitcamalative) $35,000,000 

Common 36,000,000 


Issued. 


$30,527,800 
30,527,800 


146  THE  STEEL  INDUSTRY. 

By  the  time  the  company  was  acquired  by  the  United  States  Steel 
Corporation  the  outstanding  preferred  stock  had  been  increased  to 
$31,373,800  and  the  common  stock  to  $30,950,800. 

The  promotion  of  this  company  was  handled  by  I.  GiflPord  Ladd, 
of  Providence,  R.  I.,  who  was  to  receive,  in  consideration  of  the  trans- 
fer of  the  various  properties  to  the  Bridge  company,  $20,499,000,  par 
value,  of  its  preferred  stock,  and  $34,999,000,  par  value,  of  its  com- 
mon stock,  together  with  the  sum  of  $5,500,000  in  cash  ($1,000,  par 
value,  of  the  preferred  stock,  and  $1,000,  par  value,  of  the  ccmunon 
stock,  was  issued  to  the  original  incorporators  for  cash).  However, 
as  a  part  of  the  transaction  Mr.  Ladd  agreed  to  purchase  the  remain- 
ing $14,500,000  of  preferred  stock,  which  was  to  be  issued  for  cash 
at  par.  In  other  words,  leaving  out  of  consideration  the  small  amount 
of  incorporators'  stock,  the  entire  $35,000,000  of  preferred  stock  and 
$35,000,000  of  common  stock  which  it  was  originally  proposed  to 
issue  were  to  be  delivered  to  the  promoter  in  return  for  the  properties, 
plus  $14,500,000  in  cash,  from  which  gross  amount  of  cash,  however, 
$5,500,000  was  to  be  turned  back  to  the  promoter,  apparently  to  pur- 
chase certain  concerns  which  were  not  ready  to  take  stock  or  which 
demanded  a  part  of  the  payment  in  cash.  The  promoter  having  been 
unable  to  deliver  nine  of  the  properties  the  purchase  of  which  was 
originally  contemplated,  surrendered  under  abatement  arrangement 
$4,772,200  of  preferred  stock  and  an  equal  amount  of  common  stock, 
thus  making  the  total  amount  of  each  class  originally  issued  $30,- 
227,800;  this  was  shortly  increased  to  $30,527,800  of  each  class. 

The  precise  arrangement  between  the  promoter  and  the  various 
vendors  is  not  definitely  known,  but  it  appears  that  in  most  cases  the 
vendors  were  allowed  100  per  cent  of  the  cash  valuation  of  their 
plants  in  preferred  stock,  with  a  large  bonus  in  common  stock.  It 
may  be  noted  that  the  promoter  sold  $14,500,000  of  preferred  stock 
to  bankers  for  cash  at  par,  allowing  them  as  syndicate  managers  a 
bonus  of  $7,250,000  in  conmion  stock  as  their  commission,  and  allow- 
ing the  participants  in  a  syndicate  to  be  organized  by  these  bankers 
a  further  amount  in  common  stock  equivalent  to  30  per  cent  of  any 
sums  which  these  syndicate  participants  should  be  actually  called 
upon  to  pay  in  cash.  It  seems  probable  that  this  arrangement  was 
made  in  order  to  relieve  the  promoter  from  the  necessity  of  raising 
the  large  amount  of  cash. 

Of  the  $14,500,000  total  cash  capital  provided,  approximately 
$12,670,000  was  expended  for  plants  and  for  working  capital,  this 
amount  including  the  $5,500,000  paid  to  the  promoter.  This  left  a 
net  cash  balance  on  hand  of  $1,832,000.  The  amount  of  working 
assets  thus  acquired  (as  distinct  from  plants)  was  approximately 
$9,700,000,  the  balance  of  the  original  cash  presumably  being  used 
in  the  purchase  of  plants.    The  total  cash  and  cash  capital  for  work- 
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ing  purposes  provided  the  company  was,  therefore,  approximately 
§11,500,000.  Deducting  this  from  the  amount  of  preferred  stock 
originally  issued  ($30,527,800)  leaves  a  balance  of  approximately 
$19,000,000  for  the  plants  originally  acquired,  to  which  should  be 
added  preferred  stock  subsequently  issued,  amounting  to  about  $850,- 
000,  making  the  grand  total  of  tangible  assets  acquired  $31,374,000, 
and  of  the  plants  alone  $19,874,000. 

On  March  31,  1901,  the  American  Bridge  Company  had  a  surplus 
of  $1,030,331.  As  shown  in  Table  4,  the  preferred  stock  received  110 
in  United  States  Steel  preferred  and  the  common  stock  105  in  United 
States  Steel  common. 

Seetion  13.  Lake  Superior  ConBolidated  Iron  Mines. 

This  company  was  organized  under  New  Jersey  laws  in  1893,  with 
an  authorized  capital  of  $30,000,000,  all  common  stock,  of  which 
about  $25,000,000  was  issued  at  the  time.  At  the  date  of  its  absorp- 
tion by  the  United  States  Steel  Corporation,  in  April,  1901,  the  out- 
standing stock  of  the  company  was  $29,424,594.  The  company  at 
one  time  created  a  mortgage  of  $10,000,000,  under  which  about 
$1,500,000  in  bonds  were  issued.  These  were  subsequently  redeemed, 
and  in  1898  the  mortgage  was  canceled. 

The  company  was  a  consolidation  of  the  mining  properties  of  the 
Wetmore,  Merritt,  and  Rockefeller  interests,  but  was  commonly 
known  as  a  Rockefeller  concern.  The  Wetmores  and  the  Merritts,  in 
the  development  of  their  mining  properties  and  the  Duluth,  Missabe 
and  Northern  Railway,  had  become  heavily  indebted  to  the  Rocke- 
feller interests,  with  the  result  that  when  the  panic  of  1893  occurred 
they  were  practically  bought  out  by  the  latter. 

Such  meager  evidence  as  is  available  as  to  the  organization  of  the 
company  indicates  that  it  was  capitalized  on  an  extravagant  basis. 
One  report  at  the  time  made  it  appear  that  the  mining  properties  on 
the  Mesabi  Range  went  in  on  a  basis  of  about  $17,000,000,  and  the 
railroad  and  its  ore  docks  at  $2,000,000 ;  in  addition  there  were  mines 
in  Michigan  and  Wisconsin,  and  elsewhere.  These  figures  can  not  be 
considered  as  reliable,  but  there  can  be  no  doubt  that  by  far  the 
greater  part  of  the  $25,000,000  stock  originally  issued  was  for  the 
mining  properties  in  the  Mesabi  district.  It  may  be  noted  that  the 
Iron  Age,  in  discussing  the  company  in  its  issue  of  December  26, 
1895,  stated : 

Owing  to  some  circumstances  connected  with  the  formation  of 
this  company,  *  *  *  it  is  difficult  to  separate  the  cost  of 
these  mines  fr(Mn  that  of  the  money  paid  for  the  road,  which  is 
also  one  of  the  properties  of  the  corporation.  It  is  safe  to  assume 
that  $1,500,000  has  paid  for  all  the  so-called  Merritt  properties 
put  into  the  Consolidated,  and  to  cover  all  expenses  connected 
with  their  admission  into  the  company.    These  properties,  some 
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of  which  are  fee  and  some  lease,  are  believed  by  the  most  con- 
servative to  contain  not  less  than  70,000,000  tons  of  ore,  con- 
siderable of  which  is,  naturally,  non-Bessemer.  In  addition  to 
these  the  company  have  the  Adams  mine,  the  recent  purchase 
from  the  Roucheleau-Ray  Company,  the  Lake  Superior  and  the 
McKinley.  These  have  been  gathered  in  at  a  cost  of  about 
$2,300,000,  and  contain  not  less  than  95,000,000  tons  of  ore.  The 
Lake  Superior  leases  alone  are  estimated  at  50,000,000  tons,  while 
the  Adams  lease  is  put  down  for  far  less  than  its  owners  would 
themselves  estimate  it.  The  holdings  of  this  company  are  there- 
fore put  at  165,000,000  tons,  and  secured  at  a  cost  of  less  than 
$4,000,000.  There  is  in  addition  the  railroad  property  belonging 
to  the  consolidation,  which  cost  what  it  was  worth,  except  that 
the  county  of  St.  Louis  gave  it  $250,000  under  the  belief  that  the 
Merritts  had  control.  While  all  these  properties  are  not  operated 
by  the  Consolidated  company,  they  are  so  tied  up  as  to  be 
obliged  to  ship  over  their  road,  and  enter  into  the  consideration 
of  their  holdings  so  far  as  tonnage  is  concerned. 

While  such  a  newspaper  account  can  not  be  regarded  as  authorita- 
tive, it  clearly  indicates  that  the  stock  of  the  company  originally  was 
heavily  watered.  This  is  further  indicated  by  the  prices  of  the  stock. 
Shortly  after  the  company  was  organized  its  shares  are  reported  to 
have  sold  at  about  $75  to  $80,  but  in  the  depression  of  the  middle 
nineties  they  sold  as  low  as  $9  a  share  and  as  late  as  1898  they  sold 
at  $25  per  share.  The  highest  reported  price  in  the  boom  of  1899 
was  about  $60  per  share ;  during  1900  it  was  quoted  around  $75  per 
share.  Just  prior  to  the  organization  of  the  Steel  Corporation,  the 
stock  advanced  very  sharply,  but  this  was  obviously  due  to  the  very 
favorable  terms  upon  which  it  was  taken  over  by  that  concern, 
namely,  135  per  cent  in  United  States  Steel  preferred  stock  and  135 
per  cent  in  United  States  Steel  common.  However,  sales  of  the  stock 
were  comparatively  infrequent,  and,  furthermore,  the  company  had 
never  paid  a  dividend,  so  that  the  market  price  can  not  be  regarded 
as  a  very  safe  indication  of  a  fair  valuation.  At  the  same  time,  such 
information  as  is  available  concerning  the  organization  of  the  com- 
pany and  the  prices  of  its  stock  suggest  that  its  capital  at  the  start 
was  heavily  "  watered." 

The  Lake  Superior  Consolidated  Iron  Mines,  according  to  a  list- 
ing statement  submitted  to  the  New  York  Stock  Exchange  by  the 
Steel  Corporation,  had  ore  reserves  in  1901  of  from  300,000,000  tons 
to  upward  of  400,000,000  tons.  It  should  be  noted  that  much  of  this 
ore  property  was  merely  leased  and  not  owned,  so  that  to  this  extent 
the  interest  of  the  company  was  merely  an  equity  in  the  ore. 

One  very  valuable  asset  of  the  company  was  the  Duluth,  Missabe 
and  Northern  Railway,  of  which  it  owned  the  entire  outstanding 
$2,512,500  capital  stock.  At  the  time  of  the  transfer  of  the  Lake 
Superior  Consolidated  Iron  Mines  to  the  Steel  Corporation  this  road 


UNITED  STATES  STEEL.  CORPORATION.  149 

had  outstanding  $7,765,000  of  bonds,  of  which  $2,305,000  were  owned 
by  the  Lake  Superior  Consolidated  Iron  Mines. 

The  road  extends  from  Duluth  into  the  Mesabi  Range,  and  in  1901 
had  a  main  line  of  about  120  miles  of  track,  with  second  tracks,  sid- 
ings, etc.,  of  about  100  miles.  It  is  chiefly  concerned  in  the  transporta- 
tion of  iron  ore.  Like  the  Duluth  and  Iron  Range  Railroad  (see  p. 
123)  the  Duluth,  Missabe  and  Northern  was  able  to  operate  at  a  very 
low  cost.  The  average  earnings  of  the  road  for  the  period  1897-1900, 
after  deducting  interest  on  bonded  debt,  were  equivalent  to  about  21 
per  cent  on  the  outstanding  stock,  while  the  earnings  in  1900  alone 
were  at  the  rate  of  nearly  58  per  cent.  There  can  be  no  doubt  that 
this  railroad  was  a  very  important  consideration  to  the  Steel  Corpo- 
ration in  the  purchase  of  the  Lake  Superior  Consolidated  Iron  Mines, 
especiaUy  since  with  the  Duluth  and  Iron  Range  Railroad  it  gave 
the  Corporation  a  very  effective  control  of  ore  transportation  in  the 
Mesabi  region,  not  only  with  respect  to  its  own  production,  but  also 
to  that  of  many  of  its  competitors. 

While,  however,  the  railroad  property  was  a  valuable  one,  and 
while  the  Lake  Superior  Consolidated  Iron  Mines  had  very  extensive 
ore  reserves,  as  well  as  a  considerable  investment  in  mining  im- 
provements and  equipment,  the  general  evidence  as  to  its  organization 
and  prices  of  its  stock  does  not  indicate  a  value  for  the  company 
under  competitive  conditions  at  the  time  of  its  acquisition  in  excess 
of  the  par  of  its  $29,424,594  stock  outstanding.  The  subsequent 
value  of  the  property,  resulting  from  monopolistic  control  by  the 
United  States  Steel  Corporation  of  the  Lake  ore  supply  and  the 
transportation  thereof,  is  a  very  different  matter.  This  question  of 
merger  value  is  referred  to  elsewhere.     (See  p.  326.) 

The  Bureau  has,  however,  allowed  in  addition  to  the  par  value 
of  the  stock  the  surplus  of  the  company  on  April  1,  1901.  (See 
Table  12,  p.  167.) 

Section  14.  Bessemer  Steamship  Company. 

This  was  the  leading  ore  vessel  interest  on  the  Great  Lakes.  It  was 
a  Rockefeller  concern,  and  in  this  way  was  affiliated  with  the  Lake 
Superior  CcHisolidated  Iron  Mines,  but  the  two  corporations  were 
Jistinct 

At  the  time  of  its  acquisition  by  the  United  States  Steel  Corpora- 
tion (May,  1901),  the  Bessemer  Steamship  Company  owned  56 
vessels,  with  a  combined  capacity  of  about  228,600  tons  per  trip. 
These  were  acquired  on  a  cash  basis  by  the  Steel  Corporation,  the 
consideration  being  $8,500,000.  As  this  price  averages  about  $150,000 
per  vessel,  or  about  $37  per  ton  of  capacity,  it  seems  probable  that 
it  was  not  greatly  excessive,  even  though  many  of  the  vessels  were 
old  and  comparatively  small.     (See  pp.  194-197.) 
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Section  15.  The  Carnegie  Company. 

This  company  was  incorporated  under  New  Jersey  laws  in  March, 
1900,  to  merge  imder  a  single  head  all  the  various  Carnegie  proper- 
ties, including  the  H-  C.  Frick  Coke  Company  and  its  subsidiaries. 
It  was  capitalized  as  follows : 

Authorized  and  issued. 

Bonds $160, 000, 000 

Stock 160, 000, 000 

It  is  difficult  to  form  a  satisfactory  estimate  of  the  value  of  the 
properties  of  the  Carnegie  Company.  There  was  no  underwriting  or 
promotion  in  the  ordinary  sense  of  the  word,  and  the  securities 
were  not  actively  dealt  in.  In  fact,  no  public  sales  of  the  stock  were 
ever  reported,  except  for  a  few  scattered  shares  just  about  the  time 
the  company  was  acquired  by  the  Steel  Corporation.  (See  p.  171.) 
All  of  its  securities  were  taken  by  the  various  individuals  who  had 
previously  been  indentified  with  the  Carnegie  and  Frick  concerns. 
It  is  impossible,  therefore,  to  apply  the  same  tests  to  this  company 
that  have  been  used  in  discussing  the  valuations  of  the  other  constit- 
uent concerns  of  the  Steel  Corporation. 

It  may,  however,  be  noted  that  in  the  early  part  of  1899  W.  H. 
Moore  (the  organizer  of  the  American  Tin  Plate,  National  Steel, 
and  several  other  steel  companies),  together  with  H.  C.  Frick  and 
Henry  Phipps,  jr.  (both  partners  of  Mr.  Carnegie),  contemplated 
the  purchase  of  the  Carnegie  and  Frick  properties  and  the  transfer 
of  these  to  a  new  corporation,  and  in  accordance  with  this  plan  se- 
cured an  option  for  the  purchase  of  the  old  Carnegie  Steel  Company 
(Ltd.)  on  the  basis  of  $250,000,000,  and  of  the  H.  C.  Frick  Coke 
Company  on  the  basis  of  $70,000,000,  or  a  total  of  $320,000,000.  It 
was  reported  that  the  prospective  purchasers  contemplated  the 
organization  of  a  company  with  no  less  than  $675,000,000  capital- 
ization. The  deal  fell  through,  however,  the  promoters  paying  Mr. 
Carnegie  a  cash  forfeit  of  $1,170,000  for  their  option  on  his  indi- 
vidual holdings  in  the  Carnegie  concern. 

The  failure  of  these  negotiations,  together  with  a  disagreement 
over  the  terms  of  an  alleged  coke  contract  between  the  H.  C.  Frick 
Coke  Company  and  the  Carnegie  Steel  Company  (Ltd.)  resulted  in 
very  bitter  feeling  between  Mr.  Carnegie  and  Mr.  Frick,  which  cul- 
minated in  an  attempt  to  eliminate  the  latter  from  the  Carnegie 
concern,  under  an  old  partnership  arrangement  known  as  the  "  iron- 
clad agreement,"  which  was  designed  to  enable  the  controlling  inter- 
est in  the  company  to  compel  the  resignation  of  any  member  whose 
connection  was  no  longer  desired.  It  was  proposed  to  pay  Mr.  Frick 
for  his  interest  in  the  Carnegie  properties  (which  amounted  to  6 
per  cent  of  the  total)  in  cash.  The  book  value  of  the  old  Carnegie 
company's  properties  on  January  1,  1900,  as  officially  determined  at 
this  time,  was  $75,610,104,  this  induding  about  30  per  cent  of  the 
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stock  of  the  H.  C,  Frick  Coke  Company  owned  by  the  Carnegie  Steel 
Company  (Ltd.).  On  this  basis,  Mr.  Frick's  interest  of  6  per  cent 
was  equivalent  to  $4,536,606. 

Mr.  Frick,  however,  was  dissatisfied  with  this  allotment  and 
brought  suit  against  Mr.  Carnegie  and  his  other  partners  to  restrain 
them  from  carrying  out  their  plans  for  eliminating  him  from  the 
concern.  Mr.  Frick  in  his  bill  of  complaint  asserted  that  the  book 
values  of  the  various  properties  by  no  means  represented  their  market 
values,  as  will  be  seen  from  the  following  excerpt  from  the  bill : 

The  books  of  said  company  do  not  now  and  have  not  re- 
cently contaiued  a  reasonable  valuation  of  its  assets.  A  very 
large  quantity  of  its  assets  on  the  1st  day  of  January,  1900,  stood 
upon  its  books  at  very  inadequate  valuations.  Some  of  the  as- 
sets did  not  there  appear  at  any  valuation.  This  was  known  to 
Carnegie  and  the  other  partners.  The  fair  value  of  your  orator's 
interest  therein  could  not  be  determined  from  what  now  appears 
on  the  books  of  said  company. 

The  answer  of  Mr.  Carnegie  and  his  associates  to  these  contentions 
was,  in  part,  as  follows : 

These  books  show  that  the  net  value  on  the  31st  day  of  De- 
cember, 1899,  of  the  assets  of  the  Association  was  $75,610,104.96. 
To  a  large  extent  this  book  value  represents  the  actual  cost  of  the 
properties  represented  in  the  balance  sheets  of  the  Association. 
From  time  to  time  during  the  plaintiff's  membership  in  the  Asso- 
ciation he,  and  other  members,  were  appointed  a  conmiittee  to 
revalue  certain  assets.  In  every  instance  of  such  revaluation 
the  plaintiff  himself  has  been  a  member  of  such  committee,  and 
the  values  now  entered  and  the  properties  included  as  having 
value  may  be  taken  as  the  plaintiflrs  own  statement  of  their  value 
to  his  feUow-members,  on  which,  during  the  plaintiff's  member- 
ship, more  than  fifteen  settlements  had  been  made  with  retiring 
members  or  the  estates  of  deceased  members. 

In  the  year  1892,  and  in  anticipation  of  the  dividend  of 
)  profits  which  was  then  declared,  the  assets  of  the  Association 
were  carefuUy^  revalued  and  appraised  by  a  committee  consisting 
of  H.  C.  Fnck,  H.  M.  Curry,  and  F.  T.  F.  Lovejoy.  Again, 
in  the  year  1899,  at  the  suggestion  of  a  committee  consisting  of 
H.  C.  Frick,  Henrv  Phipps,  jr.,  and  F.  T.  F.  Lovejoy,  certain 
changes  were  made  in  tne  Dook  value  of  the  assets  of  the 
Association,  and  the  result  thus  reached  was  a  just,  fair,  and 
reasonable  valuation  of  said  assets,  and  was  so  accepted  by  the 
Association. 

Every  month  a  balance  sheet  of  the  Association's  assets  and 
liabilities  has  been  prepared,  and  a  copy  of  the  same  furnished 
to  the  plaintiff,  on  which  balance  sheet  the  "  book  value  "  of  the 
capital  is  clearly  shown ;  and  we  aver  that  the  valuation  of  the 
assets  as  shown  on  said  books  and  balance  sheets  is  a  full,  fair, 
and  accurate  valuation  of  the  same,  and  that  there  has  not  been 
omitted  from  such  books  and  balance  sheets  any  asset  which 
should  properly  find  a  place  thereon. 
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The  method  of  valuing  the  interests  of  any  member  or  mem- 
bers according  to  the  valuation  as  stated  on  the  books  is  emi- 
nently just  and  liberal.  It  is  a  method  of  ascertaining  the  value 
of  partnership  interests  largely  adopted  both  in  this  country 
and  in  England.  The  experience  and  judgment  of  business  men 
justify  us  in  saving  (as  we  do)  that  such  a  method  of  valuation 
in  large  manufacturing  companies,  and  especially  of  iron  and 
steel  in  our  country,  as  ar  rule,  is  more  liberal  to  the  seller  than 
to  the  buyer;  for  experience  has  shown  that  partnership  assets, 
on  a  just  appraisement,  seldom  reach  the  value  at  which  they 
stand  on  the  books  of  the  concern,  and  that  a  settlement  made 
with  a  withdrawing  partner,  at  a  valuation  of  his  interest  based 
upon  its  value  as  appearing  on  the  books  of  the  firm,  is,  in  a 
very  large  majority  of  cases,  highly  advantageous  to  such  with- 
drawing partner. 

Mr.  Frick,  in  his  bill  of  complaint,  made  the  following  statement: 

With  the  then  outlook,  Carnegie  estimated  in  November,  1899, 
that  it  [the  company]  will  realize  from  its  business  for  the 
year  1900  a  profit  of  $40,000,000,  and  I  then  and  now  believe 
that  said  profit  will  exceed  $40,000,000.  During  the  year  end- 
ing December  31,  its  net  profits  were  $21,000,000. 

Its  assets  on  the  31st  day  of  December,  1899,  were  clearly 
worth  more  than  $250,000,000.  Within  the  last  few  months 
Carnegie  has  asserted  the  fair  value  thereof  to  be  greatly  in 
excess  of  that  sum.  He  has  further  asserted  that  they  are  of  such 
value  that  in  ordinary  times  of  peace  and  reasonable  business 
prosperity  in  England,  the  same  could  be  readily  placed  in  the 
London  market  on  the  basis  £100,000,000.  Since  the  making 
of  these  assertions  the  value  of  these  assets  has  largely  increaseo. 

Within  the  year  1899  huge  additions  to  and  improvements  of 
the  works  have  been  completed,  thereby  adding  enormously  to 
their  producing  power.  Other  additions  and  improvements, 
now  in  course  of  construction,  which  will  still  further  greatly 
increase  said  producing  power  and  future  profits,  will  soon  be 
completed. 

Mr.  Carnegie  s  answer  on  the  matter  of  the  value  of  the  propwly 
was  a  flat  denial,  as  follows : 

It  18  not  trrne  that  art  December  31^  1899^  tlie  said  AssocioHon 
had  assets  or  property^  either  real  or  personal  or  tangible^  in  any 
form^  which  the  said  Association  in  its  legal  capacity  could  trans- 
fer^ which  were  worth  $250fi0()p00;  nor  did  the  defendant^  Anr 
drew  Carnegie^  erer  assert  that  said  assets  were  in  excess  of  that 
sum,^  The  said  Andrew  Carnegie  has  repeatedly  expressed  the 
opinion  with  reference  to  the  earning  capacity  of  said  company 
that  the  personnel  of  its  organization  was  worth  more  than  all 
the  property  of  the  company.  It  is  true  that  the  said  Andrew 
Carnegie  has  expressed  and  still  holds  sanguine  views  as  to  the 
future  of  said  company,  but  any  such  views  are  based  upon  the 
maintenance  of  the  organization  of  the  said  company  in  its 
present  condition  of  efficiency  and  harmony. 

1  Italics  by  Buxeao. 
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Statements  thus  submitted  in  litigation  obviously  must  be  used 
with  discretion,  but  the  positive  and  direct  assertion  of  Mr.  Carnegie 
that  the  Carnegie  Steel  Company  (Ltd.)  did  not  have  assets  or  prop- 
erty in  any  form  which  it  could  legally  transfer  to  the  value  of  $250,- 
000,000  is  entitled  to  some  weight.  On  the  other  hand,  under  the 
'' ironclad  agreement,"  above  referred  to,  there  may  have  been  an  in- 
ducement to  keep  the  book  values  unduly  low,  so  that  this  can  not 
be  accepted  as  necessarily  a  true  indication  of  the  property  values; 
ui  fact,  it  is  certain  that  some  of  the  book  values  of  investments  were 
less  than  the  true  value.  The  intangible  assets  of  the  Carnegie  con- 
cern, such  as  its  organization  and  great  earning  power,  were  also 
important. 

The  valuaticm  of  sudi  intangible  considerations  in  the  case  of  a  suc- 
cessful company  whose  securities  were  not  on  the  market  is  .an  ex- 
tremely difficult  matter.  It  is  reasonably  certain,  however,  that  the 
value  of  the  tangible  property  of  the  Carnegie  Steel  Company  (Ltd.) 
and  of  the  H.  C.  Frick  Coke  Company,  taken  together,  was  very  much 
below  the  $320,000,000  of  stock  and  bonds  issued  by  the  new  Carnegie 
Company  of  New  Jersey  when  it  acquired  these  concerns. 

Analysis  of  balance  bkeetp  of  Carnegie  Steel  Company  (Ltd.) 
ON  Mabch  1,  1900. — ^Following  is  a  copy  of  the  balance  sheet  of  the 
Carnegie  Steel  Company  (Ltd.)  on  March  1,  1900,  or  just  before  the 
organization  of  the  Carnegie  Company  of  New  Jersey  was  perfected, 
18  given  in  J.  Howard  Bridge's  "  Inside  History  of  the  Carnegie 
Steel  Company  " : 

TiBLl  10.— BALANCE   SHEET   OF  THE   CARNEGIE   STEEL   COMPANY    (LTD.)    ON 

MARCH  1,  1000.1 

A9$eU. 

Caih: 

Trwwury - $1,  287,  437.  66 

Work! 19.  283.  43 

Sales  agencies 25.  302.  50 

$1,  332,  023.  59 

Bllli  Rcelrabie 7. 174,  804.  02 

Mortgages  receivable,  employees 239,845.44 

Acconnts  recelrable: 

Current 16,  381,  884.  06 

Securities 517,  324.  80 

16.  899,  208.  86 

Stocks: 

Finished  product 2,  755,  203.  92 

MateriaU  for  use 7,  087,  964.  76 

Ore  at  Lake  ports 1,  952,  212.  31 

Ore  at  mines 16,470.00 

11,  811.  850.  99 

ATaUable    assets 37.  457,  732.  90 

>  J.  H.  Bridge,  "  Inside  History  of  the  Carnegie  Steel  Company,"  page  313. 
4625*— 11 ^ 
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Works  and  properties : 

Edgar  Thomson   Works $10,429,694.67 

Duquesne  Steel  Works 2,  333,  406.  85 

Dnqnesne  Furnaces 6,  626,  211.  91 

Homestead  Steel  Works 16, 644,  201.  84 

Carrie   Furnaces 1, 079,  588.  69 

Howard  Axle  Works 717,476.87 

Lucy  Furnaces 1.  251,  869.  90 

Keystone  Bridge  Works 718,  160.  11 

Upper  Union  Mills 1,000,000.00 

Lower  Union  Mills 700,  000.  00 

Larimer  Coke  Works 200,000.00 

Youghiogheny  Coke  Works 160,000.00 

City  farm  lots 960,664.50 

Verona   land 40,000.00 

Liberty  farm 226,  000.  00 

OliTer  land 310,313.81 

Fawoett  land 25.00 

142,  396,  613.  74 

1900  improvements : 

Edgar  Thomson  Furnaces 50,  489. 13 

Edgar  Thomson  Steel  Works 31,441.69 

Edgar  Thomson  Foundry 10.  60 

Duquesne  Furnaces 18,  324.  48 

Duquesne  Steel  Works 304,  635.  24 

Homestead  Steel  Works 240,666.98 

Carrie  Furnaces 204,  070.  56 

Howard  Axle  Works 102,  542.  90 

Lucy  Furnaces 3,415.57 

Keystone  Bridge  Works 1,  663.  18 

Upper  Union  Mills 6,  537.  12 

Lower  Union  Mills 

■ 958,  797.  35 

Stocks  and  bonds,  investments 14,940,405.60 

$58,  295.  716.  59 

Undivided  capital 77,710.72 

Due  from  partners 5.  585,  642.  22 

6,  663,  352.  94 

Total  assets —  101,  416,  802. 43 

Liabiliti€9. 

Mortgages  payable : 

Edgar  Thomson  Works $209,945.00 

Duquesne  Steel  Works 995,  000.  00 

Duquesne  Furnaces 200,  000.  00 

Homestead  Steel  Works 103,  250.  00 

Carrie  Furnncos 600,000.00 

Howard  Axle  Works 273,  275.  85 

Keystone  Bridge  Works 50,  000.  00 

Liberty  farm 150,  000.  00 

Oliver  land 15.3,  000.  00 

$2,  734,  470.  85 

Bills  payable : 

Current 4,  360, 174.  VI 

Stewart 375,  000.  00 

Bomtraeger 271,  423.  56 

5,006,598.29 

Accounts  payable : 

Current 2,  469,  650.  44 

Ore 240,  130.  21 

2,  709.  780.  66 

Special  deposits 3,  776,  276.  27 

Uabilities  payable 14,227,126.06 
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^lecUl  fonda: 

Contingent  fund $567, 143.  60 

Contingent,  special 711,  810.  00 

Rdlning  fund 211.  328.  86 

Coal  extinguishment  fund 16. 822. 46 

$1,  496, 104.  80 

Doe  to  partners 4. 113,  667.  38 

SnrplQS 60,  679,  914.  19 

Capital 25,  000,  000.  00 

81,  679,  914.  19 

$101,  416.  802.  43 

It  is  possible  in  a  general  way  to  analyze  some  of  the  principal 
items  in  this  balance  sheet. 

CuKREKT  ASSETS. — ^Including  the  amaunts  due  from  partners  and 
the  "  midivided  capital,"  these  current  assets  aggregated  $43,121,086. 
Against  this  total,  however,  should  be  placed  the  current  liabilities 
(including  the  amounts  due  to  partners),  aggregating  $15,606,313, 
thus  leaving  the  net  working  assets  at  $27,514,773.^ 

Manufacturikq  plants. — ^The  manufacturing  plants — ^that  is, 
"  works  and  properties  " — it  will  be  seen,  were  entered  on  the  bal- 
ance sheet  at  $42,396,513.74,  or,  including  improvements  up  to  the 
1st  of  March,  1900,  of  $968,797.35,  at  a  total  valuation  of  $43,355,- 
311.09.  This  item  represents  chiefly  blast  furnaces,  steel  works,  and 
other  manufacturing  plants,  with  the  plant  sites,  and  also  includes 
some  miscellaneous  land  and  some  coke  property. 

This  book  valuation  of  the  manufacturing  properties  may  be  ac- 
cepted as  a  fair  current  valuation  at  the  time.  These  properties,  as 
already  shown,  had  been  revalued  on  various  occasions  by  the  Car- 
negie interests.  It  is  true  that  the  plant  sites,  as  claimed  elsewhere 
(see  note,  p.  158),  may  have  appreciated  considerably,  and  that  pos- 
sibly the  full  amount  of  this  appreciation  was  not  shown.  A  very 
rough  comparison  of  capacities  and  valuations  for  the  Carnegie,  Fed- 
eral Steel,  and  National  Steel  companies,  however,  indicates  that  the 
>  book  valuation  of  the  manufacturing  properties  of  the  former  must 
have  been  reasonably  near  a  fair  current  valuation. 

Investments. — ^The  only  other  significant  item  of  assets,  as  entered 
on  the  balance  sheet,  is  that  of  investments,  which,  it  will  be  seen, 
amounted  to  $14,940,405.50.  This  item  is  the  most  difficult  of  any 
to  criticize  intelligently.  It  included  the  holdings  of  the  Carnegie 
Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Company,  the  Oliver 
Iron  Mining  CcMnpany,  the  Pittsburg  Steamship  Company,  the  Car- 
negie Natural  Ghis  Company,  the  Union  Railroad  Company,  the 
Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company,  and  some 
ininor  investments. 

^  It  Is  possible  that  some  of  the  Items  under  "  Special  funds  '*  in  the  preceding  balance 
^«et  should  be  deducted  from  the  i^oss  current  assets,  but  since  the  exact  nature  of 
tb«te  it  not  known  this  has  not  been  done,  but  instead  a  deduction  for  all  these  funds 
tod  the  mortgages  is  later  made.     (See  p.  160.) 
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The  Carnegie  Steel  Company  (Ltd.)  held  a  29.552  per  cent  interest 
in  the  stock  of  the  H.  C.  Frick  Coke  Company,  the  par  value  of 
which  amounted  to  $2,955,200,  but  which  was  carried  on  the  books 
of  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,012;  this,  as  shown 
elsewhere  (see  note,  p.  158),  was  the  book  value,  representing  the 
actual  cost  plus  its  proportion  of  undivided  surplus.  On  the  basis  of 
such  a  valuation  for  a  29.552  per  cent  interest,  the  entire  book  value  of 
the  H.  C.  Frick  Coke  Company's  stock  would  have  been  $17,291,696. 

There  can  be  no  doubt,  however,  that  the  real  value  of  this  H.  C. 
Frick  Coke  property  was  greatly  in  excess  of  the  book  value.  The 
company,  in  March,  1900,  had  approximately  40,000  acres  of  coking- 
coal  land,  the  value  of  which  at  the  time  probably  ranged  anywhere 
from  $750  to  $1,000  per  acre.  It  also  had  11,000  coke  ovens,  which 
may  be  reckoned  as  worth  from  $6,000,000  to  $7,500,000.  The  com- 
pany also  owned  several  subsidiary  concerns,  chiefly  water  or  trans- 
portation companies.  The  aggregate  value  of  these  miscellaneous 
investments,  however,  could  not  have  been  very  great.  Without 
attempting  any  detailed  valuation  of  the  Frick  Coke  properties,  it 
is  probably  safe  to  say  that  at  a  conservative  valuation  they  were 
worth  in  March,  1900,  from  $40,000,000  to  $50,000,000.  James  J. 
Campbell,  the  former  auditor  and  secretary  of  the  Carnegie  Com- 
pany, in  an  affidavit  sulxnitted  in  litigation  against  the  Steel  Cor- 
poration in  1902  (see  p.  158),  stated  that  the  30  per  cent  interest  of 
the  Carnegie  Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Com- 
pany was  "  considered  to  be  worth  more  than  $20,000,000  "  in  March, 
1900.  On  this  basis  the  entire  value  of  the  Frick  concern  would  have 
been  at  least  $66,667,000.  However,  Mr.  Campbell's  estimate,  since 
it  was  submitted  in  defense  of  the  Steel  Corporation's  capitalization, 
was  likely  to  exaggerate  a  fair  market  valuation,  and  it  seems  that 
an  estimate  of  $50,000,000  for  the  Frick  property  would  be  much 
nearer  the  mark  and  probably  high. 

Another  important  investment  was  that  in  the  Oliver  Iron  Mining 
Company,  of  which  the  Carnegie  Steel  Company  (Ltd.)  held  $1,000,- 
000  capital  stock,  out  of  a  total  of  $1,200,000.  This  stock,  according 
to  the  affidavit  by  James  J.  Campbell,  above  referred  to,  was  carried 
on  the  books  of  the  Carnegie  concern  at  $2,167,000,  this  sum  represent- 
ing the  original  investment  plus  accumulations  of  profit,  but  after 
allowing  for  outstanding  indebtedness.  This  sum  undoubtedly  was 
less  than  a  fair  valuation  of  the  Carnegie  company's  interest  in  the 
Oliver  Iron  Mining  Company.  While  the  valuation  of  the  ore  prop- 
erty of  the  Steel  Corporation  can  best  be  considered  as  a  whole  instead 
of  by  parcels,  it  may  be  noted  here  in  passing  that  the  remaining  one- 
sixth  interest  in  the  Oliver  Iron  Mining  Company  which  had  been 
held  by  the  Oliver  &  Snyder  Steel  Company  was  valued  in  1897  by  the 
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owners,  in  an  option  sulmiitted  to  the  promoters  of  a  $75,000,000 
wire  consolidation  then  in  contemplation,  at  $1,400,000.  If  that  was 
a  fair  price  for  that  fraction,  it  would  indicate  a  value  for  the  entire 
property,  at  that  time,  of  $8,400,000,  on  which  basis  the  five-sixths 
interest  held  by  the  Carnegie  Steel  Company  (Ltd.)  would  have  been 
worth  $7,000,000.  In  view  of  the  fact  that  this  option  was  sub- 
mitted to  promoters  who  were  organizing  a  consolidation,  it  is  fair  to 
assume  that  the  vendors  named  a  price  which  they  considered  liberal. 
On  the  other  hand,  the  value  of  ore  property  in  1897  would  not  be  a 
fair  criterion  of  the  value  of  the  same  property  in  1900.  Moreover, 
during  this  interval  the  Oliver  Iron  Mining  Company  had  added 
materially  to  its  holdings  of  ore,  so  that  for  this  reason  also  the  price 
named  on  this  one-sixth  interest  in  1897  can  not  be  regarded  as  con- 
dusive. 

It  may  further  be  noted  that  this  on&-sixth  interest  in  the  Oliver 
Iron  Mining  Company,  together  with  a  one-sixth  interest  in  the 
Pittsburg  Steamship  Company,  was  sold  in  1901  for  $9,250,000  of 
United  States  Steel  preferred  stock  and  a  like  amount  of  United 
States  Steel  common  stock.  As  shown  elsewhere  (p.  196),  the  cash 
value  of  the  one-sixth  interest  in  the  Pittsburg  Steamship  Company 
in  April,  1901,  may  be  estimated  as  worth  about  $625,000,  the  book 
investment  in  the  fleet  on  that  date  being  $3,783;000.  Assuming  that 
the  United  States  Steel  common  stock  issued  in  this  transaction  was  a 
mere  bonus,  and  that  the  $9,250,000  of  preferred  stock  represented  the 
fall  cash  value  of  the  ore  prox)erty  and  the  steamship  property  com- 
bbed,  this  would  indicate  a  cash  price  of  $8,625,000  for  the  one-sixth 
interest  in  the  ore  property  alone.  On  the  basis  of  such  a  valuation 
the  five-sixths  interests  held  by  the  Carnegie  Steel  Company  (Ltd.) 
would  have  been  worth  $43,126,000,  and  the  entire  property  $51,750,- 
000.  Such  a  valuation,  however,  is  certainly  excessive.  The  United 
States  Steel  Corporation  was  anxious  to  get  control  of  this  ore  com- 
pany, and  the  price  which  it  was  willing  to  pay  for  a  small  fraction 
of  the  stock  under  these  conditions  might  be  an  even  more  unsafe 
criterion  than  the  option  price  on  this  same  one-sixth  interest  given 
four  years  earlier. 

In  view  of  the  difficulties  of  estimating  the  ore  property  by  parcels, 
the  Bureau,  as  already  stated,  has  undertaken  a  valuation  of  the  ore 
property  of  the  Steel  Corporation  as  a  whole.  This  is  done  in  Chap- 
ter ni.  No  attempt  is  made  to  place  a  definite  valuation  upon  the 
ore  property  of  the  Carnegie  company  by  itself. 

The  Union  Bailroad  Company,  which  was  carried  on  the  books  of 
the  old  Carnegie  company  at  $2,290,000,  was  probably  worth  consid- 
erably more  than  that  sum  (see  p.  193),  and  the  book  valuation 
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assigned  the  Carnegie  Natural  Gas  Company,  namely,  $1,500,000, 
was  probably  low.* 

The  valuations  at  which  the  other  investments  of  the  Carnegie 
Steel  Company  (Ltd.)  were  carried  on  its  books  are  not  known. 
The  most  important  of  these  were  110,010  shares  (par  value  $5,500,- 
500)  of  the  common  stock  and  10,000  shares  (par  value  $500,000)  of 
the  preferred  stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Bail- 
road  Company,  a  five-sixth  interest  in  the  Pittsburg  Steamship  Com- 
pany, the  entire  stock  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, and  a  one-half  interest  in  the  Pewabic  company,  owning  the 
Pewabic  mine.  There  can  be  no  doubt  that  a  fair  valuation  of  the 
stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company 
in  March,  1900,  would  be  considerably  less  than  "the  par  value  of  the 
shares.  Even  allowing  the  full  par  value,  however,  the  Carnegie 
company's  investment  in  that  stock  would  have  been  worth  only 
about  $6,000,000. 

The  Pittsburg  Steamship  Company  in  March,  1900,  had  6  steamers 
and  1  barge,  some  of  which,  were  old  and  of  small  capacity.  It  had 
imder  construction,  however,  5  new  and  large  steamers.    The  book 

1  Excerpts  from  Mr.  Campbell's  affidavit  (submitted  in  July,  1902),  referred  to  on 
page  156,  concerning  these  properties,  foUow: 

For  example  the  Carnegie  Steel  Company  (Ltd.)  then  [early  in  1900]  owned 
$1,000,000  par  value  out  of  the  total  par  value  of  Sl,200,000  of  the  Oliver  Iron 
Mining  Company,  which  was  entered  on  the  books  of  the  Carnegie  Steel  Company 
(Ltd.)  at  $2,167,000  corresponding  to  the  net  book  value  of  the  properties  as  they 
appeared  on  the  books  of  the  Oliver  Iron  Mining  Company  itself.  The  book  value 
of  these  ore  properties  represented  the  cost  of  acquiring  the  same  and  accumulations 
of  profit.     The  Oliver  Iron  Mining  Company  owned  Bessemer  and  other  iron-ore 

eropertles  of  enormous  value,  which  had  been  acquired  at  a  very  low  cost  and 
efore  the  great  value  of  the  Lake  Superior  Bessemer  ores  was  known.  Some  of 
these  ore  properties,  which  were  acquired  at  a  nominal  cost,  are  now  worth  one  hun- 
dred fold  such  cost. 

•  •#•••• 

The  30  per  cent  Interest  in  the  H.  C.  Frick  Coke  Company  was  carried  on  the  books 
pf  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,042,  which  was  based  not  on  the 
actual  value  of  the  properties  themselves  but  on  the  book  value,  which  represented 
cost  and  undivided  surplus,  but  most  of  such  properties  were  purchased  many  years 
before  at  a  small  or  nominal  price  per  acre,  and  prior  to  the  discovery  of  the  great 
value  of  the  Connellsvllle  coal  for  coking  purposes.  The  30  per  cent  interest  of  the 
Carnegie  Steel  Company  ( Ltd. )  in  the  H.  C.  B^ick  Coke  Company  was  considered 
to  be  worth  more  than  $20,000,000  at  the  time  it  was  acquired  by  the  Carne^e 
Company  of  New  Jersey,  in  March,  1900,  and  could  not  then,  in  my  opinion,  at  the 
market  value  of  the  same  coal  fields,  have  been  replaced  or  duplicated  at  any  such 
figure.  The  stock  of  the  Carnegie  Natural  Gas  Companv,  which  was  carried  on  the 
books  of  the  Carnegie  Steel  Company  (Ltd.)  at  $1,500,000,  was  then  and  is  now 
worth  many  times  that  amount.  The  stock  of  the  Union  Railroad  Company,  which 
was  carried  on  the  books  at  $2,290,000,  was  worth  in  my  opinion  at  least  $10,000,000. 

*  m  *  0  m  ^  m 

The  mills  and  plants,  such  as  the  Bdgar  Thomson  Works,  the  Homestead  Steel 
Works,  the  Duquesne  Steel  Works,  the  Duquesne  Furnaces,  and  other  works,  were 
all  entered  at  tneir  original  cost  and  incluaed  nothing  for  large  amounts  expended 
on  the  same  to  Improve  and  modernize  them,  which  expenditures  were  made  out  of 
current  earnings  of  the  company  and  were  charged  on  against  Its  profit  and  loss 
account,  but  which  materially  increased  not  only  the  intrinsic  values  of  the  plants 
by  many  million  dollars,  but  their  earning  capacity.  [See,  however,  the  additions 
to  such  properties  in  the  balance  sheet  on  page  154.]  Moreover,  the  valuations  con- 
tained In  the  books  comprehended  large  tracts  of  real  estate  at  the  actual  cost 
thereof,  some  of  which  had  been  acquired  twenty-five  or  thirty  vears  prior  thereto 
at  a  small  figure  and  had  appreciated  enormously  in  value.  These  properties  are 
exceptionally  situated  by  reason  of  their  proxlmitv  to  coke  fields,  to  manuflicturing 
and  distributing  centers,  and  to  economical  facilities  for  railroad  and  river  navT 
gation. 

As  shown  later,  the  Steel  Corporation  was  at  this  time  endeavoring  to  Justify  its 
huge  capitalixation  so  that  there  was  a  great  temptation  t>efore  its  officers  to  make  their 
wtimates  of  its  property  liberal. 
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investment  in  these  vessels  on  March  1, 1900,  was  $2,385^47.  On  this 
basis,  the  five-sixths  interest  of  the  Carnegie  Steel  Company  (Ltd.) 
would  be  worth,  roughly,  $2,000,000. 

The  investment  in  the  Pittsburg  and  Conneaut  Dock  Company  was 
approximately  $1,200,000. 

On  the  foregoing  basis  the  indicated  value  of  the  Carnegie  and 
Frick  properties,  other  than  their  ore  and  natural-gas  property, 
would  be  approximately  as  follows: 

Aasets  other  than  "  InTestments "  (book  value) : 

Working  capital $27.  500,000 

Manufacturing  properties 43, 350, 000 

Union  Railroad  CJompany  (see  text) 2, 290,  OCX) 

Pittsburg    Steamship    Ck)mpany    (flve-slxths    In- 
terest)        2, 000, 000 

Pittsburg  and  Ck>nneaut  Dock  Ck>nipany 1, 200,  OCX) 

"  InTefltmeQts  "  exclusive  of  ore  and  natural-gas  prop- 
erty (estimated  value)  : 

H.  C.  Frick  CJoke  Company  (entire  property) 50,  OCX),  OCX) 

Pittsburg,  Bessemer  and  Lake  Erie  Railroad  (52 
per  cent  interest) 6,  OCX),  OCX) 

The  total  of  these  various  items  is  $132,340,(XX),  but  after  deducting 
the  mortgages  of  $2,734,471  and  the  special  funds  of  $1,496,105 
shown  in  the  balance  sheet  on  pages  154-155,  the  net  total  would  be 
approximately  $128,100,(X)0.^ 

AH  of  the  above  valuations  are  probably  sufficiently  liberal,  with 
the  exception  of  that  for  the  Union  Kailroad  Company,  the  actual 
value  of  which  stock  probably  considerably  exceeded  its  book  value. 
Allowing  as  much  as  $4,000,000  additional  to  cover  this  item,  there 
would  be  left,  roughly,  $28,000,000  of  bonds  and  all  of  the  $160,000,000 
stock  of  the  Carnegie  Company  to  cover  its  ore  and  natural-gas 
property  and  a  few  unimportant  remaining  items,  and  intangible 
considerations.  The  valuations  of  the  ore  and  natural-gas  properties 
are  taken  up  in  the  next  chapter. 

The  Carnegie  ore  properties  were  almost  entirely  leaseholds,  which 
have,  of  course,  as  a  rule,  a  lower  value  than  fee  property.  The  ore 
tonnage  on  these  properties  was  very  much  less  than  that  of  the 
Lake  Superior  Consolidated  Iron  Mines. 

These  figures,  while  arbitrary  in  many  respects,  certainly  suggest 
that  the  tangible  property  of  the  Carnegie  Company  of  New  Jersey 
was  not  much,  if  at  all,  in  excess  of  the  $160,000,000  bond  issue,  and 
that  the  $160,000,000  stock  was  issued  for  earning  power  and  other 
intangible  considerations. 

It  may  be  noted  that  in  the  agreement  providing  for  the  or- 
ganization of  the  New  Jersey  company  it  was  stated  that  the  various 

^A«  shown  on  page  80,  there  was  a  considerable  amount  of  underlying  Indebtedness, 
Itrgelj  of  railroad  concerns.  This  need  not  be  considered  here,  howerer,  as  the  valoatlona 
placed  on  the  stocks  of  such  roads  allow  for  such  indebtedness. 
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Carnegie  Steel  properties  would  receive  $126,000,000  in  bonds  of 
the  new  concern  and  a  like  amount  in  its  stock,^  and  the  H.  C.  Frick 
Coke  properties  $35,000,000  in  bonds  and  $36,000,000  in  stock.  This 
arrangement,  in  view  of  the  usual  method  at  that  time  of  giving 
common  stock  as  a  bonus  with  preferred  issues,  certainly  gives  some 
color  to  the  suggestion  that  the  bonds  may  have  been  regarded  as 
similar  to  preferred  stock  and  intended  to  cover  the  physical  property 
and  that  the  stock  was  issued  to  cover  earning  power  and  other  in- 
tangible considerations. 

There  can  be  no  question  that  the  earning  power  of  the  properties, 
as  distinguished  from  the  value  of  the  tangible  assets,  figured  very 
largely  in  the  capitalization  of  the  New  Jersey  concern.  As  shown 
above  (p.  152),  the  answer  of  Mr.  Carnegie  and  his  associates  in 
the  H.  C.  Frick  suit  stated  that  Mr.  Carnegie  had  repeatedly  ex- 
pressed the  opinion  that  the  personnel  of  the  organization  was  worth 
more  than  all  of  its  property.  In  this  connection  the  following 
further  excerpt  from  the  answer  may  be  cited : 

The  profits  which  have  resulted  do  not  represent  simply  earn- 
ings or  interest  on  the  canital  invested,  but  have  been  the  prod- 
uct from  year  to  year  of  the  brains,  intelligence,  and  industry  of 
the  several  members  who,  in  their  separate  departments,  have  so 
conducted  the  business  of  the  association  as  to  proauce  this 
profit.  Any  capitalization  of  the  earning  power  of  the  enter- 
prise as  a  going  concern  would  in  no  wise  represent  cmly  the 
value  of  the  plant  and  other  property  which  are  the  assets  of 
the  Association,  and  to  which  alone  upon  his  withdrawal,  retire- 
ment, or  exclusion  from  the  Association  the  plaintiff  is  entitled 
to  an  account.  Such  capitalization  would  be  based  upon  the 
continued  operation  of  the  plant  by  the  members,  upon  whose 
future  earning  power  the  plaintiff  has  no  lien  or  claim. 

Eabninos  of  THE  Carnegie  PROPERTIES  IN  1899. — ^The  earnings 
of  the  principal  Carnegie  properties  for  the  years  1896-1900,  as  given 
by  J.  H.  Bridge,  in  his  book  upon  the  "  Inside  History  of  the  Car- 
negie Steel  Company,"  were  as  follows: 

Ti3LB  11.— NET  PROFITS  OF  CARNEGIE  STEEL  COMPANY  (LTD.),  1896-1900.* 


Year. 


1896. 
1897. 
1896. 


Net  profits.' 


16,000,000 

7,000,000 

11,600,000 


1899. 
1900. 


Year. 


Netprotts.* 


t21»OOD,O00 
40,000,000 


1  This  may  have  oovered  the  Carnegie  Steel  Company's  Interest  in  the  H.  C.  Friok  Coke  Company. 

*  Bridge,  "  The  Inside  History  of  the  Carnegie  Steel  Company,"  page  296. 

*  Mr.  Bridge  in  his  book  referred  to  $4,500,000  as  additional  profits  teinyestad,  bat  It  was  not  dear 
whether  this  applied  to  the  year  1900  or  to  a  longer  period. 
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The  earnings  of  the  company  for  1899,  it  will  be  seen,  were 
$21,000,000,  this  amoont  including  $1,253,853  (or  29.552  per  cent)  of 
the  earnings  of  the  H.  C.  Frick  Coke  Company.  The  total  profit  of 
the  Frick  concern,  therefore,  was  $4,242,870.  Including  these  total 
earnings,  the  entire  profit  of  both  the  Carnegie  and  Frick  concerns 
for  the  year  was  $23,989,017.  This  would  be  equivalent  to  only 
7.5  per  cent  on  a  capitalization  of  $320,000,000.  To  capitalize  a 
great  iron  and  steel  concern  on  a  basis  of  7.5  per  cent  would  be  sug- 
gestive of  overvaluation  in  any  instance.  When  it  is  considered  that 
the  year  1899  was  one  of  exceptional  prosperity  in  the  iron  and  steel 
industiy,  such  overvaluation  is  the  more  apparent.  It  is  true  that  in 
1900  the  earnings  of  the  Carnegie  and  Frick  properties  combined 
were  nearly  $40,000,000,  or  at  the  rate  of  about  12^  per  cent  on  a 
total  capitalization  of  ^20,000,000.  The  year  1900,  however,  while 
Dot  quite  so  remarkable  with  respect  to  the  high  prices  of  products 
as  1899,  was  a  phenomenally  prosperous  year  for  the  Carnegie  Com- 
pany, and  the  earnings  afford  no  satisfactory  basis  for  judging  the 
value  of  the  property. 

The  earnings  of  some  of  the  other  large  iron  and  steel  companies 
for  the  year  1899,  and  the  ratio  of  those  earnings  to  capitalization, 
were  as  follows : 


Company. 


Feda«l  Steel 

Nacknal  Steel 

AiBPTifM  Steel  and  Wire 
NitionalTabe 


Issued  securi- 
ties, Dec.  31, 
1809.1 


$128,345,000 
62,000,000 
90,000,000 
80,000,000 


Eamino  1809 
before  deduct- 
ing bond 
Interest.* 


$9,371,136 

8,930,000 

12,162,530 

13,878,365 


Per 

cent. 


7.4 
14.4 
13.6 
17.3 


1  Indnding  anderlylng  bonds  but  not  other  indebtedness. 

*  In  two  eases  tha  earnings  are  not  for  the  exact  calendar  year;  thus  the  fiscal  year  of  the  National  Steel 
Compeoy  ended  February  28, 1900,  and  that  of  the  National  Tube  Company  ended  June  30, 1900. 

From  this  table  it  appears  that  the  earnings  of  the  Federal  Steel 
Company  in  1899,  before  deducting  bond  interest,  were  equivalent 
to  7.4  per  cent  on  its  total  outstanding  capitalization  (stock  and 
bonds).  This  was  substantially  the  same  rate  as  that  indicated  by 
comparing  the  earnings  of  the  Carnegie  and  Frick  concerns,  in  the 
same  year,  with  the  subsequent  capitalization  of  $320,000,000.  More- 
over, the  earnings  of  the  other  three  companies — National  Steel  Com- 
pany, American  Steel  and  Wire  Company,  and  the  National  Tube 
Company — show  a  higher  rate  on  their  total  capitalization  than  do 
even  the  enormous  earnings  of  the  Carnegie  Company  for  the  year 
1900.    In  view  of  the  preceding  evidence  that  the  capitalization 
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of  these  three  concerns  was  very  greatly  in  excess  of  their  actual 
investment,  the  fact  that  they  still  showed  higher  rates  of  earnings 
than  the  Carnegie  Company  in  its  exceptionally  prosperous  year 
may  be  fairly  presented  as  confirming  other  evidence  that  the 
capitalization  of  the  Carnegie  Company  was  excessive. 

Further  evidence  tending  to  the  same  conclusion  is  shown  in  the 
following  table,  which  gives  the  capacity  of  finished  products  of  the 
Carnegie,  the  Federal  Steel,  and  the  National  Steel  companies,  and 
the  amount  of  securities  per  ton  of  capacity  in  1900 : 


Coini>any. 


Carnegie 

Federal  Steel. 
National  Steel 


Issued  securi- 
ties, Dec.  31, 
1900. 


11336,600,000 

126,345,000 

62,000,000 


Capacity  of 

flnished  steel 

products. 


Ton». 
3,200,000 
2,300,000 
2,000,000 


Securities 

per  ton 

capacity. 


1105 
55 
31 


ilndndlng  underlying  bonds  of  approximately  $16,000,000;  in  this  comparison  purdiase-money  obtt- 
gatlons  are  not  Included. 

It  should  be  noted  that  these  figures  of  capitalization  and  capacity, 
as  well  as  those  of  earnings  given  in  the  preceding  table,  are  not 
strictly  comparable  for  the  reason  that  the  Carnegie  Company  had 
a  larger  investment,  relatively  as  well  as  absolutely,  in  coal  and 
miscellaneous  properties  than  most  of  the  other  concerns.  However, 
the  Federal  Steel  Company  had  very  extensive  ore  property  and  also 
very  important  railroad  properties,  while  its  holdings  of  coal  and 
coke  were  important.  It  has  already  been  shown  that  the  capitaliza- 
tion of  that  concern  was  very  greatly  in  excess  of  the  value  of  its 
investment  in  tangible  property  at  its  organization;  and  allowing 
for  additions  through  surplus  earnings  up  to  the  close  of  1900  there 
can  be  no  doubt  that  there  was  still  a  considerable  excess  of  securities 
over  the  investment  in  tangible  property.  Including  such  over- 
capitalization, however,  the  average  per  ton  of  capacity  for  the 
Federal  Steel  Company  was  only  $55,  whereas  the  average  for  the 
Carnegie  Company  was,  in  round  numbers,  $105  per  ton.  The 
average  for  the  National  Steel  Company,  it  will  be  seen,  was 
only  $31  per  ton,  but  this  is  not  so  fairly  comparable  as  that  of  the 
Federal  Steel  Company.  However,  the  fact  that  these  two  heavily 
capitalized  concerns  show  average  capitalizations  per  ton  of  capacity 
very  much  below  the  per  ton  average  for  the  Carnegie  Company  tends 
to  confirm  other  evidence  of  extensive  overcapitalization  by  the  latter 
concern. 

Excessive  price  paid  for  Carnegie  Company  by  Steel  Corpora- 
tion.—For  $159,450,000  of  bonds  and  $160,000,000  of  stock  of  the 
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Carnegie  Company,  the  United  States  Steel  Corporation  issued  $492,- 
000,000  of  its  securities,  as  follows : 

For  $150,450,000  of  Carnegie  Company  bonds bonds..  $159, 450, 000 

For  $96^000,000  of  Carnegie  Company  stock do 144,000,000 

^     ^   ^    ^  .    ^  ,         (preferred  stock—      98,277,120 

For  $64,000,000  of  Carnegie  Company  stock__-.|  ^^^^^  stock—      90. 279, 040 

Total *  492. 006, 160 

There  can  be  no  possible  doubt  that  this  enormous  issue  of  securi- 
ties b}'  the  Steel  Corporation  to  acquire  the  securities  of  the  Carnegie 
Company  meant  heavy  overvaluation.    Of  course,  the  United  States 
Steel  Corporation,  in  buying  the  Carnegie  Company,  paid  not  only 
for  tangible  assets,  but  also — and  very  liberally — for  earning  power, 
and,  perhaps  more  important  still,  for  the  elimination  of  Mr.  Car- 
negie.   However,  even  on  the  basis  of  earning  power,  the  price  paid 
for  the  Carnegie  Company's  securities  was  excessive.    As  just  shown, 
the  earnings  of  the  Carnegie  Company  in  the  year  1900  were  about 
$10,000,000.      This   compares   with   combined   earnings  of   all   the 
Carnegie  and  Frick  concerns  in  1899  of  about  $24,000,000,  which  in 
turn  were  greatly  in  excess  of  the  earnings  of  any  previous  year. 
Earnings  of  even  $40,000,000,  however,  represent  only  a  little  over 
8  per  cent  on  the  total  amount  of  securities  issued  ($492,006,160)  by 
the  Steel  Corporation  for  the  Carnegie  concern.    The  average  earn- 
ings of  the  Carnegie  and  Frick  properties  in  1899  and  1900  were 
about  $32,000,000.    This  average  amount  would  be  equivalent  to  6^ 
per  cent  on  the  total  amount  of  securities  issued  for  the  company. 
The  year  1899,  as  just  stated,  was  a  phenomenally  prosperous  one  in 
the  steel  industry,  and  1900,  despite  some  reaction,  was  by  far  the 
most  prosperous  year  ever  enjoyed  by  the  Carnegie  concern  up  to 
that  time.    To  capitalize  a  steel  business  on  the  earnings  of  two  ab- 
r    normally  prosperous  years  on  a  6  or  even  an  8  per  cent  basis  obvi- 
ously means  heavy  overvaluation  judged  by  any  reasonable  standard. 
That  the  purchase  price  of  the  Carnegie  Company  involved  a 
hea^y  overissue  of  Steel  Corporation  securities  is  evident  from  a 
c<Nnparison  of  this  price  with  prices  paid  for  stocks  of  the  Federal 
Steel  Company  and  the  National  Steel  Company,  which  companies, 
it  will  be  remembered,  were  in  the  same  general  class  as  the  Carnegie 
Company,  since  they  were  well  integrated  and  since  they  were  chiefly 
concerned  with  the  manufacture  of  the  cruder  and  heavier  classes 
of  steel  products.    The  amounts  of  United  States  Steel  securities, 

L        *  Apparently  $1,200,000  ctmh  was  also  paid  for  the  Carnegie  concern.    This,  however,  has 
b«en  treated  as  a  part  of  the  expenaea  of  the  underwriting  syndicate.     (See  note,  p.  174.) 
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par  value,  issued  in  the  acquisition  of  the  secj.nties  of  th^e  three 
companies  were  as  follows: 

Total  U.  8.  Steel  Mcorltles 
issued  in  acqalsition. 

Carnegie  Company *  $402,006,  IdO 

Federal   Steel  Ck)mpany 110,415,546 

National  Steel  Company 73,702,500 

In  other  words,  the  Steel  Corporation  issued  about  4^  times  as 
much  in  its  securities,  at  par  value,  for  the  Carnegie  Company  as  it 
did  for  the  Federal  Steel  Cwnpany,  and  nearly  7  times  as  much 
as  it  did  for  the  National  Steel  Company.  This,  however,  does  not 
fairly  state  the  case,  because,  as  just  shown,  more  than  one-half 
the  purchase  price  of  the  Carnegie  Company  was  in  bonds,  which 
were  worth  much  more  than  Steel  Corporation  stocks,  whereas  no 
bonds  were  issued  for  the  stocks  of  the  Federal  Steel  and  National 
Steel  companies.  Based  upon  the  market  values  of  the  securities 
issued,  the  price  for  the  Carnegie  Company  was  about  6  times  as 
great  as  that  for  the  Federal  Steel  Company  and  about  9  times  as 
great  as  that  for  the  National  Steel  Company. 

It  should  be  pointed  out  that  the  property  of  the  Carnegie  Com- 
pany was  acquired  subject  to  underlying  indebtedness,  approxi- 
mating $24,850,000  (including  purchase-money  obligations,  etc.),  and 
that  the  stock  of  the  Federal  Steel  Company  was  preceded  by  nearly 
$27,150^0  of  underlying  indebtedness,  and  that  of  the  National 
Steel  Company  by  about  $6,000,000.  It  will  be  seen,  -therefore,  that 
the  property  of  the  Federal  Steel  Company  was  subject  to  a  greater 
underlying  indebtedness,  both  relatively  and  actually,  than  was  that 
of  the  Carnegie  concern. 

However,  it  is  incredible  that  the  Carnegie  Company  was  worth 
to  the  Steel  Corporation  6  times  as  much  or  even  4J  times  as  much 
as  the  Federal  Steel  Company  (even  after  allowing  for  the  under- 
lying debt  in  each  case),  except  on  the  sole  ground  that  the  Corpora- 
tion thus  acquired  what  would  have  been  its  most  dangerous  competi- 
tor. In  other  words,  this  price  was  the  price  of  peace.  The  capacity 
of  the  steel  works,  blast  furnaces,  etc.,  of  the  Carnegie  Company  was 
only  about  40  to  50  per  cent  greater  than  that  of  the  Federal  Steel 
Company.  It  is  true  that  the  Carnegie  Company  had  very  much 
larger  holdings  of  coal  and  coke  property  and  possibly  as  large 
holdings  of  iron-ore  lands  as  the  Federal  SU^el  Company.  Even 
at  high  valuations  for  these  coke  and  ore  properties,  however,  it 
would  be  absurd  to  argue  that  the  Carnegie  Company  was  worth  6 
times  or  even  4^  times  as  much  as  the  Federal  Steel  Company.  The 
United  States  Steel  Corporation,  of  course,  in  making  these  acqui- 

^Of  this  total  1303,450,000  was  In  United  States  Steel  bonds.     (See  note  2,  p.  174.) 
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sitions  considered  earning  power  and  other  intangible  considerations, 
and  on  this  basis  might  have  been  justified  in  paying  a  much  greater 
price  for  the  Carnegie  Company  than  for  the  Federal  Steel  Company 
relative  to  the  tangible  assets.  As  just  shown,  however,  the  earnings 
of  the  Carnegie  Company,  great  as  they  were,  were  far  from  sufficient 
to  justify  any  such  huge  price  as  was  actually  paid  for  that  concern. 

In  the  case  of  the  National  Steel  Company  the  capacity  of  the 
steel  works,  blast  furnaces,  etc.,  was  only  about  two-thirds  that  of  the 
Carnegie  Company,  while  the  National  Steel  Company's  investment 
in  ore  and  coke  properties  was  relatively  unimportant  as  compared 
with  the  very  valuable  properties  of  this  sort  owned  by  the  Carnegie 
Company.  Nevertheless,  it  is  incredible  that  the  Carnegie  Company 
was  worth  9  or  even  7  times  as  much  as  the  National  Steel  Company 
(again  taking  underlying  indebtedness  into  account). 

It  should  be  kept  in  mind  also  that  the  Steel  Corporation  issued 
its  securities  for  the  stocks  of  the  Federal  Steel  and  National  Steel 
companies  themselves  on  a  very  liberal  basis.  Thus,  the  Steel  Cor- 
poration issued  more  than  $110,000,000  of  its  stocks  for  the  stocks 
of  the  Federal  Steel  Company,  whereas  the  equity  represented  by 
the  latter  at  the  organization  of  the  Federal  Steel  Company  in  1898, 
as  already  shown,  did  not  exceed  $63,000,000.  Allowing  for  the 
surplus  earnings  accumulated  by  the  company  up  to  April  1,  1901 
(roughly,  $18,150,000),  and  also  allowing  for  intangible  considera- 
tions, the  price  paid  by  the  United  States  Steel  Corporation  in  its 
securities  must  be  regarded  as  high. 

In  the  same  way,  in  the  case  of  the  National  Steel  Company,  the 
value  of  its  stock  undoubtedly  was  very  much  less  than  the  par  value 
of  the  United  States  Steel  stocks  issued  therefor,  namely,  $73,702,500. 
The  foregoing  comparison  of  the  relative  amounts  of  securities  issued 
for  the  three  companies,  therefore,  by  no  means  tends  to  show  the  full 
extent  of  the  overvaluation  of  the  Carnegie  property,  but  simply 
shows  that,  judged  by  even  this  imperfect  standard,  the  amount  of 
that  overvaluation  must  have  been  very  great. 

The  conclusion  is  inevitable,  therefore,  that  the  price  paid  for  the 
Carnegie  Company  was  largely  determined  by  fear  on  the  part  of  the 
organizers  of  the  Steel  Corporation  of  the  competition  of  that  con- 
cern. Mr.  Carnegie's  name  in  the  steel  industry  had  long  been 
synonymous  with  aggressive  competition,  and  there  can  be  little  doubt 
that  the  huge  price  paid  for  the  Carnegie  concern  was,  in  considerable 
measure,  for  the  specific  purpose  of  eliminating  a' troublesome  com- 
petitor, and  Mr.  Carnegie  personally  in  particular.  This,  it  may  be 
noted,  was  the  interpretation  generally  placed  upon  the  transaction 
m  trade  and  financial  circles  at  the  time. 
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Section  16.  Summary  of  evidence  as  to  valne  of  property  of  constituent 
concerns  of  the  United  States  Steel  Corporation. 

From  the  discussion  of  the  organization  of  the  principal  con- 
stituent companies  of  the  United  States  Steel  Corporation  given  in 
this  chapter,  it  is  apparent  that  most,  if  not  all,  of  these  concerns 
issued  securities  greatly  in  excess  of  the  value  of  the  tangible  proper- 
ties which  they  acquired  at  the  dates  of  their  respective  organizationj^. 
In  the  case  of  those  companies  having  both  preferred  and  common 
stock,  the  evidence  in  general  indicates  that  the  preferred  stock  alone 
covered  practically  all  the  tangible  property,  and  that  the  common 
stock  represented  nothing  but  earning  power  and  other  intangible 
considerations  and  mere  "water."  Moreover,  in  some  cases,  espe- 
cially that  of  the  American  Sheet  Steel  Company,  there  is  ground 
for  the  view  that  even  the  preferred  stock  was  not  fully  protected  by 
tangible  property  values.  In  the  case  of  the  Federal  Steel  Company, 
on  the  other  hand,  the  available  evidence  indicates  that  the  common 
stock  was  partly  covered  by  physical  property,  although  a  large  pro- 
portion of  the  conmion  stock  issue  of  this  concern  appears  to  have 
been  issued  against  earning  power,  or  as  a  mere  bonus.  In  the  case 
of  the  Lake  Superior  Consolidated  Iron  Mines,  which  had  no  pre- 
ferred stock,  there  originally  appeared  to  have  been  a  heavy  over- 
issue of  common  stock  and  the  book  valuation  of  the  property  in  1901 
seems  to  have  been  high.  The  Carnegie  Company  presents  a  more 
difficult  problem,  but  here  there  is  at  least  a  fair  presumption  that 
the  physical  property  did  not  exceed  the  $160,000,000  of  bonded 
indebtedness.  The  intangible  considerations  in  the  case  of  this  con- 
cern, however,  were  unusually  important,  although,  even  including 
these,  the  evidence  presented  indicates  that  the  total  capitalization  of 
$320,000,000  involved  very  great  overvaluation. 

It  is  obviously  impossible  to  present  any  statement  of  the  property 
values  of  these  constituent  concerns  by  this  method  which  can  be 
regarded  as  exact  or  conclusive.  A  rough  summary  may,  however, 
be  made  on  the  basis  of  the  valuations  tentatively  arrived  at  in  the 
preceding  section.    This  is  done  in  Table  12. 


UNITED  STATES  STEEL  CORPORATION. 


167 


Tabu  12.— ESTDfATBD  VALUE  OF  TANGIBLE  ASSETS  OF*  STEEL  CORPORATION  ON 

APRIL  1,  1901,  BY  CONSTITUENT  COMPANIES. 


CoDstitoeat  concern. 

Date  of 
organi- 
sation. 

1900 
ia98 

1899 
1899 
1899 
1898 
1899 
1900 
1900 

Estimated 
values  of 
tangible  as- 
sets (over 
.  underlying 
indebted- 
ness) at 
date  of 
organisation. 

$160,000,000 
63,000.000 

40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
131,374,000 

129,400,000 
13.000.000 

Surplus, 
Apr.  1,1901. 

Total  tangi- 
ble assets 
(over  under- 
lying in- 
debtedness) 
Apr.  1, 1901. 

Underlying 
bonds, 

purchase- 
money 

obligations, 
etc. 

Total 

value  of 

tangible 

property  on 

Apr.  1, 1901. 

C«niegieCompany(NewJeney) 

Federal  Steel  Company 

.American  Steel  and  Wire  Com- 
nany  (New  Jersey) 

$37,563,000 
18,147,000 

13,162,000 
27,485,000 
0,909,000 
6,178,000 
1,661,000 
706,000 
4,030,000 

2,095,000 

$197,563,000 
81,147,000 

53,162,000 
67,485,000 
33,909,000 
24,503,000 
15,661,000 
17,706,000 
85,404,000 

31,495,000 
2,791,000 

$25,392,000 
27,139,000 

6,055,000 

$222,965,000 
106,286,000 

59.217,000 

Katknal  Steel  Company 

American  Tin  Plate  Company  . 
American  Steel  Hoop  Company 
American  Sheet  Steel  Company 

Amerkan  Bridge  Company 

Lske   Superior    Consolidated 
Iron  Mines 

67,485,000 

5,989,000 
190,000 

39,896,000 
24,693,000 
15,661,000 

2,000,000 
157,000 

5,542,000 

19,706,000 
35,561,000 

37,037.000 

Shelbv  Steel  Tube  Comnanv 

2,791,000 

^*tniici  Steamship  Company . ' 

8,500,000 

8,500,000 

Oiie«fxth  interest  in  Pittsburg 
Steamdilp    Company    and 
Oliver  Imn  Iflnlng  Company . 

'9,250,000 

'" 

9,250,000 

9,260,000 

TotJ^l    „ 

1 
452,349,000    « 117.727.000 

570,076,000 

'^  80,964 ,000 

651,040,000 

CaA  capital  provided  at  organl- 
atioQ  of  Steel  Corporation. . . 

25,003.000 

Approximate  grand  total 
of  value   of  tangible 
DTOoert  V  on  Anr.  1. 1901. 

676.043.000 

1 

1  Estimated  value  of  property  at  time  of  Its  acquisition  by  the  United  States  Steel  Corporation  (except 
saphB)  instead  of  at  its  organisation,  but  shown  in  this  column  lor  convenience  in  statement. 

>  Amomit  of  preferred  stock  of  United  States  Steel  Corporation  Issued  therefor;  this  probably  excessive, 
but  sDowed  here  in  absence  of  other  data. 

•Deficit. 

*  The  surplus  here  given  is  the  total  surplus  on  March  31, 1901  (after  certain  adjustments  made  by  the 
Steel  (Corporation).  It  is  assumed  that  all  of  this  surplus  was  accumulated  by  the  constituent  concerns 
sabseqoent  to  the  dates  of  their  respective  organisations,  since  in  most,  if  not  in  all,  cases  they  commenced 
bvoness  without  any  surplus.  The  American  Bridge  Company,  the  Lake  Superior  Consolidated  Iron 
)(ines,  the  Beasemer  Steamship  Company,  the  Shelby  Steel  Tube  (3ompany,  and  the  one-sixth  interest 
in  the  Oliver  Iron  Mining  Company  and  the  Pittsburg  Steamship  (Company  were  acquired  subeequent  to 
April  1.1901. 

*  About  $00,000,000  of  this  total  was  outstanding  at  the  time  the  various  companies  were  organised. 
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From  this  table,  therefore,  it  appears  that  the  value  of  the  tangible 
property  of  these  constituent  concerns  (at  the  dates  of  their  respective 
organizations,  except  in  certain  cases,  as  noted)  was  $4:52,349,000, 
this  being  the  amount  over  and  above  underlying  indebtedness  of 
approximately  $60,000,000,  thus  making  a  grand  total  at  that  time  of 
$512,349,000.  This  may  fairly  be  considered  as  the  total  investment 
of  these  concerns  at  these  respective  dates.  Adding  to  this  their  sur- 
plus earnings  of  $117,727,000  accumulated  during  the  period  up  to 
April  1,  1901,  and  again  including  the  underlying  indebtedness 
(which  had  increased  to  $80,964,000),  as  representing  an  equivalent 
investment,  gives  the  total  investment  of  these  concerns  in  tangible 
property  on  April  1,  1901,  of  $651,040,000.  Adding  to  this  the 
$25,003,000  new  cash  capital  provided,  gives  a  final  total  of  tangible 
assets  for  the  Steel  Corporation  on  April  1, 1901,  of  $676,043,000. 

Aside  from  additions  to  the  investment  of  these  concerns  through 
the  accumulated  surplus  earnings,  it  is  possible  that  their  properties, 
even  after  allowing  for  depreciation,  were  worth  somewhat  more  in 
1901  than  they  were  when  those  constituent  companies  were  organized. 
In  the  case  of  manufacturing  plants,  the  cost  of  construction  in  this 
interval  undoubtedly  had  increased  somewhat  However,  it  is  known 
that  some  of  these  concerns  did  not  write  off  sufficient  amounts  for 
depreciation  of  their  plants.  Furthermore,  it  would  be  very  unsafe 
to  regard  such  appreciation  in  plant  valuations,  as  distinct  from  addi- 
tions through  expenditure  of  new  capital,  as  of  a  permanent  char- 
acter, since  so  far  as  it  existed  at  all  it  was  undoubtedly  a  reflection  of 
the  unusual  prosperity  which  prevailed  in  the  steel  industry  during 
a  considerable  portion  of  this  period.  Still  again,  any  such  apprecia- 
tion in  current  valuations  of  physical  properties  was  probably  due, 
in  part,  to  the  concentration  of  control  of  the  industry  into  the  hands 
of  comparatively  few  concerns,  with  the  consequent  restriction  of 
competition.  This  is  especially  true  in  the  case  of  the  natural  re- 
sources. The  values  of  these  natural  resources  are  extensively  dis- 
cussed in  the  next  chapter  and  need  not  be  taken  up  here. 

Taken  by  themselves,  it  will  be  seen  that  these  figures  indicate 
an  aggregate  investment  in  the  various  constituent  concerns,  plus 
$25,000,000  new  working  capital,  of ,  roughly ,  $676,000,000,  or  less  than 
one-half  the  total  securities  of  the  Steel  Corporation  issued  to  acquire 
them  (including  underlying  bonds  in  each  case).  It  should  be  re- 
membered that  this  total  of  $676,000,000  is  not  presented  as  the 
market  value  of  these  properties  in  1901,  but  as  the  value  at  the  dates 
of  organization  of  the  various  constituent  concerns  plus  the  subse- 
quent investment  in  them  up  to  April  1,  1901.  Furthermore,  the 
estimate  is,  as  already  stated,  a  tentative  one.  Before  arriving  at 
final  conclusions  as  to  the  relation  between  assets  and  capitalization 
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of  the  Steel  Corporation,  the  valuation  of  its  property  will  be  taken 
up  by  other  methods. 

In  short,  the  facts  presented  in  this  table  are  not  a  final  conclusion ; 
they  are  but  evidence,  to  be  considered  with  further  evidence  pre- 
sented later,  a  view  from  but  one  side,  which  must  be  combined  with 
views  from  other  sides  before  any  final  conclusion  can  be  drawn. 

Section  17.  Comparison  of  capitalization  of  Steel  Corporation  with  market 
valne  of  securities  acquired. 

The  indicated  investment  in  the  constituent  concerns  of  the  Steel 
Corporation,  arrived  at  by  historical  analysis  of  the  organization  of 
these  concerns  and  of  their  earnings,  in  the  preceding  sections  of  this 
chapter,  may  now  be  compared  with  the  market  value  of  the  securities 
of  these  various  companies.  In  this  connection  it  should  be  noted 
that  such  stock-market  values  (leaving  out  of  consideration  tempo- 
rary factors)  obviously  include  an  allowance  for  earning  power  present 
and  prospective,  and  other  intangible  considerations,  and  thus  repre- 
sent the  value  of  the  various  companies  as  going  concerns,  whereas  the 
valuations  given  in  Table  12  virtually  were  for  the  tangible  assets 
only. 

The  securities  of  several  of  the  constituent  concerns  were  dealt  in 
on  the  New  York  Stock  Exchange  in  fairly  large  volume,  so  that  these 
market  prices  must  be  regarded  as  a  fair  reflection  of  the  current 
public  estimate  of  the  value  of  these  properties  as  going  concerns.  In 
the  case  of  two  companies,  however — the  Carnegie  Company  and  the 
Lake  Superior  Consolidated  Iron  Mines — the  securities  were  not  listed 
on  any  exchange  and  were  not  dealt  in  in  sufficient  volume  to  make 
market  prices  a  reliable  indication  of  the  public  estimate  of  the  value 
of  these  concerns.  It  is  possible,  however,  to  arrive  at  results  suffi- 
ciently accurate  for  the  comparisons  here  made;  in  any  event,  the 
figures  used  are  sufficiently  liberal.  Table  13  has  therefore  been  com- 
piled, showing  the  average  market  valuation  in  1899  and  1900  of  the 
securities  of  the  various  companies  acquired  by  the  Steel  Corporation 
in  1901,  based  upon  weekly  quotations,  where  such  quotations  are 
available. 
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Tablb  13.— approximate  MARKET  VALUATION  OF  SECURITIES  ACQUIRED  BY 
UNITED  STATES  STEEL  CORPORATION  IN  1901,  AS  INDICATED  BY  AVERAGE  M.VRKET 
PRICES,  180»-1000. 


Constituent  ooooeni. 


Stocks  regnlarly  quoted: 

Federal  Steel  Company— 

Prefexred 

Common 

American  Steel  and  Wire  Company- 
Preferred 

Common 

National  Tube  Company- 
Preferred 

Common 

National  Steel  Company— 

Prefeiied 

Common 

American  Tin  Plate  Company- 
Preferred 

Common 

American  Steel  Hoop  Company- 
Preferred  

Common 

American  Bridge  Company  i — 

Preferred 

Common 

Shelby  Steel  Tube  Company  >— 

Preferred 

Common 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company  i— 

Preferred 

CoDunon 

Lake  Superior  Consolidated  Iron  Mines. 

Carnegie  Company- 
Bonds 

Stock 


Oliver  Iron  Mining  Company,  one^lxth  interest. . 
Pittsburg  Steamship  Company,  one«lxth  interest . 


Total 

Mortgages  and  purchase-money  obligations. 

Underlying  bonds  and  scrip  at  par 

Cash  capital , 


Grand  total. 


Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 


Par  value, 
S53,2(X),200 
46,483,700 

39,999,000 
49,981,400 

40,000,000 
40,000,000 

28,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000 
19,000,000 

31,357,600 
30,946,400 

4,776,100 
8,018,200 


24,499,600 
24,499,600 
29,413,906 

159,460,000 

160,000,000 

200,000 

221,700 


«  881, 396, 406 


Average 
market 
price  of 
stock  in 
1899-1900. 


PerctrUof 
par  value. 

76.38 

50.04 

80.41 
48.26 

M.20 
48.72 

91.16 
41.67 

84.77 
M.7I 

77.34 
32.11 

03.10 
43.88 

56.48 
ia90 


S66.88 
119.00 
«75.00 

106.00 

Moaoo 


Value  at 
aveiBga  price. 


$40,680,141 
23,260,443 

35,763.106 
24, 121,024 

37,680,000 
19,488,000 

34,609.554 
13,321,899 

15,534,103 
0,735,600 

10,827.600 
6,100,900 

20,103,926 

13,579,280 

2,607,541 
873,964 


16,140,336 

4,654,024 
22,060,429 

167,422,500 
160,000,000 

•9,250,000 


686,995,290 
21,872,028 
59,091,657 

'25,003.000 


792,961,970 


*  No  quotation  in  1899. 

s  Mean  of  highest  and  lowest  prices  hi  Pittsburg  market  in  1900,  weekly  quotations  not  being  avaOablB. 

*  Asked  price  in  1900.    Does  not  include  lower  prices  recorded  in  190a 
4  Only  13  shares  known  to  have  been  sold  in  open  market. 

*  Not  based  on  stock  quotations  but  amount  of  United  States  Steel  Corporation  preferred  stock  issued 
therefor  at  par. 

*  Does  not  include  8535,407  unacquired  stock  in  constituent  and  subsidiary  concerns. 
V  Including  83,000  paid  in  by  orii^nal  incorporators. 
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For  the  first  eight  companies  in  Table  13,  a  satisfactory  record 
of  quotations  was  in  most  cases  readily  available.  It  may  be  noted 
that  several  of  these  companies  were  not  organized  mitil  late  in 
1899  or  early  in  1900.  In  such  cases  quotations  were  used  from  the 
earliest  date  on  which  they  were  available  to  the  close  of  1900. 

In  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  the 
price  used,  $75  per  share,  is  the  highest  reported  in  1899  and  1900. 
In  the  early  part  of  1899  the  stock  was  quoted  certainly  as  low  as  $40 
a  share  and  the  highest  in  that  year  appears  to  have  been  about  $60. 
The  highest  in  1900  appears  to  have  been,  as  just  stated,  $75  per  share. 
The  maximum  quotation  has  been  used  rather  than  an  average,  since, 
OD  account  of  the  inactivity  of  the  stock  and  of  the  fact  that  it  had 
never  paid  a  dividend,  the  lower  quotations  mentioned  may  not  be 
repres^itative  of  a  fair  valuation. 

The  stocks  of  the  American  Sheet  Steel  Company  were  inactive. 
The  prices  here  given  appear  to  be  the  best  available  indication  of 
their  market  value. 

The  bonds  of  the  Carnegie  Company  were  quoted  in  1900  at  about 
105,  and  occasional  sales  were  reported  at  this -figure.^  In  the  case 
of  the  stock,  there  appear  to  have  been  no  recorded  transactions  in 
1900.  In  the  early  part  of  February,  1901,  a  very  few  shares  of  this 
stock  sold  in  the  Pittsburg  market  at  $1,000  per  share,  the  par  value.' 
Since  at  this  time  it  was  known  that  negotiations  for  the  purchase  of 
the  Carnegie  concern  had  been  undertaken  by  the  banking  interests 
who  later  organized  the  United  States  Steel  Corporation,  this  price 
must  be  considered  as  probably  an  overstatement  of  the  real  market 
value  of  the  stock.* 

While  such  infrequent  transactions  as  were  recorded  for  the  stocks 
of  the  Lake  Superior  Consolidated  Iron  Mines,  the  American  Sheet 
Steel  Company,  and  the  Carnegie  Company  obviously  are  unsatis- 

>  The  total  reported  sales  of  Carnegie  Company  bonds  In  the  Pittsburg  market  In  1900,  were  as  follows: 


Date. 

Amount 
sold. 

Series. 

1 

Price 

(percent 
of  par). 

Date. 

Amount 
sold. 

Series. 

Price 
(percent 
of  par). 

November  12. 

tl,000 
2,000 

61,000 
5,000 
6,000 
7,000 

D 
D 
D 
D 
D 
D 

105 
105 
105 
106 
106 
•105 

November  21 

$156,000 

D 
D 
D 
D 

•105 

N'oTcmber  14 

November  22 

11,000 

1,000 

10,000 

*105 

N'oTcmber  15 

November  27 

*105 

N'orember  17 

Decembers 

105 

Novcmlw  lo 

Total 

November  20 

260,000 

*  And  accrued  interest. 

'  As  noted  in  the  text,  there  ^ere  no  recorded  sales  of  the  stock  of  the  company  in  1900.  The  recorded 
sales  of  the  stock  in  1901  amounted  to  13  shares,  and  each  share  brought  $1 ,000.  The  sales  were  elTeoted 
OD  tlie  following  dates:  F^ruary  5, 3  shares;  February  7,  7  shares;  February  8,  3  shares. 

'  Alter  the  terms  of  purchase  of  the  Carnegie  Company  were  known,  some  sales  of  the  stock  were  appar- 
ently made  to  the  syndicate  on  a  caah  basis  at  tl^SOO;  obviously,  however,  such  prices  must  be  ruled  out 
vtoQDBlderatlnihere. 


f. 
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factory,  nevertheless  they  have  been  used  in  the  tablfe  as  being  the 
best  available  indication  of  the  value  placed  upon  these  stocks  in 
actual  transfers. 

The  valuation  of  the  securities  included  in  the  table  has  been 
obtained  by  multiplying  the  average  per  cent  of  the  par  values  of 
each  security  by  the  amount  of  that  security  acquired  in  April,  1901, 
this  including  practically  the  entire  amount  outstanding;  there  were 
few  changes  of  any  consequence  in  the  outstanding  amounts  of  stock 
of  these  companies  from  the  dates  of  their  organization  up  to  the 
time  of  their  absorption  by  the  Steel  Corporation.  Any  such  in- 
creases were  so  small  that  it  can  not  be  assumed  that  the  market 
prices  of  the  securities  would  have  been  different  had  they  been  made 
at  an  earlier  date.  It  is  entirely  proper,  therefore,  to  use  these 
amounts  of  stock  in  connection  with  the  market  prices  of  1899  and 
1900. 

No  quotations  were  obtainable  for  the  stocks  of  the  Oliver  Iron 
Mining  Company  or  the  Pittsburg  Steamship  Company.  The  one- 
sixth  interest  in  these  two  concerns  has  arbitrarily  been  placed  at 
the  par  value  of  the  preferred  stock  of  the  United  States  Steel  Cor- 
poration issued  therefor,  as  was  done  in  Table  12,  on  uage  167. 

In  addition  to  the  cash  and  securities  above  enumerated,  the  United 
States  Steel  Corporation  purchased  the  vessels  of  the  Bessemer 
Steamship  Company.  This  acquisition  is  included  in  the  item  of 
$21,872,023  of  mortgages  and  purchase-money  obligations. 

Therefore,  this  computation  of  market  values,  which,  in  the  case  of 
a  few  companies,  is  admittedly  unsatisfactory — due  to  the  lack  of 
sufficiently  frequent  quotations — suggests  a  market  valuation  for  the 
various  securities  acquired  by  the  United  States  Steel  Corporation 
of,  roughly,  $687,000,000.  In  order  to  permit  of  comparison  with  the 
total  capitalization  and  with  the  estimate  of  the  value  of  the  physical 
properties  arrived  at  by  historical  analysis,  as  given  on  page  167, 
there  should  be  added  $25,003,000  to  cover  the  cash  capital  provided 
for  the  Corporation,  $21,872,023  for  mortgages  and  purchase-money 
obligations,  and  $59,091,657  to  cover  underlying  bonds  and  scrip  at 
par  (market  quotations  not  being  available).  The  addition  of  these 
amounts  gives  a  total  indicated  market  valuation  of  $793,000,000.* 

^  These  average  weekly  market  prices  do  not  Include  prices  for  the  first  three  months  of 
1901,  or  Just  preceding  the  organization  of  the  Steel  Corporation.  This  period  has  been 
excluded  for  the  reason  that  during  a  considerable  part  of  these  three  months  quotations 
of  these  steel  stocks  were  directly  Influenced  by  the  pending  organization  of  the  Steel  Cor- 
poration. It  is  true  that  In  January,  1901,  there  was  a  rather^severe  break  in  the  prices 
of  some  of  these  steel  securities,  but  this  was  succeeded  by  an  almost  sensational  ad- 
yance,  due  to  the  prospect  that  these  companies  would  be  merged  on  terms  very  favor- 
able to  the  old  stockholders.  Since  the  year  1899,  as  already  shown,  was  one  of  phe- 
nomenal prosperity  In  the  iron  and  steel  trade,  and  the  year  1900,  despite  a  severe  set- 
back, one  of  distinct  prosperity,  it  Is  altogether  fair.  In  arriving  at  an  average  market 
valuation,  to  exclude  from  consideration  the  abnormal  quotations  reached  in  the  early 
part  of  1901,  as  a  result  of  the  prospect  of  a  merger  of  these  great  consolidations  into  a 
ilngle  corporation.  In  other  words,  the  high  prices  recorded  for  some  of  these  securities 
UBt  prior  to  tlie  organization  of  the  United  States  Steel  Corporation  can  not  be  regarded 
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This  market  valuation  of  $793,0009000  exceeds  the  estimate  arrived 
at  in  the  preceding  section  of  $676,000,000  by  $117,000,000.  This 
difference  is  more  than  accounted  for  by  the  fact  that  whereas  in 
Table  12  only  the  physical  property  of  the  Carnegie  (Company  was 
considered,  this  being  placed  at  $197,563,000  (including  the  surplus 
of  $37,563,000),  in  Table  13  an  estimate  of  the  value  of  the  intangible 
considerations  is  included,  making  the  total  for  the  Carnegie  Com- 
pany, roughly,  $327,400,000. 

The  stock-market  valuation  represents  the  values  of  these  proper- 
ties as  going  concerns,  including  prospective  values,  and  thus  allows 
for  intangible  considerations  and  not  merely  for  the  tangible  prop- 
erty. Therefore,  it  is  altogether  natural  that  such  stock-market 
valuations  should  exceed  the  value  of  the  physical  property  alone, 
and  especially  as  the  period  covered  was  on  the  whole  one  of  pros- 
perity in  the  industry.  Indeed,  a  much  larger  excess  of  market 
valuation  over  the  tangible-property  valuation  than  is  here  shown 
would  be  entirely  normal,  assuming  the  value  of  tangible  property 
to  be  correct.  In  fact,  it  will  be  observed  that  if  the  additional  value 
here  given  the  Carnegie  Company  were  eliminated  ($129,855,900), 
the  resultant  total  valuation  by  this  method  would  be  less  than 
the  valuation  of  $676,000,000  arrived  at  in  the  preceding  section 
for  tangible  assets  only.  If  all  of  the  market  quotations  were  en- 
tirely satisfactory,  this  result  might  warrant  scaling  down  the  pre- 
\ioxis  estimate  of  the  tangible  properties.  Since,  however,  these 
market  quotations  are  in  some  cases  admittedly  unsatisfactory  and 
since,  moreover,  the  Bureau  desires  to  present  the  results  obtained 
by  each  different  method  (see  p.  116)  on  their  own  respective  merits, 
no  such  reduction  in  the  previous  estimates  for  the  tangible  property 
need  be  considered  at  this  time.  As  already  noted,  the  estimates  of 
the  Bureau  obtained  by  the  various  methods  employed  are  brought 
together  and  summarized  in  Chapter  IV. 

Seetion  18.  Comparison  of  prices  paid  by  United  States  Steel  Corporation 
for  secnrities  of  constituent  concerns  with  average  market  prices  of 
the  latter. 

The  great  excess  of  securities  issued  by  the  United  States  Steel 
Corporation  over  the  aggregate  of  securities  which  it  acquired  has 
already  been  clearly  brought  out,  both  by  the  total  figures  and  by 
the  terms  of  exchange  given  in  Table  4,  on  page  113.  A  comparison 
of  these  rates  of  exchange  with  the  average  market  values  of  the 

18  a  fair  indication  of  the  value  of  these  companies,  but  rather  as  an  expression  of  the 
nine  of  monopolistic  power,  or,  at  least,  of  concentrated  power,  which  was  anticipated 
from  the  still  greater  merger. 

However,  bad  the  average  market  prices  for  the  three  months  from  January  1,  1901,  to 
April  1,  1901,  been  included  with  the  average  prices  for  tbe  two  preceding  years,  the 
•Sgresate  market  valuation  of  the  securities  (including  cash  and  underlying  bonds  at  par) 
Tould  have  been  only  about  1799,000,000,  or  not  materially  different  from  tbe  total  ob- 
tained by  using  the  average  prices  of  1899  and  1900. 
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constituent  stocks  in  1899  and  1900,  as  shown  in  Table  13,  is  given 

in  the  following  table : 

tablb  14.— comparison  of  rates  of  exchange  of  united  states  steel  stocks 

FOR  stocks  of  constituent  concerns,  WITn  AVERAGE  MARKET  VALUES  OF 
LATTER  IN  1899  AND  1900. 


Constituent  concern. 

AveiBge 
market 
price  of 
stock  in 
1899-1900. 

Received  in  United  States  Steel 
securities  per  $100  of  old  par 
value. 

Preferred 
stock. 

Common 
stock. 

Bonds. 

Carnegie  Company: 

Bonds 

105.00 
» 100. 00 
1100.00 

76.38 
50.04 

89.41 
48.26 

94.20 
48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32.11 

03.10 
43.88 

56.48 
10.90 

«65.88 
U9.00 
*76.00 

100.00 

Stock.  60  per  cent 

150.00 

Stock.  40  DCr  cent 

M53.60 

110.00 
4.00 

117.50 

M4i.00 

Fedezal  Steel  Company: 

Preferred 

Common 

107.50 

American  Steel  and  Wire  Company: 

Preferred 

ComTnon .  r .      _ ,    . 

102.50 

National  Tube  Company: 

Preferred 

125.00 
8.80 

125.00 

Common 

125.00 

National  Steel  Company: 

Preferred 

Common 

125.00 

American  Tin  Plate  Company: 

Preferred 

125.00 
20.00 

100.00 

Common 

125.00 

American  Steel  Hoop  Company: 

Common 

100.00 

American  Bridge  Company  : ' 

Preferred 

110.00 

rommon 

105.00 

Shelby  Steel  Tube  Company  : " 

Preferred 

37.50 

C!ommnn .    ,    . , _ 

26.00 

Preferred 

100.00 

100.00 
135.00 

Lake  Superior  Consolidated  Iron  Mines:  Common 

135.00 

i  Only  13  shares  known  to  have  l)een  sold  in  open  market.    (See  note  2  on  page  171.) 
s  In  the  case  of  the  Carnegie  Company  the  rates  of  exchange  were  not  officially  stated,  and  apparently 
thev  were  not  the  same  for  all  holders.    The  actual  amounts  of  United  States  Steel  securities  used  by  the 
underwriting  syndicate  (not  directly  by  the  Corporation)  to  acquire  the  securities  of  the  Carnegie  Company 
were,  however,  stated  in  the  preliminary  report  of  the  Corporation,  as  follows: 

The  syndicate  acquired  GO  per  cent  ($96,000,000)  of  the  stock  of  the  Carnegie  Company  and  $159,- 
450,000.  face  value,  of  the  5  per  cent  bonds  of  the  Carnegie  (Company  by  delivering  to  the  holders 
thereof  said  $303,450,000  of  bonds  of  this  Corporation  and  $1 .200,000  in  cash ;  and  the  syndkate  acquired 
the  remaining  40  per  cent  ($64,000,000)  of  the  stock  of  the  Carnegie  Company  by  delivering  to  tbe 
holders  thereof  982,771  shares  of  preferred  stock  and  902,790  shares  of  common  stock  of  thisCorporatk>D. 

The  deduction  from  the  total  of  bonds  issued,  namely,  $303,450,000,  of  $159,450,000.  to  represent  Carnegie 
bonds  (exchanged  at  par)  leaves  a  balance  of  $144,000,000,  which  was  issued  for  $9(),000,000  of  Carnegie  stocl;. 
thus  indicating  a  rate  of  $150  hi  bonds  for  each  $100  in  stock.  Presumably  these  exceptionally  mvorable 
terms  were  secured  chiefly  by  Mr.  Carnegie,  who  held  Just  about  60  per  cent  of  the  Camegfe  Company's  stock. 

It  is  not  certain  whether  tbe  $1,200,000  cash  was  used  to  buy  prefened  stock  or  bonds.  Including  tbe 
cash,  the  ratio  would  he  slightly  hieher. 

For  the  remaining  40  per  cent  of  the  stock  of  the  Carnegie  Company  the  amounts  given  in  the  above 
excerpt  from  the  annual  report  averaged  $153.50  in  new  prefored  and  $141  in  new  common  for  every  %V30 
of  this  Carnegie  stock.  The  syndicate  apparently  offered  in  most  cases  150  in  United  States  Steel  pnknea 
and  150  in  United  States  Steel  common  stock;  but  varied  the  terms  in  other  instances. 

s  No  quotations  in  1899. 

*  Mean  of  highest  and  lowest  prices  in  Pittsburg  market  in  1900,  weekly  qtiotatkms  not  being  available. 

*Aaked  price  in  1900.    Does  not  include  lower  prices  recorded  in  1900. 
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It  will  be  seen  from  this  table  that  in  every  case,  except  the  Shelby 
Steel  Tube  Company,  the  amounts  of  stock  issued  by  the  Steel  C!or- 
poration  were  in  excess  of  the  average  market  values  of  the  corre- 
sponding stocks  acquired,  and  usually  very  greatly  in  excess.  The 
overissue  of  securities  in  the  case  of  the  Carnegie  Company  has  been 
sufficiently  discussed  and  need  not  be  referred  to  in  detail  here.  For 
each  share  of  the  preferred  stock  of  the  Federal  Steel  Company,  the 
average  market  value  of  which  in  1899  and  1900  was  $76.40  per  share, 
the  Steel  Corporation  issued  $110  in  its  preferred  stock.  Correspond- 
ing figures  in  the  case  of  the  American  Steel  and  Wire  Company  pre- 
ferred were,  roughly.  $89.40  and  $117.50.  The  highest  rates  of  ex- 
change with  respect  to  preferred  stocks,  it  will  be  seen,  were  accorded 
the  American  Tin  Plate  Company,  the  National  Tube  Company,  and 
the  National  Steel  Company.*  It  is  worth  pointing  out  that  no  pre- 
ferred stock  of  a  constituent  concern,  with  the  single  exception  of  the 
Shelby  Steel  Tube  (which  was  acquired  at  a  subsequent  date),  re- 
ceived less  than  its  par  value  in  United  States  Steel  preferred. 

The  overissue  of  common  stock  of  the  Steel  Corporation  was  even 
more  marked.  With  the  single  exception  of  the  Shelby  Steel  Tube 
none  of  the  common  stocks  of  the  constituent  companies  received  less 
than  its  par  value  in  common  stock  of  the  Steel  Corporation,  while 
several  of  them  received  well  over  the  par  value  in  new  common  and 
in  several  cases  an  additional  issue  of  preferred  stock  of  the  Steel 
Corporation  as  well.  A  conspicuous  instance  of  this  was  in  the  case 
of  the  American  Tin  Plate  Company,  the  conmion  stock  of  which 
received  $125  in  new  common  for  each  $100  common  of  the  old,  and 
in  addition  $20  in  new  preferred. 

The  exceptionally  favorable  terms  accorded  the  Lake  Superior 
Consolidated  Iron  Mines,  namely,  $135  in  new  preferred  and  $135  in 
new  common  stock  for  each  $100  of  old  stock,  are  worthy  of  special 
notice.  The  Lake  Superior  Consolidated  Iron  Mines,  as  already 
pointed  out,  was  owned  by  Standard  Oil  interests  and  was  acquired 
after  most  of  the  larger  steel  companies  included  in  the  list.  Owing 
to  the  fact  that  this  company  not  only  had  very  extensive  ore  reserves 
but  also  an  important  ore  railroad,  and  more  especially  to  its  excep- 
tionally strong  financial  backing,  it  was  practically  in  a  position  to 
dictate  its  own  terms,  and  apparently  did  so. 

In  view  of  this  great  increase  of  capitalization  by  the  Steel  Cor- 
poration, it  is  worth  repeating  that  this  followed  very  heavy  inflation 
of  securities  in  the  organization  of  nearly  all  of  the  constituent  con- 
cerns, while  in  some  cases  the  latter  in  turn  had  issued  their  securities 
at  very  much  in  excess  of  those  which  they  in  turn  had  acquired.    As 

Mn  this  connection  It  should  he  stated  that  the  organizers  of  the  Steel  Corporation 
allotted  a  solid  hlock  of  stock  for  the  "  Moore  "  companies  and  that  the  suballotment  of 
that  stock  by  companies  and  by  difTerent  classes  of  stodc  was  made  by  the  dominating 
iaterests  In  this  group  and  not  by  the  organisers  of  the  Corporation.  (See  Exhibit  4, 
p.  396.) 


176  THE  STEEL  INDUSTRY. 

a  conspicuous  illustration,  the  inflation  of  capitalization  by  the  wire 
combinations  may  be  noted.  Thus,  each  $100  stock  of  the  Consol- 
idated Steel  and  Wire  Company,  organized  in  1892,  received  in  1898 
$175  in  preferred  stock  and  $175  in  conmion  stock  of  the  American 
Steel  and  Wire  Company  of  Illinois,  or  $350  of  new  securities  for 
every  $100  of  old.  A  few  months  later  each  $100  of  the  preferred 
stock  of  the  American  Steel  and  Wire  Company  of  Illinois  received 
$100  in  preferred  stock  and  $60  in  common  stock  of  the  American 
Steel  and  Wire  Company  of  New  Jersey,  while  each  $100  of 
the  Illinois  concern^s  common  stock  received  $120  in  common 
stock  of  the  New  Jersey  concern.  Thus,  each  $100  stock  of  the 
old  Consolidated  company  became  $490  in  the  stock  of  the  New 
Jersey  concern.  In  the  final  merger  of  the  latter  company  into  the 
Steel  Corporation  each  $100  par  value  of  the  preferred  stock  received 
$117.50  in  preferred  stock  of  the  Steel  Corporation,  while  each  $100 
(par  value)  of  the  common  stock  received  $102.50  in  United  States 
Steel  conunon  stock.  In  other  words,  every  $100  par  of  the  stock  of 
the  Consolidated  Steel  and  Wire  Company  was  finally  transmuted 
into  $528.50  par  of  Steel  Corporation  securities.  This  is  perhaps 
the  most  striking  instance  of  repeated  increase  of  securities  afforded 
in  the  history  of  the  Steel  Corporation,  but  the  increase  in  many 
other  cases  was  also  very  great. 

Of  course,  the  value  of  these  properties  may  have  increased 
greatly  in  this  interval,  so  that  it  should  not  be  understood  that  the 
entire  amoimt  of  the  increase  represented  nothing  but  "water." 

The  evidence  in  this  chapter  shows  that  whatever  the  actual  value 
of  the  securities  acquired  by  the  Steel  Corporation  may  have  been  it 
was  very  much  less  than  the  par  value  of  the  United  States  Steel 
securities  issued  therefor.  The  extent  of  such  overvaluation  is  dis- 
cussed in  Chapter  IV,  where  the  estimates  of  the  value  of  the  prop- 
erty given  in  this  chapter  are  summarized  in  connection  with  those 
obtained  by  another  method. 

Section  19.  Large  amounts  of  securities  issued  by  constituent  concerns 
for  promotion  services. 

A  very  striking  illustration  of  the  inflation  of  securities  by  these 
various  consolidations,  and  one  which  may  fairly  be  considered  in 
judging  the  general  relationship  of  their  capitalization  to  investment, 
is  afforded  by  the  large  payments  made  for  promotion  and  under- 
writing services.  Such  payments,  which  are  over  and  above  the 
usual  bonus  in  common  stock  given  with  preferred  for  an  equivalent 
amount  of  cash  or  property,  aggregate  for  seven  of  the  concerns  above 
described,  no  less  than  $63,300,000  stock,  this  including  in  one  instance 
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aboat  $850,000  of  preferred.  These  figures,  moreover,  do  not  include 
any  allowance  for  the  American  Sheet  Steel  Company,  which  almost 
certainly  made  payments  of  the  same  sort,  or  for  the  Shelby  Steel 
Tube  Company.  The  facts  regarding  such  payments  or  commissions, 
which  have  already  been  briefly  referred  to  in  the  preceding  discus- 
5i(»,  may  here  be  summarized. 

Federal  Steel  Company. — As  shown  on  page  118,  the  underwrit- 
ing syndicate  of  the  Federal  Steel  Company  was  to  provide  $14,075,000 
cash  (this  inchiding  $200,000  for  organization  expenses).  The  syn- 
dicate, however,  secured  most  of  this  cash  from  the  stockholders  of 
the  constituent  concerns  of  the  Federal  Steel  Company  in  the  manner 
already  described,  so  that  the  actual  amount  of  cash  raised  by  the 
^\^l(licate,  as  such  (as  distinct  from  any  amounts  which  syndicate 
members  may  have  subscribed  as  stockholders  in  the  acquired  con- 
cerns), was  apparently  but  $4,823,373.  In  return  for  this  cash  pay- 
ment and  its  services  the  syndicate  received  a  residue  of  Federal  Steel 
stocks  amounting,  at  par,  to  about  $5,680,565  preferred  and  $8,422,992 
common.  Assuming  that  for  the  cash  provided  the  syndicate  received 
100  per  cent  in  preferred  and  a  bonus  of  100  per  cent  in  common, 
there  would  be  left,  roughly,  $850,000  of  Federal  Steel  preferred  and 
$3,000,000  Federal  Steel  common  stock,  which  may  be  regarded  as  the 
compensation  of  the  syndicate  for  its  services  and  profit  as  distinct 
from  any  payment  for  the  new  cash  capital  provided,  as  follows : 


Stoekreodved  by  syndicate 

Amount  altowed  to  cover  cnah  raised  by  syndicate. 


Baianoe  to  cover  "senrices"  of  syndicate . 


Preferred 
stock. 


15,680,565 
4.823,373 


857.192 


Common 
stock. 


18,422,902 
4,823,373 


3,599.619 


1  Indndes  $3,000  incorporators'  stock. 

While,  however,  the  syndicate  commission  in  the  case  of  this  com- 
pany apparently  included  a  small  amount  of  preferred  stock,  it  will 
be  recalled  that  the  common  stock  of  the  company  had  some  tangible 
property  back  of  it  at  the  start. 

AicxRiCAN  Steel  and  Wire  Company  of  New  Jersey. — As  shown 
on  page  132,  at  the  organization  of  this  company  a  syndicate  raised 
$1^8,000,000  of  cash,  for  which  it  received  $28,000,000  of  preferred 
stock  and  $28,400,000  of  common  stock,  or  tlie  entire  issues  of  each 
class  over  and  above  the  amounts  paid  for  the  old  American  Steel 
and  Wire  Company  of  Illinois.  Subscribers  to  the  syndicate  re- 
ceived with  each  $100  preferred  stock  paid  for  at  par  a  bonus  of 
$60  in  common  stock,  or  in  the  aggregate  $16,800,000.    This  left  a 
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balance  of  $11,600,000  of  common  stock  unaccounted  for,  as  shown 
below : 


Total  amount  issued  to  the  syndicate 

Paid  syndicate  subscribers  for  |28,000/X)0  of  cash . 


Balance. 


rTeferrea 

stock. 


GonuDon 
stock. 


128,000,000 
28.000,000 


928,400.000 
16,800,000 


11,600,000 


This  residue  of  $11,600,000 — which,  it  will  be  seen,  is  entirely  dis- 
tinct from  the  common-stock  bonus  paid  in  connection  with  cash 
subscriptions  to  preferred  stock — went  to  those  who  managed  the 
organization  of  the  company  as  their  compensation  or  commission. 

American  Tin  Plate  Company. — Testimony  before  the  Indus- 
trial Commission  (see  p.  135)  showed  that  $10,000,000  of  the  com- 
mon stock  of  this  company  went  to  the  organizers  as  their  compen- 
sation, this  being  over  and  above  the  $18,000,000  of  common  stock 
issued  as  a  bonus  with  the  preferred  stock  for  property  and  cash.  It 
is  possible  that  not  all  of  this  $10,000,000  commission  was  retained 
by  the  promoters,  since  they  had  to  meet  certain  expenses  of  organi- 
zation— usually  small — and,  moreover,  it  is  possible  that  in  some 
cases  the  promoters  offered  certain  of  the  concerns  entering  the  con- 
solidation a  special  bonus  in  common  stock  in  order  to  secure  such 
concerns.  Such  special  allowances  may  have  reduced  the  net  amoimt 
of  the  commission. 

National  Steel  Company. — It  appears  from  the  testimony  before 
the  Industrial  Commission  (see  p.  137)  that  $5,000,000  of  the  com- 
mon stock  was  issued  for  the  "expenses  of  organization";  in  other 
words,  that  it  went  to  the  promoters  for  their  services  and  expenses. 

American  Steel  Hoop  Company. — In  the  case  of  this  concern  also 
it  appears  that  at  least  $5,000,000  of  common  stock  was  retained  by 
the  organizers  as  their  commission.     (See  p.  139.) 

American  Sheet  Steel  Company. — As  already  stated  the  exact 
facts  concerning  the  promotion  of  this  company  are  not  obtainable. 
However,  the  evidence  (see  p.  140)  indicates  that  the  properties  and 
cash  acquired  by  this  company  probably  did  not  exceed  $16,000,000 
(although  the  Bureau  has  allowed  $17,000,000),  for  which  apparently 
$16,000,000  preferred  and  $16,000,000  common  stock  were  issued,  so 
that  possibly  there  is  ground  for  the  assumption  that  the  remaining 
issued  amounts  of  each  class  of  stock  may  have  been  retained  by 
the  promoters  as  their  compensation.  This  can  not,  however,  be 
stated  as  a  definite  fact.  Therefore,  nothing  has  been  included  for 
that  company  in  this  computation. 
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National  Tube  Company. — In  the  promotion  of  this  company  it 
appears  that  $20,000,000  of  the  $40,000,000  common  stock  issued  was 
given  as  a  bonus  with  the  $40,000,000  of  preferred  stock  in  payment 
for  properties  or  for  cash.  The  remaining  $20,000,000  of  common 
stock  apparently  went  to  the  organizers  as  a  commission,  although 
a  part  of  this  may  have  been  distributed  by  them  to  banking  interests 
as  conmiissions  for  assisting  in  raising  cash  capital. 

American  Bridge  Company. — In  the  case  of  this  concern  the  exact 
amount  of  stock  issued  as  a  commission  is  somewhat  uncertain,  owing 
to  somewhat  unusual  methods  of  financing.  It  seems,  however,  that 
at  least  $7,250,000  of  the  common  stock  represented  such  a  commis- 
sion, and  possibly  a  larger  sum. 

Shelby  Steel  Tube  Company. — In  the  case  of  the  Shelby  Steel 
Tube  Company,  as  shown  in  note  1,  page  144,  $1,305,900  of  the  com- 
mon stock  was  allotted  for  organization  expenses.  Just  how  much 
of  it  represented  a  commission  is  not  known,  and  as  the  total  amount 
is  small  in  comparison  with  the  other  payments  here  discussed  it  has 
been  omitted. 

Carnegie  Company. — In  the  organization  of  the  Carnegie  Com- 
pany no  promoters  or  bankers  were  employed  and  apparently  no 
stock  was  issued  for  commissions. 

Lake  Superior  Consolidated  Iron  Mines. — ^The  Bureau  secured 
no  information  as  to  whether  any  of  the  stock  of  this  concern  was 
issued  to  the  promoters,  and  it  has  been  assumed  that  despite  the 
hesivj  overcapitalization  of  the  company  at  the  time  of  its  organiza- 
tion no  stock  was  issued  for  this  particular  purpose.  The  company, 
it  will  be  recalled,  was  organized  in  1893. 

The  total  of  these  various  commissions,  not  including  anything  for 
either  the  American  Sheet  Steel  Company  or  the  Shelby  Steel  Tube 
Company,  was  $63,306,811,  as  follows: 


Table  15.— AMOUNTS  OF  STOCK  ISSUED  BY  CONSTITUENT  CONCERNS  OF  STEEL 
CORPORATION  FOR  COMMISSIONS  TO  PROMOTERS  (EXCLUSIVE  OF  BONUS  STOCK 
ISSUED  FOR  PROPERTIES  OR  FOR  CASH). 


Company. 


FedenlSteel 

Anwrlcan  Steel  and  Wire. 

American  Tin  Plate 

National  SteeL 

American  Steel  Hoop. . . . 


Common 
stock 

"comml»* 
slon." 


>  94,450,811 

11,600,000 

10,000,000 

5,000,000 

5,000,000 


Company. 


National  Tube.. 
American  Bridge 

TotaL 


Common 
stock 

"commis- 
sion." 


120,000,000 
7,250,000 


<  63, 306, 811 


1  Includes  1857,192  of  preferred  stock. 

s  No  amotmts  are  here  entered  for  the  American  Sheet  Steel  Company,  for  reasons  given  in  the  text, 
DOT  is  anything  entered  in  the  case  of  the  Shelby  Steel  Tube  Company. 
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It  should  once  more  be  stated  that  this  total  does  not  include  the 
large  amounts  of  common  stock  of  these  constituent  omipanies  issued 
as  a  mere  bonus  with  preferred  stock  for  property  or  cash.  Out  of 
the  commissions  above  described  the  promoters  sometimes  had  to 
meet  certain  expenses,  but  in  general  such  expenses  were  small,  and 
these  commissions,  or  the  proceeds  realized  therefrom,  rej^'esHited 
the  compensation  of  the  promoters  and  organizers. 


CHAPTER  III. 

VALUATION  OF  TAITOIBLE  PBOPEBTT  OF  THE  8TE1SL  COBPOSA- 
TION  nr  1901  BY  BEFABTMENTS  OF  ITS  BUSINESS. 

Seetion  1.  Introductory. 

In  the  preceding  chapter  the  value  of  the  property  of  the  United 
States  Steel  Corporation  at  the  date  of  its  organization  has  been 
discussed  by  the  first  and  second  methods  outlined  on  page  116, 
lunnely,  by  historical  study  of  the  organization  and  investment  of 
the  constituent  concerns,  and  by  the  computation  of  the  market 
values  of  the  securities  of  these  concerns.  It  now  remains  to  discuss 
the  value  of  the  tangible  property  of  the  Corporation  by  the  third 
method  referred  to,  namely,  by  departments  of  its  business.  Such 
a  valuation  is  taken  up  in  the  present  chapter.  With  reference  to 
the  properties  other  than  ore,  this  discussion  is  in  part  ar  summary 
and  reclassification  of  facts  brought  out  in  Chapter  II.  The  valua- 
tion of  the  ore  property  is  approached  by  several  different  methods, 
and,  on  account  of  its  importance,  is  given  a  separate  division  of  the 
chapter. 

Seetion  t,  Ettimate  filed  by  the  Corporation  in  the  Hodge  suit  in  1902. 

In  undertaking  the  valuartion  of  the  properties  of  the  Corporation 
i)y  departments  of  its  business  for  1901,  it  will  be  found  convenient 
to  refer  to  an  estimarte  of  the  physical  assets  made  by  officials  of  the 
Steel  Corporation  themselves  in  their  defense  of  the  so-called  "  Hodge 
suit."  This  suit  was  brought  in  1902  to  prevent  the  company  from 
issuing  $200,000,000  of  bonds  to  retire  a  like  amount  of  preferred 
stock.  The  laws  of  New  Jersey  required  a  certificate  from  officers 
of  the  Corporation  to  the  effect  that  its  assets  were  equa:l  to  the 
preferred  stock,  after  allowing  for  indebtedness,  as  a  prerequisite  to 
such  conversion  of  any  part  of  the  preferred  stock  into  bonds.  One 
of  the  main  points  raised  by  the  plaintiffs  in  this  suit  was  that  the 
(\)rporation  did  not  thus  possess  assets  equal  to  the  amount  of  its 
preferred  stock,  after  allowing  for  prior  indebtedness. 

In  reply  to  the  charge  of  deficiency  of  assets  in  this  particular, 
an  estimate  of  the  physical  properties  of  the  Corporation  was  filed 
by  Charles  M.  Schwab,  then  its  president,  these  valuations  being 
subscribed  to  by  several  other  prominent  officials  of  the  Corporation. 

181 


182  THE  STEEL  INDUSTKY. 

This  estimate,  which  classified  the  property  by  the  principal  depart- 
ments of  the  business,  follows : 

Tablb  16.— estimate  of  VALUE  OF  TANGIBLE  ASSETS  OF  UNITED  STATES 
STEEL  CORPORATION  ON  JULY  1,  1902,  SUBMITTED  BY  THE  CORPORATION 
IN  THE  HODGE  SUIT. 

Ore  properties $700, 000,  000 

Plants,  mills,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300,  000,  000 

Blast  furnaces 48,  000,  OOo 

Coal  and  coke 100,  000,  000 

Transportation  properties »  80, 000,  OOO 

Natural  gas  fields 20,  000,  000 

Limestone  properties 4,  000,  000 

Cash  and  cash  assets » 148, 291,  000 

Total 1,  400,  291,  000 

^  President  Schwab  stated  that  the  Corporation's  estimate  for  this  item  was  the  value 
after  allowing  for  $40,840,000  of  indebtedness.     (See  note,  p.  197.) 
'As  of  June  1,  1902.     (See  note  3  to  Table  23,  p.  234.) 

Except  in  the  case  of  the  transportation  properties,  where,  as  noted, 
the  valuation  of  $80,000,000  was  the  estimated  valuation  after  allow- 
ing for  indebtedness,  the  figures  here  given  represent  the  Corpora- 
tion's estimate  of  the  entire  value  of  the  different  classes  of  property 
without  respect  to  the  securities  issued  against  them;  that  is  to  say, 
they  do  not  represent  merely  the  equity  value  in  these  properties  for 
the  stockholders  of  the  Corporation  over  and  above  bonded  indebted- 
ness. The  valuations  arrived  at  by  the  Bureau  in  this  chapter  like- 
wise are  for  the  total  tangible  property,  without  respect  to  the  secu- 
rities outstanding  against  it.  In  comparing  its  figures  with  those  of 
the  Corporation,  the  Bureau  has  restored  the  indebtedness  of  rail- 
road companies  which  was  deducted  by  the  Corporation's  officials. 

The  main  purpose  of  this  chapter  is  to  arrive  at  as  accurate  a 
valuation  of  the  properties  of  the  Steel  Corporation  as  is  possible, 
rather  than  to  discuss  at  length  the  above  estimate  of  the  Steel 
Corporation.  It  is,  however,  desirable  to  consider  this  estimate  of  the 
Corporation  in  connection  with  the  following  analysis  by  the  Bureau ; 
an  especial  advantage  in  this  method  of  treatment  is  that  the  figures 
in  the  Corporation's  estimate  can  be  regarded  as  invariably  fixing 
maximum  limits  of  valuation.  The  estimate  of  the  Corporation  in 
connection  with  the  Hodge  suit  was  submitted  at  a  time  when  there 
was  a  powerful  motive  before  its  officers  to  overvalue  its  assets.  It 
is  apparent  that  after  placing  liberal  valuations  upon  all  the  prop- 
erty other  than  ore  the  officers  making  this  estimate  credited  the  ore 
with  an  amount  sufficient  to  bring  the  Corporation's  total  assets  up 
to  more  than  the  total  of  its  outstanding  securities.  As  shown  later, 
this  valuation  for  the  ore  was  very  excessive. 

It  should  be  kept  in  mind  that  this  estimate  by  the  Corporation 
was  made  in  July,  1902.  By  that  time  the  property  of  the  Corpora- 
tion had  been  increased  through  surplus  earnings  and  also,  to  a  small 
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extent,  by  capital  raised  or  property  acquired  through  the  issue  of 
additional  securities,  so  that  the  total  investment  was  somewhat 
greater  than  it  was  in  April,  1901.  If  a  precise  comparison  of 
the  Bureau's  estimate  with  these  estimates  of  the  Corporation  was 
desired,  with  a  view  to  carefully  reconciling  differences  between 
them,  it  would  be  necessary  to  determine  how  this  additional  invest- 
ment was  distributed  among  the  different  departments  of  the  Cor- 
poration's business.  For  the  present  purpose  this  is  not  necessary. 
It  should,  however,  be  kept  in  mind  that  the  valuations  of  the  Bureau 
in  this  chapter  are  applicable  as  of  the  date  of  the  company's  organi- 
zation on  April  1, 1901,  while  those  of  the  Corporation,  above  given, 
were  made  in  July,  1902. 
'Sir.  Schwab,  in  his  affidavit  in  behalf  of  the  Corporation,  said : 

The  foregoing  items  of  valuation  do  not  include  any  allowance 
for  the  value  oi  the  good  will  and  established  businesses  of  the 
various  plants  and  properties,  nor  do  they  include  anything  for 
the  very  valuable  patents,  trade-marks,  and  processes  owned 
or  controlled,  or  anything  for  the  large  amoimt  of  orders  for 
manufactured  ^oods  which  have  been  actually  received  and  are 
in  process  of  fiuing. 

In  other  words,  Mr.  Schwab  claimed  very  emphatically  that  the 
Corporation's  estimate  did  not  include  an  allowance  for  intangible 
considerations,  so  that  comparison  may  properly  be  made  with  the 
Bureau's  figures  later  presented,  which  are  for  tangible  .property 
only. 

I.  VALITE  OF  FSOPE&TIES  OTHEB  THAN  QBE. 

Section  3.  Value  of  mannfactnring  plants,  and  connected  real  estate. 

The  manufacturing  plants  of  the  Steel  Corporation  (including 
real  estate  for  plant  sites,  etc.)  other  than  coke  properties  and 
blast  furnaces,  were  entered  in  the  Corporation's  1902  estimate  at 
$300,000,000,  and  the  blast  furnaces  at  $48,000,000,  making  a  total 
for  what  may  be  called  the  iron  and  steel  works  proper,  and  real  es- 
tate for  plant  sites,  of  $348,000,000. 

From  the  facts  given  in  Chapter  II,  it  is  possible  to  present  an  in- 
dependent estimate  for  these  manufacturing  properties  as  they  were 
in  April,  1901.  Thus,  in  the  case  of  the  Federal  Steel  Company,  the 
steel  works,  blast  furnaces,  and  similar  equipment  were  those  of  the 
Illinois  Steel  Company  and  of  the  Lorain  Steel  Company  (and  the 
Johnscm  Company),  since  the  Minnesota  Iron  Company  and  other 
subsidiary  concerns  of  the  Federal  company  had  no  property  of  this 
character.  The  real  estate  and  manufacturing  plants  of  the  Illinois 
Steel  Company  were  entered  in  its  balance  sheet  of  June  30, 1898,  at 
approximately  $20,200,000.  (See  p.  121.)  Since  that  balance  sheet 
stated  separately  the  investment  of  the  company  in  railroad  stocks, 
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coke  properties,  and  current  assets,  this  book  figure  may  be  taken  as 
the  investment  in  steel  works,  blast  furnaces  and  similar  plants,  and 
real  estate  at  that  date.  As  shown  in  Chapter  II,  there  is  good  rea- 
son for  the  opinion  that  all  of  the  book  valuations  of  the  company 
were  sufficiently  liberal.* 

The  properties  of  the  Lorain  and  Johnson  companies  at  the  time  of 
their  acquisition  by  the  Federal  Steel  Company,  it  will  be  recalled, 
were  valued  at  approximately  $4,000,000.  This  entire  amount  may  be 
credited  to  manufacturing  plants. 

The  manufacturing  properties  and  blast  furnaces  of  the  Carnegie 
Steel  Company  (Ltd.)  at  the  organization  of  the  Carnegie  Company 
of  New  Jersey,  in  March,  1900,  may  be  taken,  as  previously  shown 
(see  p.  155),  at  the  book  value  of  $43,355,000. 

In  the  case  of  the  other  constituent  concerns,  the  values  of  the 
manufacturing  plants  can  not  thus  be  directly  taken  from  balance 
sheets.  However,  as  already  shown  in  Chapter  II,  in  the  case  of 
nearly  all  these  other  companies  the  value  of  the  entire  property 
did  not  exceed  their  respective  issues  of  preferred  stock,  and,  more- 
over, such  property  at  the  dates  of  their  organization  consisted  of 
only  two  general  classes,  namely,  manufacturing  plants  and  working 
capital.  The  working  capital  is  known  in  practically  every  instance, 
so  that  by  deducting  this  from  the  amount  of  preferred  stock  issued 
in  each  respective  case  there  is  obtained  an  approximate  valuation  of 
the  manufacturing  plants.  Thus,  in  the  case  of  the  American  Steel 
and  Wire  Company  the  value  of  all  the  tangible  assets  was  placed 
at  $40,000,000  (see  p.  131),  the  amount  of  preferred  stock  issued. 
The  company  had  $16,600,000  net  working  assets,  leaving  $23,400,000 
as  substantially  the  value  of  the  plants. 

The  total  value  of  the  tangible  assets  of  the  American  Tin  Plate 
Company  (see  p.  136)  at  its  organization  was  approximately  $18,- 
000,000,  the  amount  of  preferred  stock  originally  issued,  to  which 
should  be  added  $325,000  subsequently  issued  at  par  to  acquire  the 
plant  of  the  Canonsburg  Iron  and  Steel  Company.  The  company 
started  with  about  $4,500,000  of  working  capital.  The  difference  of 
$13,825,000,  therefore,  substantially  represents  the  value  of  the  manu- 
facturing plants. 

In  the  case  of  the  National  Steel  Company,  the  value  of  the  prop- 
erty at  the  time  of  its  organization — over  and  above  $2,561,000  of 
bonded  indebtedness  later  allowed  for — has  been  placed  (see  p.  137) 
at  $27,000,000,  the  amount  of  preferred  stock  issued  (this  including 
$1,000,000  issued  some  time  after  the  company's  organization).  The 
company  had  $9,000,000  of  current  assets,  thus  leaving  $18,000,000 

, — — — — -     -  ■ ^ • 

^The  niinols  Stoel  Company  had  a  small  amount  of  ore  lands,  bnt  apparently  this  was 
not  Included  in  the  flffure  Jast  given.     At  any  rate,  any  allowance  for  ore  property  in- 
iuded  in  that  figure  would  be  so  small  that  no  deduction  need  be  made  for  it  here. 
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to  cover  the  remaining  property.  This  entire  amount  has  been  cred- 
ited to  the  manufacturing  properties  of  the  company,  since  its  other 
fixed  properties  were  not  of  sufficient  importance  to  necessitate  an 
allotment  of  this  balance. 

A  similar  method  of  computati(»i  in  the  case  of  the  American  Steel 
Hoop  Company  indicates  that  the  value  of  the  manufacturing  plants 
was  the  difference  between  $14,000,000,  the  total  amount  of  preferred 
stock  issued,  and  the  original  working  capital,  $3,000,000,  or  a  total 
of  $11,000,000.  This  valuation  for  the  manufacturing  plants  is  prob- 
ably too  liberal,  for  reasons  already  shown. 

The  valuation  of  the  National  Tube  Company's  manufacturing 
plants  may  likewise  be  arrived  at  by  deducting  from  $40,000,000,  the 
estimated  total  value  of  all  its  assets  (as  expressed  by  the  par  value 
of  the  preferred  stock),  the  $16,000,000  of  net  current  assets  with 
whidi  the  ccwnpany  commenced  business,  the  company  having  prac- 
tically no  other  kind  of  property  at  its  organization.  This  leaves 
$24,000,000  for  the  manufacturing  properties. 

The  property  of  the  American  Bridge  CcMnpany  likewise  con- 
sisted almost  exclusively  of  manufacturing  plants  and  current  assets. 
The  combined  value  of  both  has  been  taken  at  the  par  value  of  the 
preferred  stock  issued,  $31,374,000  (this  including  some  stock  issued 
subsequent  to  the  formation  of  the  company).  Since  the  company 
had  $11,500,000  of  working  capital  at  the  start,  $19,874,000  is  left 
for  the  manufacturing  plants. 

In  the  case  of  the  American  Sheet  Steel  Company,  it  will  be  i-e- 
called  (see  p.  140)  that  the  tangible  assets  of  every  description  were 
not  equal  to  the  amount  of  preferred  stock  issued,  and  that  the  manu- 
facturing plants  apparently  had  been  valued  for  purposes  of  con- 
solidation at  $12,000,000.  From  the  evidence  already  given,  it  is 
clear  that  such  a  valuation  is  sufficiently  large.  An  addition  of 
$1,000,000  has,  however,  been  made  to  cover  certain  detached  real 
estate.* 

The  plants  of  the  Shelby  Steel  Tube  Company  at  the  time  of  the 
acquisition  of  that  wMicem  by  the  United  States  Steel  Corporation 
had  suffered  heavy  depreciation.  As  shown  in  Table  4,  on  page  113, 
the  Steel  Corporation  issued,  roughly,  $1,800,000  of  its  preferred  stock 
and  $2,000,000  of  its  common  stock  in  exchange  for  the  preferred 
and  common  stock  of  the  Shelby  Steel  Tube  Company  which  it 
acquired  (this  being  the  great  bulk  of  the  entire  issue  in  each  case). 
The  market  value  of  United  States  Steel  stock  thus  issued  was  about 
$2,800,000,  which  would  indicate  a  market  valuation  for  the  entire 
Shelby  Steel  Tube  property  of,  roughly,  $3,000,000.    An  allowance  of 

^The  company  also  had  nataral-gas  property  valued  at  about  $2,000,000.  This  has  been 
considered  as  offsetting  the  $2,000,000  bonded  debt  of  the  company,  and  this  latter  item, 
therefore,  does  not  require  consideration  here.  The  natural-gas  property  is  valued  later. 
ISee  p.  200.) 
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$2,500,000  to  cover  the  manufacturing  properties  alone  might  be  con- 
sidered reasonable^  but  since  the  entire  amount  is  so  small  these 
manufacturing  properties  have  been  credited  in  the  Bureau's  esti- 
mate with  a  value  of  $3,000,000.* 

The  Lake  Superior  Consolidated  Iron  Mines  had  no  manufac- 
turing plants.  Its  railroad  and  ore  properties,  like  those  of  the  other 
subsidiary  concerns,  are  discussed  elsewhere  in  this  chapter. 

The  one-sixth  interest  in  the  Pittsburg  Steamship  Company  and  in 
the  Oliver  Iron  Mining  Company  likewise  need  not  be  considered 
here,  since  neither  of  these  concerns  had  any  manufacturing 
properties. 

It  should  be  observed  that  in  the  case  of  a  few  of  these  concerns 
the  valuations  arrived  at  by  the  Bureau  represent  the  equity  in  the 
property  over  and  above  certain  bonded  indebtedness.  Thus,  the 
valuation  of  $18,000,000  for  the  manufacturing  properties  of  the 
National  Steel  Company  represents  the  stockholders'  equity  in  this 
property,  after  allowing  for  $2,561,000  of  outstanding  bonds.  A  few 
of  the  other  subsidiary  manufacturing  companies  likewise  had  small 
amounts  of  underlying  indebtedness.  In  an  estimate  of  the  value  of 
the  manufacturing  properties  as  distinct  from  the  stockholders' 
equity  therein,  an  amount  equivalent  to  such  indebtedness  should  be 
added,  since  it  may  be  assumed  that  such  bonds  represent  a  corre- 
sponding investment  in  the  property.  The  total  addition  on  this 
account  is  $3,000,000.  In  the  case  of  the  American  Sheet  Steel  Com- 
pany there  were  $2,000,000  of  underlying  bonds,  but  these,  as  already 
noted,  have  been  considered  as  representing  an  equivalent  investment 
in  natural-gas  property  rather  than  in  manufacturing  plants;  there- 
fore no  addition  on  this  account  need  be  made  at  this  point. 

The  Illinois  Steel  Company  also  had  a  large  issue  of  bonds,  most  of 
which  presumably  were  issued  against  manufacturing  properties,  and 
a  considerable  part  of  the  lai-ge  issue  of  the  Carnegie  Company  may 
be  considered  as  having  been  issued  against  such  properties.  In  the 
case  of  these  companies,  however,  the  bonded  indebtedness  need  not 
be  considered,  since  the  valuations  above  given  were  the  full  valua- 
tions as  shown  in  the  balance  sheets,  and  not  merely  an  expression  of 
the  stockholders'  equity  therein. 

The  other  subsidiary  manufacturing  companies  of  the  Steel  Cor- 
poration had  no  bonded  indebtedness  at  their  organization.  In  a 
few  cases  additional  bonds  were  subsequently  issued  or  assumed,  par- 
ticularly by  the  American  Steel  and  Wire  Company  and  the  National 
Steel  Company,  but  since  practically  all  of  the  added  investment 

^The  use  of  the  market  value  of  the  securities  issued  by  the  Steel  Corporation  as  a 

criterion  for  Judging  the  value  of  the  property  acquired  is  as  a  rule  Incorrect,  particularly 

at  the  time  of  merging  various  competing  concerns  (see  p.  210),  but  In  this  Instance,  owing 

to  the  sharp  reduction  In  capitalization  and  to  the  comparatively  small  amount  InvolTed, 

t  is  Justifiable. 
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represented  by  such  increase  in  indebtedness  was  incurred  in  the 
purchase  of  property  other  than  manufacturing  plants — principally 
staunships,  ore,  and  coke — such  additional  issues  may  be  disregarded 
in  this  discussion  of  the  value  of  the  manufacturing  plants  proper. 

Except  in  the  cases  noted,  none  of  these  companies  increased  their 
stock  issues  up  to  the  time  they  were  absorbed  by  the  United  States 
Steel  Corporation. 

On  the  basis  of  the  foregoing  discussion,  the  values  of  the  steel 
works,  blast  furnaces,  and  similar  manufacturing  properties  (in- 
cluding real  estate)  of  the  companies  acquired  by  the  United  States 
Steel  Corporation  at  the  dates  of  their  respective  organizations  were 
substantially  as  follows : 

Table  17.— BURE.VU*S  ESTIMATE  OP  INVESTMENT  OP  CONSTITUENT  COMPANIES 
OF  UNFTED  STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (IN- 
CLUDING  BLAST  FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OP  THEIR 
RESPECTIVE  ORGANIZATIONS. 


Company. 


Amnfeui  Steel  and  Wire  Company. 

Nadooal  Steel  Company  ^ 

American  Tin  Plate  Company  i 

.\merian  Steel  Hoop  Company 


PrefBrred 
stock  iwued. 


940.000,000 

27,000,000 

18,325,000 

14,000,000 

National  Tube  Company 40, 000, 000 


i-merican  Bridge  Company » , 

Other  companies: 

Csacsie  Company  (book  value) 

Fedeial  Steel  Company— 

Illinois  Steel  Company  (book  value) 

Locain  and  Johnson  companies  (approximate  cash 

price) 

Shelby  Steel  Tube  Company  (approximate  cash  price).. 

American  Sheet  Steel  Company  (estimated) 

Add  to  cover  investment  in  manuCBcturing  plants  repre- 
sented by  miseeUancoua  bonds 


Total. 


31,374,000 


Current 
sets  at  or- 
ganisation. 


$16,600,000 

9,000,000 

4,600,000 

3,000,000 

16,000.000 

11,500,000 


Balaiioeto 

represent 

IMants. 


»3, 400,000 
18,000,000 
13,825,000 
11,000,000 
24,000,000 
19,874,000 

43,355,000 

20,200,000 

4,000,000 

3,000,000 

13,000,000 

3,000,000 


196,654,000 


1  In  thecasa  of  this  company  the  preferrod  stock  here  givm  includes  a  small  amount  issued  soon  after  the 
orguizaticm  of  the  company. 

This  grand  total  of  $196,654,000  may,  in  view  of  the  preceding 
discussion,  fairly  be  considered  as  an  approximate  measure  of  the 
value  of  the  steel  works,  blast  furnaces,  real  estate,  etc.,  of  the  vari- 
ous constituent  companies  of  the  Steel  Corporation,  these — except 
in  the  case  of  the  Shelby  Steel  Tube  Company — ^being  the  values  at 
the  time  of  organization.  As  pointed  out  in  Chapter  II,  during 
the  period  from  such  dates  to  April  1,  1901  (when  the  Steel  Cor- 
poration was  organized),  the  investments  of  these  constituent  con- 
cerns in  their  manufacturing  plants  had  been  increased  from  surplus 
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earnings.  The  accumulated  surplus  earnings  of  all  the  constitu- 
ent companies  on  April  1,  1901,  were  approximately  $117,700,000,  the 
great  bulk  of  this  being  contributed  by  the  companies  immediately 
under  discussion.  A  considerable  part  of.  this  aggregate  surplus 
had  been  invested  in  ore,  coal  and  coke,  and  transportation  proper- 
ties, and  there  presumably  had  been  some  addition  to  working 
capital.  A  part  of  the  original  working  capital  also  had  been  in- 
vested in  fixed  properties,  but  the  net  additions  from  this  source  and 
from  capital  raised  through  new  securities  apparently  were  small. 

The  total  amount  which  had  been  thus  invested  in  manufacturing 
plants  can  not  be  precisely  stated.  However,  it  may  be  noted  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  assets  as  of 
January  1,  1908  (see  pp.  313-318),  in  which  the  iron  and  steel 
manufacturing  properties  were  valued  at  approximately  $367,600,000, 
exclusive  of  the  cost  of  the  new  Gary,  Ind.,  plant,  and  of  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  which  had  been  acquired 
as  of  November  1,  1907.  The  records  of  the  Steel  Corporation 
show  that  there  was  added  to  manufacturing  plants  by  new  con- 
struction and  by  purchases  of  competing  companies  (again  exclud- 
ing the  Gary  and  Tennessee  properties)  during  the  period  from 
April  1,  1901,  to  January  1,  1908,  a  net  total  of  approximately 
$114,500,000  (see  Table  41,  p.  314),  this  figure  allowing  for  any 
depreciation  of  these  properties  which  had  not  been  restored  by 
expenditures  thereon.  (This  question  of  depreciation  is  fully  taken 
up  in  Chapter  VI.)  Deducting  this  sum  from  the  Corporation's 
estimate  of  $367,600,000,  above  given,  leaves  $253,100,000  as  the 
indicated  investment  in  the  manufacturing  properties  on  April  1, 
1901. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,100,000  for 
1901),  includes  real  estate  at  values  very  much  higher  than  those 
prevailing  in  1901.  Allowing  for  this  fact,  this  1907  appraisal  of 
the  Corporation  does  not  indicate  a  valuation  for  the  Corporation's 
manufacturing  plants  in  April,  1901,  in  excess  of  $250,000,000.  The 
Bureau  has  determined  upon  this  figure  as  a  liberal  expression  of 
the  value  of  these  manufacturing  properties  at  that  time.^  This 
total  is  more  than  $50,000,000  greater  than  the  total  indicated  value 

^Aslde  from  additions  to  the  value  of  manafacturlng  plants  through  surplus  earnings.  It 
might  be  argued  that  the  values  of  these  plants  had  increased  by  April,  1901,  on  account  of 
appreciation.  It  Is  possible  that  In  some  cases  there  was  some  increase  of  this  sort.  On 
the  other  hand,  there  had  been  heavy  depreciation  of  some  of  the  manufacturing  property 
of  the  various  constituent  concerns  through  dismantling  operations  and  otherwise.  Still 
again,  the  original  cash  option  prices  of  many  of  these  plants,  as  described  in  Chapter  II, 
and  on  which  these  estimates  of  the  Bureau  are  In  large  measure  based,  undoubtedly  were 
in  many  cases  high.  Altogether,  therefore,  it  would  be  unwarranted  to  assume  any  signifi- 
cant net  Increase  in  the  value  of  these  manufacturing  properties  prior  to  April  1,  1901,  due 
to  appreciation  as  distinct  from  increase  due  to  the  investment  of  surplus  earnings  or  of 
additional  capital  otherwise  obtained. 
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of  the  manufacturing  plants  of  the  constituent  concerns  at  their 
respective  dates  of  organization,  as  given  in  Table  17.  There  can  be 
little  doubt  that  this  excess  is  more  than  sufficient  to  cover  all  net 
capital  additions  to  the  manufacturing  properties  of  these  subsidiaries 
during  the  periods  that  they  were  in  operation  prior  to  April  1, 1901. 

Section  4.  InvestmeiLt  in  transportation  properties. 

It  will  be  noted  that  the  Corporation's  estimate,  given  on  page  182, 
does  not  distinguish  the  value  of  railroad  properties  from  that  of 
steamship  and  dock  properties,  but  gives  the  value  of  the  group  of 
transportation  companies  as  a  whole  at  $80,000,000,  after  deducting 
bonded  indebtedness  of  $40,340,000.  In  other  words,  the  Corporation 
placed  a  total  valuation  on  the  tangible  property  of  this  entire  group 
of  approximately  $120,000,000.^ 

Railroad  properties. — The  Corporation's  estimate  of  these  railroad 
properties  was  undoubtedly  based  upon  a  more  detailed  estimate  sub- 
mitted in  anotlier  affidavit  in  this  same  Hodge  suit  by  James  H. 
Reed,  president  of  several  of  the  railroad  concerns  of  the  Steel  Cor- 
poration. Mr.  Reed  in  his  affidavit  stated  that  the  total  construction 
costs  of  the  six  leading  railroads  of  the  Corporation  were  as  follows: 

Pittsbnrg,  Bessemer  and  Lake  Erie $30,000,000 

Dalutb  and  Iron  Range 15, 763, 000 

DnlQth,  Missabe  and  Northern 11, 000, 000 

Chicago,  Lake  Shore  and  Eastern 6, 400, 000 

Elgin,  Joliet  and  Eastern 15, 000, 000 

Union  RaUroad 8, 000, 000 

Total 86, 163, 000 

A  deduction  from  this  total  should  at  once  be  made  for  the  pur- 
poses of  this  discussion,  because  the  Steel  Corporation  had  only  a  52 
per  cent  interest.,  approximately,  in  the  Pittsburg,  Bessemer  and 
Lake  Erie.  The  remaining  48  per  cent  would,  on  the  basis  of  Mr. 
Reed's  estimate,  represent  a  total  construction  cost  of  $14,400,000. 
Deducting  this  sum  from  the  grand  total  of  $86,163,000,  as  above 
given,  leaves  a  total  of  $71,763,000  as  the  revised  statement  of  con- 
struction cost  of  the  6  railroads.  It  should  be  distinctly  understood 
that  this  total  of  $71,763,000  is  not  the  value  of  the  Steel  Corpora- 
tion's equity  in  these  railroads,  since  several  of  these  had  outstanding 
issues  of  bonds  which  ranked  ahead  of  the  securities  owned  by  the 
Steel  Corporation.  This  present  discussion,  however,  has  reference 
to  the  value  of  these  railroad  properties  as  a  whole  and  not  merely 
to  the  equity  which  the  Steel  Corporation  held  in  them.  The  ques- 
tion of  bonded  indebtedness,  therefore,  need  not  be  considered  at 
the  moment. 

^  See  note  to  Table  16,  p.  182. 
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A  further  deduction  from  the  above  total  should  be  made  for  the 
reason  that  inasmuch  as  Mr.  Reed's  affidavit  was  submitted  in  July, 
1902,  his  figures  included  additions  to  this  railroad  property  made 
by  the  Steel  Corporation  since  its  organization  in  April,  1901.  Such 
additional  expenditures  in  the  nine  months  of  1901  amounted  to 
$2,375,175.  For  the  entire  calendar  year  1902  they  amounted  to 
$2,988,926.  The  expenditures  for  the  first  half  of  1902  (the  portion 
of  that  year  covered  by  Mr.  Reed's  affidavit)  are  not  known,  but 
assuming  that  one-half  the  total  for  that  year  was  expended  in  the 
first  six  months,  the  total  capital  expenditures  on  the  transi)ortation 
properties  from  April  1,  1901,  to  July  1,  1902,  would  be  approxi- 
mately $3,870,000.  Deducting  this  sum  from  the  above  total  of 
$71,763,000,  gives  a  net  total  of,  roughly,  $68,000,000.* 

In  addition  to  the  6  principal  railroads  above  enumerated,  the 
Steel  Corporation  owned  a  number  of  small  roads,  a  list  of  which 
is  given  on  page  191.  The  aggregate  mileage  of  these  miscellaneous 
roads  was  small,  and  the  aggregate  of  their  capital  securities  on 
June  30,  1901,  was  only  about  $2,800,000.  Of  this  $2,000,000  repre- 
sented the  capital  stock  of  the  Lake  Terminal,  the  investment  back 
of  which  was  not  over  one-half  that  figure.  An  allowance  of 
$2,000,000  to  cover  the  valuation  of  these  small  roads  would  probably 
be  sufficiently  high.  Adding  this  to  the  total  of  $68,000,000,  as  above 
arrived  at,  would  give  a  grand  total  of  $70,000,000  as  the  investment 
in  these  roads  in  April,  1901. 

There  is  good  reason,  however,  to  assume  that  the  net  figure  of 
$68,000,000  for  the  six  principal  roads  is  too  high.  In  the  first  place, 
as  already  pointed  out,  the  officials  of  the  Steel  Corporation  were 
not  only  naturally  likely  to  overestimate  its  property,  but  in  the 
instance  under  consideration  were  under  very  strong  temptation  to 
do  so.  (See  p.  182.)  Furthermore,  as  noted  below,  there  is  rather 
strong  evidence  that  Mr.  Reed's  estimate  was  chiefly  based  upon  the 
book  values  of  these  roads,  which  in  certain  cases  were  undoubtedly 
excessive.  The  following  table  shows  the  capital  stock,  bonded  debt, 
and  surplus  of  the  various  railroad  concerns  owned  by  the  Steel 
Corporation  on  June  30, 1901,  figures  for  April  1  not  being  available, 
except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie: 


1  It  should  be  noted  that  a  portion  of  the  capital  expenditures  on  transportation  prop- 
erties presumably  were  made  on  the  steamship  property  of  the  Corporation.  Since,  how- 
ever, no  deduction  will  be  made  from  the  value  of  the  steamship  property  on  this  account 
the  entire  amount  of  $3,870,000  may  properly  be  deducted  from  Mr.  Reed's  estimated  in- 
vestment  In  the  railroad  property. 
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TABU1&-0UTSTANDINQ  CAPITAU2ATI0N  AND  SURPLUS  OF  UNITED  STATES  STBEL 
CORPORATION'S  RAILROAD  CONCERNS.  JUNE  dO,  IWl. 


Company. 


Capital 
stock  is- 
sued. 


Dohithaiid  boa  Range , 

Duluth,  IfiflHbe  and  Nortliem 

Elgin,  Joliet  and  Eastern 

Chicago,  Lake  Shore  and  Eastern 

UnkmRallnad. 

Pittstarc,  Bcasemer  and  Lake  Erie* . 

Yooghtoglicny  N<Mrthem 

Wsokegan  and  XlaBlflBippl  Valley. . . 

Ncvbnigand  South  Shore , 

Elwood,  Jkndeiaon  and  LapeUe 

Like  Terminal 

J<din8toim  and  Stony  Creek 

Etna  and  Montnae , 

McKecspoit  Connecting 

Northern  Liberties 

Plttaboigand  Ohio  Valley 


TotaL. 


AHow  lor  oatslde  Interest  In  Pittsbarx,  Bessemer 
■id  Lake  Erie  stock  48  per  cent 


Nrt  total. 


Bonded 
debt  out- 
standing. 


$3,000,000 

2,612,000 

6,000,000 

650,000 

2,000,000 

12,000,000 

400,000 

00,000 

25,000 

6o,a» 

2,000,000 
91,500 
60,000 
40,000 
5,000 
60,000 


011,282,000  ^ 
R,323,000  ! 
7,852,000 
3,230,000 
2,000,000 
14,134,160 


28,063,500 


5,700,000 


23,103,500 


46,ni,160        6,587,053 


6,784,307         *i78,S$0 


39,966,763        7,065,373        70,245,636 


Total 
stock, bonds, 
and  surplus. 


116,775,256 

14,430,511 

14,593,979 

4,777,642 

4,651,785 

25,137,661 

410, 134 

62,488 

49,398 

106,388 

2,000,000 

96,256 

83,607 

48,231 

12,448 

74,030 


82,311,713 
12,066.077 


1  March  31, 1901. 


s  Deficit. 


From  this  table  it  appears  that  the  railroad  companies  of  the  Steel 
Corporation  had  outstanding  on  June  30,  1901,  $28,953,500  capital 
stock  and  $46,771,160  of  bonds,  and  that  their  aggregate  surplus 
accounts  amounted  to  $6,587,053,  making  a  grand  total  book  value 
of  $82,311,713.  A  deduction,  however,  should  be  made  to  allow  for 
the  fact  that  the  Steel  Corporation  had  only  a  52  per  cent  interest, 
approximately,  in  the  stock  of  the  Pittsburg,  Bessemer  and  Lake 
Erie  Railroad.  Making  an  adjustment  in  all  three  items  on  this 
account,  the  total  book  valuation  of  the  railroad  property  of  the 
Steel  Corporation  on  June  30,  1901,  would  be,  roughly,  $70,250,000. 
As  previously  pointed  out,  this  figure  does  not  represent  the  equity 
of  the  Steel  Corporation  in  these  roads,  but  is  rather  a  rough  ap- 
proximation of  the  total  investment  in  them  (except  in  the  case  of 
the  Pittsburg,  Bessemer  and  Lake  Erie). 

Since  the  current  assets  of  the  Steel  Corporation  are  considered. 
as  a  whole  later,  in  this  valuation  of  the  railroad  property  such  cur- 
rent assets  should  not  be  included.  However,  the  gross  current  assets 
of  these  railroads  on  June  30,  1901,  were  almost  exactly  offset  by  the 
current  liabilities,  so  that  the  valuations  here  given  are  virtually  for 
the  fixed  property  alone. 

Taking  the  six  roads  specifically  mentioned  in  Mr.  Reed's  aflSdavit 
(see  p.  189)  and  including  the  total  investment  in  tlie  Pittsburg, 
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Bessemer  and  Lake  Erie  to  make  the  figures  comparable,  it  will  be 
seen  that  the  total  book  valuation  on  June  30,  1901,  was  approxi- 
mately $79,300,000,  as  compared  with  the  total  construction  cost  a 
year  later,  as  given  by  Mr.  Reed,  $86,163,000.  In  view  of  the  fact 
that  by  the  time  Mr.  Reed's  estimate  was  prepared,  the  surplus  earn- 
ings of  these  roads  had  increased  somewhat,  it  will  be  seen  there  is 
a  very  close  correspondence  between  his  figure  of  construction  cost 
and  these  book  valuations. 

There  can  be  little  doubt  that  the  valuations  thus  arrived  at  by 
the  balance  sheet  express  at  least  the  full  value  of.  the  tangible  prop- 
erty of  these  railroads  on  June  30,  1901,  and  probably  somewhat 
overstate  that  value.  In  the  case  of  the  two  leading  ore  roads,  the 
Duluth  and  Iron  Range  and  the  Duluth,  Missabe  and  Northern,  it 
is  probable  that  the  capitalization  was  not  radically  different  from  a 
fair  valuation  of  the  property.  In  this  connection  it  may  be  noted 
that  in  1907  the  Minnesota  State  Railroad  and  Warehouse  C!om- 
mission  engaged  an  engineer  with  a  corps  of  assistants  to  make  a 
valuation  of  the  railroads  in  that  State.  The  engineer  submitted 
estimates  both  of  the  value  of  the  physical  property  of  the  roads  in* 
the  State  on  June  30,  1907,  and  also  of  the  cost  of  reproducing  themJ^ 

Two  sets  of  estimates  were  submitted,  one  allowing  the  average 
values  of  lands  secured  for  rights  of  way,  yards,  and  terminals,  and 
the  other  allowing  "multiples"  of  such  values  of  lands  used  for 
these  purposes,  on  the  assumption  that  a  railroad  company  ordinarily 
would  have  to  pay  considerably  more  than  the  normal  value  if  sold 
to  private  purchasers.  An  additional  allowance  was  made  for  the 
solidification  and  adaptation  of  roadbed,  apparently  on  the  theory 
that  a  railroad  is  ordinarily  put  in  operation  before  the  roadbed  is 
really  brought  to  a  state  of  perfection. 

These  estimates  for  the  Duluth  and  Iron  Range  and  the  Duluth, 
Missabe  and  Northern  (including  the  "multiples"  in  question  and 
the  allowance  for  adaptation  and  solidification  of  roadbed)  were,  in 
round  numbers,  as  follows : 


Company. 


Duluth  and  Iron  Range 

Duluth,  MInabe  and  Northern 


Value  of  phys- 
ical property 
June  20, 1907. 


$17,772,000 
20,909.000 


Costofrepvo- 
ductlon. 


120,566,000 
23,088,000 


It  will  be  seen  that  both  the  estimated  values  as  well  as  the  esti- 
mated costs  of  reproduction  here  given  are  considerably  in  excess 
of  the  total  indicated  book  valuations  of  these  roads  as  given  in 
Table  18,  but  when  it  is  remembered  that  these  book  valuations  were 
as  of  June  30,  1901,  and  that  in  the  six-year  interval  up  to  June  30, 
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1907  (the  date  of  the  foregoing  engineering  estimates),  there  had 
been  heavy  expenditures,  both  on  the  roads  and  on  the  equipment, 
it  would  appear  that  these  book  valuations  are  a  sufficiently  liberal 
expression  of  the  true  value  of  these  roads  on  the  earlier  date.^ 

In  the  case  of  the  Elgin,  Joliet  and  Eastern  Railway  Company, 
however,  the  book  value  apparently  considerably  overstated  a  fair 
valuation  of  the  tangible  property.  It  has  been  shown  (see  p.  123) 
that  when  the  Elgin,  Joliet  and  Eastern  was  taken  over  by  the  Federal 
Steel  Company  in  1898  that  concern  offered  to  buy  the  stock  on  the 
basis  of  only  87J  per  cent  of  its  par  value,  payable,  moreover,  in 
Federal  Steel  preferred  stock  and  not  in  cash.  (On  deposit  of  $17.50 
in  cash,  it  is  true,  this  Elgin,  Joliet  and  Eastern  stock  received  $87.50 
per  share  in  Federal  Steel  preferred  and  $70  per  share  in  Federal 
Steel  common.)  It  is  entirely  possible  that  in  1898  the  $6,000,000 
stock  of  the  Elgin,  Joliet  and  Eastern  had  no  tangible  property  what- 
ever back  of  it,  and  that  there  is  good  reason  for  the  opinion  that  the 
stock  in  April,  1901,  was  only  partly  covered  by  tangible  assets.  The 
surplus  earnings  above  fixed  charges  during  the  period  from  June 
30, 1898,  up  to  April,  1901,  were  only  about  $1,000,000. 

The  investment  in  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad 
also  was  almost  certainly  less  than  the  par  value  of  its  securities.  In 
fact,  the  balance  sheet  showed  a  substantial  deficit  on  March  31, 1901. 
The  highest  price  of  the  common  stock  in  the  Pittsburg  market  in 
1900  was  only  about  $30  per  share,  or  60  per  cent  of  the  par  value 
($50),  and  it  sold  in  that  year  below  $20  per  share.  While  such  mar- 
ket values,  as  repeatedly  pointed  out,  can  not  be  regarded  as  in  them- 
selves conclusive,  still,  considering  also  the  fact  that  the  balance  sheet 
itself  showed  a  deficit,  there  is  good  reason  for  assuming  that  the 
tangible  assets  of  this  road  were  less  than  the  total  outstanding 
securities. 

On  the  other  hand,  the  total  book  investment  in  the  Union  Rail- 
road, given  in  Table  18,  may  somewhat  understate  a  fair  value  of  that 
property  at  that  time.  It  will  be  recalled  that  Mr.  Reed  gave  the 
total  construction  cost  of  this  road  at  $8,000,000,  his  estimate,  as 
already  pointed  out,  being  made  in  July,  1902.  It  seems  reasonably 
certain,  therefore,  that  if  the  book  valuation  in  the  case  of  the  Union 

^It  shoald  be  noted  In  tbls  connection  that  these  estimates  of  the  cost  of  reproduction 
b;  the  engineer  employed  by  the  Minnesota  State  Railroad  and  Warehouse  CommlMslon 
vrre  considerably  under  similar  estimates  made  by  the  railroads  themselves  a  year  earlier 
<Jnoe  30,  1906).  Including  the  "  multiples  "  and  special  allowances  above  noted  In  the 
State  esttmates,  these  estimated  costs  of  reproduction  compare  as  follows  : 


Company. 


^QluUi  and  Iran  Range 

I>olQtta,  MUnbe  andNorthem. 


State  esthnate, 
1907. 


S20.565,000 
23,068,000 


Ranroad  esti- 
mate, 1006. 


S27,267,000 
24,032,000 
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Railroad  understates  a  fair  valuation,  the  amount  of  that  under- 
statement can  not  be  very  great. 

The  miscellaneous  smaller  roads  mentioned  in  Table  18  may  be 
allowed  their  full  book  value  without  detailed  consideration,  except 
in  the  case  of  the  Lake  Terminal,  the  value  of  which  is  conceded  to 
be  not  over  one-half  the  $2,000,000  capital  stock. 

It  is  reasonably  certain,  therefore,  that  a  fair  valuation  of  the 
physical  property  of  the  Corporation's  railroads  as  a  group  on  April 
1,  1901,  would  be  somewhat  less  than  the  sum  of  their  capital  securi- 
ties outstanding  plus  their  surplus  accounts. 

It  must  be  borne  in  mind  that  the  United  States  Steel  Corporation 
acquired  these  railroad  properties  as  going  concerns  and  did  not  base 
its  price  on  any  appraisal  of  the  tangible  assets.  Moreover,  these 
railroad  properties  were  owned  by  companies  having  large  interests 
in  ore  or  in  the  steel  business,  and  it  is  unlikely  that  any  portion  of 
the  purchase  price  of  these  concerns  was  specifically  allotted  to  the 
railroad  property.  Instead,  the  prices  paid  by  the  Steel  Corporation 
were  lump  prices  for  the  entire  properties  as  going  concerns,  and 
presumably  these  prices  were  usually  determined  by  considerations  of 
earning  power ;  in  some  cases  they  were  probably  determined  by  fear 
on  the  part  of  the  organizers  of  the  Steel  Corporation  of  the  compe- 
tition of  some  of  these  concerns  had  they  been  left  outside  of  the 
combination. 

The  reported  net  profits  of  these  roads  for  the  fiscal  year  ended 
June  30,  1900,  after  deducting  interest  and  other  fixed  charges,  were 
approximately  $4,200,000,  or,  after  deducting  48  per  cent  of  the  net 
earnings  of  the  Pittsburg,  Bessemer  and  Lake  Erie,  the  net  total  would 
be  approximately  $4,080,600.  This  would  be  equivalent  to  about  17.6 
per  cent  upon  the  $23,193,500  capital  stock  (again  making  a  deduc- 
tion on  account  of  the  Pittsburg,  Bessemer  and  Lake  Erie). 

The  corresponding  earnings  of  these  roads  for  the  year  ended  June 
30,  1901,  again  after  fixed  charges  and  interest  were  deducted,  were 
approximately  $3,650,000,  or  at  the  rate  of  15.7  per  cent  on  the  capital 
stock. 

From  the  standpoint  of  earning  capacity,  therefore,  the  value  of  its 
railroads  in  1901  might  well  have  been  reckoned  by  the  Steel  Corpo- 
ration at  more  than  the  par  value  of  their  outstanding  securities  plus 
accumulated  surplus.  Ennn  what  has  been  said,  however,  there  can 
be  little  doubt  that  a  total  of  $70,000,000  is  a  suflSciently  liberal  esti- 
mate of  the  value  of  the  tangible  property  alone  of  these  railroads  on 
April  1^  1901.  It  may  be  repeated  that  this  is  the  valuation  of  the 
entire  tangible  property,  and  not  merely  the  excess  of  such  tangible 
property  over  bonded  indebtedness. 

Steamship  properties. — The  Steel  Corporation  at  its  (organization 
acquired  a  fleet  of  112  vessels  with  an  aggregate  of,  roughly,  500,000 
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tons  carrying  capacity  per  trip;  69  of  these  were  steamers  and  43 
were  barges.  The  number  of  the  vessels  of  the  various  constituent 
S^^etSj  and  their  capacity  for  the  season  (based  on  19  trips)  as  com- 
piled from  data  published  in  the  Iron  and  Steel  Directory  for  1901, 
were  as  follows: 


Company. 


Besvmer  Steamship. . 
Miimcmta  Steamship. 
Pittsburg  Steamship. 
Ajnericaa  Steamship. 
Natknal  Steel 

Total 


Season's 
capacity. 

Capacity 
per  trip. 

Per 

cent. 

Vest 

Steamers. 

Totu. 

Tons. 

4,343,400 

228,600 

45.8 

26 

2,052,000 

108,000 

21.6 

12 

1,276,800 

67,200 

13.6 

11 

1,252,100 

65,900 

13.2 

12 

664,300 

29,700 

5.9 

9 

9,488,600 

499,400 

100.0 

09 

Barges. 


31 

10 

2 

0 

0 

43 


It  is  possible  to  get  at  a  fairly  close  valuation  for  this  steamship 
property.  Thus,  the  Bessemer  Steamship  Company's  fleet,  which 
embraced  56  vessels  (25  steamers  and  31  barges),  with  an  aggregate 
capacity  of  4,343,400  tons  for  the  season,  was  purchased  ;for  $8,500,000 
in  cash  (payable  on  or  before  May  1,  1902).  This  fleet,  it  will  be 
seen,  represented  nearly  46  per  cent  of  the  total  capacity  of  the  entire 
fleet  of  the  Steel  Corporation.  If  the  remaining  vessels  had  been 
purchased  on  the  same  basis^  therefore,  the  total  cost  of  the  entire 
fleet  would  have  been  approximately  $18,500,000.  However,  more 
than  half  the  vessels  of  this  Bessemer  Steamship  fleet  were  barg^, 
which,  of  course,  were  less  valuable  than  steamers. 

The  National  Steel  Company's  fleet  of  9  vessels,  all  steamers,  origi- 
nally cost  that  company  in  1899  $1,511,800.  This  was  an  average  of 
approximately  $168,000  per  steamer,  or  of  $51  per  ton  based  on  the 
carrying  capacity  per  trip.  This  price  per  ton  is  distinctly  high, 
considering  the  fact  that  some  of  the  vessels  were  not  new.  The 
explanation  of  this  may  have  been  that  the  purchase  was  made  in  the 
height  of  the  iron  and  steel  boom  of  1899* 

The  fleet  of  the  American  Steamship  Company  (American  Steel 
and  Wire  Company)  included  rather  larger  and  more  modern  ves- 
sels. It  will  be  recalled  that  the  12  steamers  of  this  company,  of 
which  7  were  new,  were  valued  in  1900  by  the  Inland-Lloyds  at 
$3,035,000.  This  was  at  the  rate  of  $46  per  ton  of  capacity  (per 
single  trip). 

The  value  of  these  three  fleets  is,  therefore,  rather  definitely  fixed 
at  not  much  over  $13,000,000.  In  the  case  of  the  Minnesota  Steam- 
ship Company  and  the  Pittsburg  Steamship  Company,  no  specific 
amount  appears  to  have  been  allotted  for  the  purchase  of  their  vessels. 
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which  were  acquired  in  conjunction  with  other  prc^rties.  The 
book  investment  of  the  Minnesota  company  fleet  in  April,  1901,  how- 
ever, was  $3,360,000  and  that  of  the  Pittsburg  Steamship  Company 
$3,783,000.  Adding  these  amounts  to  the  valuations  of  the  other 
three  fleets  above  stated  gives  a  total  of  $20,189,000,  as  follows : 

Besflemer  Steamship  Company $8,500,000 

National  Steel  Company 1,511,800 

American  Steamship  Company 3,035,000 

Minnesota  Steamship  Company 3, 360, 000 

Pittsburg  Steamship  Company 3,783,000 

Total 20, 180, 800 

The  valuation  of  the  Minnesota  Steamship  Company's  fleet  appears 
to  be  rather  high.  It  covered  12  steamers  and  10  barges.  Several  of 
these,  however,  appear  to  have  been  built  in  the  early  nineties  and 
were  of  comparatively  small  size  and  somewhat  antiquated  type  and 
undoubtedly  had  suffered  considerable  depreciation.  The  book  in- 
vestment of  the  Pittsburg  Steamship  CJompany  on  the  other  hand 
appears  to  be  fairly  reasonable,  as  most  of  the  vessels  of  this  fleet 
were  very  large  and  of  modern  construction. 

While  it  is  probable  that  most  of  the  valuations  above  given  could 
with  fairness'  be  somewhat  reduced,  the  total  reduction  would  be  com- 
paratively small,  and  the  Bureau  has  decided  upon  a  valuation  of 
$20,000,000  for  the  entire  steamship  property  acquired  by  the  Steel 
Corporation  in  1901.  There  can  be  no  question  that  this  valuation  is 
sufficiently  high. 

The  calculations  above  given  are  substantially  confirmed  by  com- 
putations based  upon  approximate  average  per-ton  costs.  A  great 
many  Lake  ore  vessels  were  constructed  in  the  years  1899  and  1900. 
Statements  in  reliable  trade  journals  indicated  that  such  steamers, 
when  new,  cost  all  the  way  from  about  $250,000  to  $350,000,  or  even 
$450,000  each.  While,  of  course,  there  were  considerable  differences 
in  cost  for  vessels  of  the  same  size  and  even  of  the  same  general  de- 
scription, roughly  speaking  it  may  be  considered  that  $250,000  would 
at  that  time  pay  for  the  construction  of  a  modem  steamer  of  any- 
where from  5,000  to  6,000  tons  cargo  capacity  per  trip,  or,  say,  an 
average  per-ton  cost  of  from  $40  to  $50.  Several  steamers  of  an 
average  capacity  of  about  7,500  tons  appear  to  have  been  contracted 
for  at  a  cost  of  $350,000  each,  or  an  average  of  about  $45  per  ton, 
and  vessels  of  10,000  tons  each  were  constructed  at  this  time  at  from 
$400,000  to  $460,000  each,  or  from  $40  to  $46  per  ton.  Estimates 
based  on  a  rather  large  number  of  individual  transactions  indicate 
that  an  average  allowance  of  about  $45  per  ton  would  be  sufficiently 
liberal  to  represent  the  construction  cost  of  new  ore  steamers  of  what 
at  that  time  were  of  the  most  modern  type.  The  average  per-ton  cost 
of  barges  would  be  less. 
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As  the  combined  capacity  per  single  trip  of  the  entire  fleet  of  the 
Corp<Mration  was  almost  exactly  500,000  tons,  the  valuation  of  $20,- 
000,000  above  arrived  at  is  equivalent  to  $40  per  ton.  In  view  of  the 
fact  that  new  steamers  of  the  most  approved  type  could  be  con- 
structed at  that  time  at  an  average  cost  of  about  $45  per  ton,  an 
average  of  $40  per  ton  for  the  Steel  Corporation's  entire  fleet  in  the 
condition  in  which  it  was  acquired  in  April,  1901,  is  undoubtedly 
sufficient. 

Dock  froferties. — ^The  principal  dock  property  of  the  Steel  Cor- 
poration exclusive  of  those  of  the  Duluth  and  Ircm  Range  Railroad 
and  the  Duluth,  Missabe  and  Northern  Railway  (which  are  in- 
cluded in  the  estimated  valuations  of  those  roads  already  discussed), 
and  exclusive  of  receiving  docks  at  Lake  ports  which  have  been  in- 
cluded with  manufacturing  properties  at  those  points,  was  that  of 
the  Pittsburg  and  Oonneaut  Dock  Company,  at  C<Hineaut,  Ohio. 
The  hock  investment  in  this  property  in  April,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  this  and  for  all  the  miscellaneous  dock 
property  of  the  Corporation  on  that  date  is  undoubtedly  sufficient. 

SuMMABT. — From  the  preceding  discussion,  therefore,  it  appears 
that  the  tangible  property  of  the  railroads  of  the  Steel  Corporation 
(including,  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie, 
only  a  52  per  cent  interest)  can  not  be  considered  as  having  been 
worth  on  April  1,  1901,  more  than  $70,000,000.  The  steamship 
property  may  be  estimated  at  $20,000,000  and  the  miscellaneous  dock 
property  other  than  that  included  with  the  railroads  at  not  more  than 
$1,500,000.  On  this  basis,  the  total  indicated  value  of  the  entire 
group  of  transportation  properties  would  have  been  $91,500,000. 

In  this  estimate  no  deduction  is  made  for  bonded  indebtedness. 
The  Corporation's  estimate  of  $80,000,000,  given  on  page  182,  al- 
lowed for  a  deduction  of  $40,840,000  for  such  indebtedness.  Includ- 
ing this  the  Corporation's  estimate  of  the  value  of  these  transporta- 
tion properties  as  a  group  was  $120,340,000,  or  $28,840,000  more  than 
the  valuation  arrived  at  by  the  Bureau.  As  already  stated,  it  is  not  so 
much  the  purpose  of  this  discussion  to  criticise  the  Corporation's 
estimate  as  to  arrive  at  a  fair  approximate  valuation  of  these  prop- 
erties in  1901.  In  view  of  the  fact,  repeatedly  pointed  out,  that  the 
officials  of  the  Corporation  had  every  reason  to  exaggerate  in  their 
estimates  and  clearly  did  exaggerate  in  some  of  them,  this  excess  of 
§28,840,000  in  the  Corporation's  estimate  (made  in  July,  1902)  of 
these  transportation  properties  over  the  values  computed  by  the 
Bureau  (as  of  April,  1901)  is  not  remarkable.^ 

Mt  It  not  qnlte  clear  whether  the  indebtedness  of  |40,340,000  referred  to  by  Mr.  Schwab 
In  bis  estimate  included  about  $10,000,000  of  such  bonds  owned  by  the  subsidiary  com- 
ptnlM  tbemselTes.  If  not,  this  further  amount  should  be  added  to  the  Corporation's  eeti- 
Bite  of  180,000,000,  for  purposes  of  comparison. 
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Section  6.  Investment  in  coke  property. 

In  the  estimate  of  the  Corporation  above  referred  to  (see  p.  182), 
the  value  of  its  coal  and  coke  property  was  placed  at  $100,000,000. 
This  estimate  was  evidently  based  upon  a  more  detailed  estimate  sub- 
mitted in  an  affidavit  in  the  same  suit  in  July,  1902,  by  Thomas 
Lynch,  president  of  the  H.  C.  Frick  Coke  Company.  The  essential 
features  of  this  estimate  by  Mr.  Lynch  follow : 

The  coke  properties  of  the  subsidiary  companies  of  the  United 
States  Steel  Corporation,  situate  in  Westmoreland  and  Fayette 
counties,  Pennsylvania  (OonnellsviUe  region),  and  in  McDowell 
CJounty,  West  Virginia  (Pocahontas  region),  consist  of  42,000 
acres  (Connellsyille  coal),  which  are  of  the  present  value  of 
$1,500  per  acre,  representing  an  aggregate  value  of $63,000,000 

Separated  from  such  Connellsville  region  is  what  is  known  as  the 
"  Lower  C!onnellsville  district,"  in  which  the  companies  own 
15,000  acres,  which  is  of  the  present  value  of  $800  per  acre,  or 
in  the  a^^regate 12,000,000 

The  companies  own  in  Westmoreland  and  Fayette  counties,  Penn- 
sylvania, 16,000  Beehive  coke  ovens,  with  the  necessary  equip- 
ment for  operating  the  same,  houses  of  employees,  etc.,  of  the 
aggregate  value  of 12,500,000 

The  companies  own  likewise  transportation  facilities,  cars,  water 
plants,  etc.,  of  the  present  value  of 2,500,000 

The  companies  also  own  a  lease  of  50,000  acres  of  Pocahontas 
coal  lands  in  McDowell  County,  West  Virginia,  of  the  value  of—      2, 500, 000 

The  companies  also  own  steam  and  gas  coal  in  Allegheny,  Wash- 
ington, and  Green  counties,  Pennsylvania,  22,550  acres,  at  $300 
per  acre 6, 765, 000 

The  comx>anie8  also  own  scattered  tracts  of  coal  lands  at  or  near 
mills  and  furnaces  of  the  subsidiary  companies  in  Ohio,  Penn- 
sylvania, Illinois,  and  West  Virginia,  6,500  acres  of  the  present 
value  of  $100  per  acre 650,000 

Total  itemized  valuations 99, 915, 000 

It  will  be  noted  that  Mr.  Lynch  estimated  the  value  of  the  42,000 

acres  of  Connellsville  coal  land  at  $1,500  per  acre.    In  his  affidavit  he 

said : 

The  above  valuations  are  figured  on  the  prices  now  asked  for 
similar  coal  lands  in  the  several  localities,  in  fact,  the  Connells- 
ville properties  could  not  be  duplicated  at  any  price,  for  the  rea- 
son that  there  is  less  than  15,000  acres  of  unmined  coal  in  the 
entire  Connellsville  basin  outside  of  the  holdings  of  the  subsidi- 
ary companies  of  the  United  States  Steel  Corporation. 

Comparatively  few  well  authenticated  transfer  prices  of  coking- 
coal  property  prior  to  the  organization  of  the  Steel  Corporation  were 
made  public.  Several  sales  were  reported  at  prices  in  the  neighbor- 
hood of  $1,000  per  acre.  Coal  and  Coke  (a  leading  trade  journal)  in 
its  issue  of  June  1,  1901,  in  criticising  extremely  high  valuations 
placed  upon  the  Steel  Corporation's  coke  property  by  President 
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Schwab  in  certain  testimony  before  the  Industrial  Commission,  re- 
ferred to  the  sale  of  a  tract  of  nearly  200  acres  at  approximately 
$1,000  per  acre,  the  coal  being  described  as  ''  excellent  and  of  the 
strictly  Connellsville  seam.''  So  far  as  is  known,  no  transfer  of  any 
coDsideraUe  tract  of  coal  land  in  the  Connellsville  region  had  been 
made  up  to  the  middle  of  1902  at  so  high  a  figure  as  $1,500  per  acre. 
A  sale  of  12  acres  in  the  heart  of  the  Ccmnellsville  region  was  reported 
m  Coal  and  Cd^e  in  July,  1901,  at  $1,750  per  acre,  for  coal  ri^ts 
alone.  This  tract,  however,  was  too  small  to  afford  any  criterion  of 
values  generally.  The  Jroa  Age,  at  the  close  of  November,  1901, 
I  ef erred  to  the  sale  of  200  acres  of  ''  choice  coal  lands  in  the  Con- 
nellsvUle  region ''  at  $1,100  per  acre  as  '^  the  highest  price  ever  paid 
for  coking-coal  lands."  It  had  been  reported  in  1899  that  the  Na- 
tional Steel  Cmnpany  paid  '^  about "  $1,100  an  acre  for  a  tract  of  717 
acres  of  ccd^ing-coal  property  in  the  Connellsville  district.  This 
price,  however,  apparently  included  some  coke-oven  property. 

In  view  of  the  fact  that  the  great  bulk  of  these  Connellsville  coal 
lands  proper  were  owned  by  the  Steel  Corp(M:tition  and  of  the  further 
fact  that  the  Corporation  was  not  offering  these  lands  for  sale,  it 
obviously  was  easy  for  the  Corporation  to  set  a  price  on  such  lands 
that  could  not  readily  be  challenged  frcxn  the  standpoint  of  open- 
market  prices.  However,  in  view  of  the  foregoing  evidence,  it  is  not 
reasonable  to  assume  that  the  entire  42,000  acres  of  Connellsville  coal 
land  owned  by  the  Steel  Corporation  was  worth  $1,500  per  acre  in 
1902.  Admitting  that  this  property  may  have  been  worth  as  much  as 
$1,200  an  acre,  which  in  the  light  of  the  preceding  evidence  appears 
to  be  a  liberal  valuation,  the  aggregate  value  would  be,  roughly, 
$.")0,000,000  instead  of  $63,000,000,  as  estimated  by  Mr.  Lynch. 

Similarly,  the  valuation  of  $800  per  acre  for  the  coal  lands  in  the 
lower  Connellsville  region  was  distinctly  above  the  average  of  re- 
ported transfer  prices  for  such  lands  in  the  two  years  immediately 
preceding  the  organization  of  the  Steel  Corporation.  In  fact,  for 
some  time  after  the  Steel  C<»:poration  was  organized,  sales  of  desir- 
able coking-coal  property  in  this  region  were  made  around  $500  per 
acre.  (See  p.  285.)  An  average  of  $500  an  acre  for  the  15,000  acres 
owned  by  the  Steel  Corporation  in  the  lower  Connellsville  district 
would  give  a  total  valuation  of  $7,500,000,  or  $4,500,000  less  than  Mr. 
Lynch's  figure. 

It  will  be  noted  that  Mr.  Lynch's  estimate  included  an  allowance 
of  $2,500,000  for  the  equity  in  the  lease  of  certain  Pocahontas  coal 
lands.  As  this  lease  was  not  executed  until  the  close  of  1901,  it 
should  not  be  considered  in  this  discussion  of  the  Corporation's  assets 
in  April  of  that  year. 

The  estimate  of  the  ooke-oven  property  and  equipment  by  Mr. 
Lynch,  namely,  $12,500^000,  undoubtedly  was  high,  and  in  view  of  the 
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fact,  repeatedly  pointed  out,  that  there  was  an  obvious  inducement 
for  all  the  officials  of  the  Steel  Corporation  making  such  estimates  to 
submit  inflated  valuations,  there  can  be  no  doubt  that  all  of  his  figares 
were  liberal.  With  the  exception  of  the  c(^ing-coal  property,  how- 
ever, the  valuations  presented  by  Mr.  Lynch  may  be  accepted  in  this 
rough  comparison. 

Using  the  averages  of  $1,200  per  acre  for  the  Connellsville  coal 
property  and  $500  per  acre  for  the  lower  Connellsville  coal  property, 
respectively,  in  place  of  his  valuation  of  $1,500  per  acre  and  $800  per 
acre,  respectively,  and  excluding  the  Pocahontas  lease,  the  grand  total 
of  his  estimate  would  be  reduced  to  about  $80,000,000.  However,  dur- 
ing the  period  from  April,  1901,  to  the  date  of  Mr.  Lynches  estimate, 
the  Steel  Corporation  had  made  capital  additions  of  rather  more  than 
$2,000,000  to  its  coal  and  coke  property.  This  further  sum,  there- 
fore, should  be  deducted  in  arriving  at  an  estimate  of  the  investoent 
in  such  property  at  the  earlier  date. 

I  Taking  all  these  facts  into  consideration,  it  would  seem  tnat  there 
can  be  little  question  that  a  fair  valuation  for  these  coke  properties 
on  April  1,  1901,  would  be  rather  less  than  $80,000,000.  Again, 
however,  in  order  to  give  the  Corporation  the  benefit  of  possible 
doubt,  the  Bureau  has  placed  its  valuation  of  these  properties  in 
April,  1901,  at  that  figure.  Even  this  value,  however,  it  should  be 
clearly  kept  in  mind,  must  be  attributed  in  considerable  measure  to 
the  great  concentration  of  ownership  which  had  taken  place  in  such 
coking-coal  lands  prior  to  their  acquisition  by  the  United  States  Steel 
Corporation. 

Section  6.  Value  of  natural-gas  and  limestone  properties. 

Naturali-gas  properties. — ^The  value  of  property  like  a  natural- 
gas  field,  the  extent  and  life  of  which  can  not  be  determined,  even 
approximately,  by  engineering  science,  must  necessarily  be  largely  a 
matter  of  conjecture.  There  is  good  reason  to  suppose  that  the  valu- 
ation of  $20,000,000  placed  on  this  property  by  the  Steel  Corporation 
in  its  estimate  (see  p.  182)  is,  like  the  estimates  of  the  values  of 
the  other  natural  resources,  decidedly  excessive.  Moreover  (see 
p.  316),  the  Steel  Corporation,  as  late  as  January  1,  1908,  claimed 
a  valuation  of  only  $10,360,940  for  its  natural-gas  property.  It  had 
acquired  considerable  such  property  since  April  1,  1901.  On  the 
other  hand,  of  course,  it  had  exhausted  a  considerable  amount  of  its 
reserve  supply  of  natural  gas.  While,  therefore,  it  is  highly  im- 
probable that  the  market  value  of  this  natural-gas  property  was 
equal  to  the  $20,000,000  valuation  placed  upon  it  in  the  1902  estimate, 
owing  to  the  complete  absence  of  a  satisfactory  basis  for  estimating 
its  value,  the  Bureau  has  allowed  that  estimate  to  stand. 
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Limestone  propertibs. — ^The  valuation  of  $4,000,000  placed  on  the 
limestone  properties  of  the  Steel  Corporation,  whether  excessive  or 
not,  is  so  small  as  compared  with  the  capitalization  of  the  Steel  Cor- 
poration that  it  may  be  accepted  without  discussion  as  the  value  on 
Aprn  1, 1901. 

Section  7.  Current  assets  of  the  Corporation. 

By  reference  to  Table  16,  on  page  182,  it  will  be  seen  that  the  Cor- 
poration reported  its  current  assets  on  June  1,  1902,  at  $148,291,000. 
This  was  the  amount  after  deducting  from  the  gross  current  assets 
all  ordinary  current  liabilities,  and  likewise  certain  purchase-money 
obligations,  as  will  be  seen  from  the  following  excerpt  from  the  affi- 
davit sulxnitted  in  behalf  of  the  Corporation  by  President  Schwab : 

The  cash  and  cash  assets  of  the  Steel  Corporation  and  subsidi- 
ary companies  on  June  1,  1902,  amounted  to  the  sum  of  $214,- 
278,000,  as  against  which  there  stood  the  usual  current  liabilities 
and  accounts  and  bills  payable  and  certain  mortgages  and 
purchase-money  obligations,  amounting  to  $65,987,000,  leaving 
the  aggregate  net  cash  assets  as  of  that  date  $148,291,000,  ana 
such  aggregate  net  cash  assets  have  increased  more  than 
$12,000,000  since  June  1,  1902. 

This  total  of  $148,291,000,  as  stated,  was  the  amount  of  such  cur- 
rent assets  on  June  1,  1902.  The  net  current  assets  on  April  1, 1901, 
Jiccording  to  a  condensed  balance  sheet  submitted  to  the  Bureau  by 
the  Steel  Corporation  (see  Exhibit  6)  were  about  $136,500,000.  This 
figure  includes  the  $25,003,000  cash  capital  provided  the  Corporation 
at  its  organization.  It  allows  for  sundry  adjustments  in  the  balance 
sheets  of  the  subsidiary  companies  made  just  after  the  consolidation 
was  effected,  such  adjustments,  however,  not  being  of  especial  interest 
in  this  connection. 

The  Bureau,  in  arriving  at  this  figure  of  $136,500,000  as  the  net 
current  assets  in  April,  1901,  has  treated  the  purchase-money  obliga- 
tions and  sundry  real-estate  mortgages  of  the  subsidiary  companies, 
aggregating  $21,872,000,  as  similar  in  character  to  bonded  indebt- 
edness and  not  like  current  liabilities,  and  therefore  it  did  not  deduct 
them  from  the  gross  current  assets.  The  reason  for  this  is  that  such 
purchase-money  obligations  ordinarily  ran  for  a  year  or  several  years, 
and,  what  is  more  important,  were  usually  issued  against  fixed  prop- 
erty and  not  liquid  assets.  Thus,  in  the  case  of  the  Bessemer 
Steamship  Company,  the  purchase  price  of  $8,500,000  was  first  pro- 
vided for  by  purchase-money  obligations  which  were  not  entirely 
liquidated  in  cash  for  nearly  two  years  after  the  company  Avas  iw- 
quired.*    Prior  to  such  liquidation,  the  fixed  property  account  of  the 

'Note*  representing  $4,250,000,  or  one-half  the  purchase  price,  were  liquidated  in  No- 
rember,  1902.     The  remainder  were  paid  off  later. 
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fact,  repeatedly  pointed  out,  that  there  was  an  obvious  inducement 
for  all  tiie  officials  of  the  Steel  Corporation  making  such  estimates  to 
submit  inflated  valuations,  there  can  be  no  doubt  that  all  of  his  figures 
were  liberal.  With  the  exception  of  the  coking-coal  property,  how- 
ever, the  valuations  presented  by  Mr.  Lynch  may  be  accepted  in  this 
rough  comparison. 

Using  the  averages  of  $1,200  per  acre  for  the  Connellsville  co&I 
property  and  $500  per  acre  for  the  lower  CJonnellsville  coal  property, 
respectively,  in  place  of  his  valuation  of  $1,500  per  acre  and  $800  per 
acre,  respectively,  and  excluding  the  Pocahontas  lease,  the  grand  total 
of  his  estimate  would  be  reduced  to  about  $80,000,000.  However,  dur- 
ing the  period  from  April,  1901,  to  the  date  of  Mr.  Lynch's  estimate, 
the  Steel  Corporation  had  made  capital  additions  of  rather  more  than 
$2,000,000  to  its  coal  and  coke  property.  This  further  sum,  there- 
fore, should  be  deducted  in  arriving  at  an  estimate  of  the  investment 
in  such  property  at  the  earlier  date. 

I  Taking  all  these  facts  into  consideration,  it  would  seem  tnat  there 
can  be  little  question  that  a  fair  valuation  for  these  coke  properties 
on  April  1,  1901,  would  be  rather  less  than  $80,000,000.  Again, 
however,  in  order  to  give  the  Corporation  the  benefit  of  possible 
doubt,  the  Bureau  has  placed  its  valuation  of  these  properties  in 
April,  1901,  at  that  figure.  Even  this  value,  however,  it  should  be 
clearly  kept  in  mind,  must  be  attributed  in  considerable  measure  to 
the  great  concentration  of  ownership  which  had  taken  place  in  such 
coking-coal  lands  prior  to  their  acquisition  by  the  United  States  Steel 
Corporation. 

Section  6.  Value  of  natural-gas  and  limestone  properties. 

Naturai>-ga8  properties. — ^The  value  of  property  like  a  natural- 
gas  field,  the  extent  and  life  of  which  can  not  be  determined,  even 
approximately,  by  engineering  science,  must  necessarily  be  largely  a 
matter  of  conjecture.  There  is  good  reason  to  suppose  that  the  valu- 
ation of  $20,000,000  placed  on  this  property  by  the  Steel  Corporation 
in  its  estimate  (see  p.  182)  is,  like  the  estimates  of  the  values  of 
the  other  natural  resources,  decidedly  excessive.  Moreover  (see 
p.  316),  the  Steel  Corporation,  as  late  as  January  1,  1908,  claimed 
a  valuation  of  only  $10,360,940  for  its  natural-gas  property.  It  had 
acquired  considerable  such  property  since  April  1,  1901.  On  the 
other  hand,  of  course,  it  had  exhausted  a  considerable  amount  of  its 
reserve  supply  of  natural  gas.  While,  therefore,  it  is  highly  im- 
probable that  the  market  value  of  this  natural-gas  property  was 
equal  to  the  $20,000,000  valuation  placed  upon  it  in  the  1902  estimate, 
owing  to  the  complete  absence  of  a  satisfactory  basis  for  estimating 
its  value,  the  Bureau  has  allowed  that  estimate  to  stand. 
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Limestone  properties. — The  valuation  of  $4,000,000  placed  on  the 
limestone  properties  of  the  Steel  Corporation,  whether  excessive  or 
not,  is  so  small  as  compared  with  the  capitalization  of  the  Steel  Cor- 
poration that  it  may  be  accepted  without  discussion  as  the  value  on 
April  1, 1901. 

Section  7.  Current  assets  of  the  Corporation. 

By  reference  to  Table  16,  on  page  182,  it  will  be  seen  that  the  Cor- 
poration reported  its  current  assets  on  June  1,  1902,  at  $148,291,000. 
This  was  the  amount  after  deducting  from  the  gross  current  assets 
all  ordinary  current  liabilities,  and  likewise  certain  purchase-money 
obligations,  as  will  be  seen  from  the  following  excerpt  from  the  affi- 
davit submitted  in  behalf  of  the  Corporation  by  President  Schwab: 

The  cash  and  cash  assets  of  the  Steel  Corporation  and  subsidi- 
ary companies  on  June  1,  1902,  amounted  to  the  sum  of  $214,- 
278,000,  as  against  which  there  stood  the  usual  current  liabilities 
and  accounts  and  bills  payable  and  certain  mortgages  and 
purchase-money  obligations,  amounting  to  $65,987,0(X),  leaving 
the  aggregate  net  cash  assets  as  of  that  date  $148,291,000,  and 
such  aggregate  net  cash  assets  have  increased  more  than 
$12,000,000  since  June  1,  1902. 

This  total  of  $148,291,000,  as  stated,  was  the  amount  of  such  cur- 
rent assets  on  June  1, 1902.  The  net  current  assets  on  April  1,  1901, 
according  to  a  condensed  balance  sheet  submitted  to  the  Bureau  by 
the  Steel  Corporation  (see  Exhibit  6)  were  about  $136,500,000.  This 
figure  includes  the  $25,003,000  cash  capital  provided  the  Corporation 
at  its  organizaticHi.  It  allows  for  sundry  adjustments  in  the  balance 
sheets  of  the  subsidiary  companies  made  just  after  the  consolidation 
was  effected,  such  adjustments,  however,  not  being  of  especial  interest 
in  this  connection. 

The  Bureau,  in  arriving  at  this  figure  of  $136,500,000  as  the  net 
current  assets  in  April,  1901,  has  treated  the  purchase-money  obliga- 
tions and  sundry  real-estate  mortgages  of  the  subsidiary  companies, 
aggregating  $21,872,000,  as  similar  in  character  to  bonded  indebt- 
edness and  not  like  current  liabilities,  and  therefore  it  did  not  deduct 
them  from  the  gross  current  assets.  The  reason  for  this  is  that  such 
parchase-money  obligations  ordinarily  ran  for  a  year  or  several  years, 
and,  what  is  more  important,  were  usually  issued  against  fixed  prop- 
erty and  not  liquid  assets.  Thus,  in  the  case  of  the  Bessemer 
Steamship  Ccwnpany,  the  purchase  price  of  $8,500,000  was  first  pro- 
vided for  by  purchase-money  obligations  which  were  not  entirely 
liquidated  in  cash  for  nearly  two  years  after  the  company  was  ac- 
quired.*    Prior  to  such  liquidation,  the  fixed  property  account  of  the 

*Notet  repTMeatinff  94,250,000,  or  one-balf  the  purchase  price,  were  liquidated  in  No- 
vember, 1902.     The  remainder  were  paid  off  later. 
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Steel  Corporation  was,  of  course,  increased  by  the  value  of  this 
steamship  property  without  a  corresponding  diminution  of  it^ 
working  capital. 

The  amount  of  such  purchase-money  obligations  and  mortgages 
deducted  from  current  assets  by  the  Corporation  in  1902  was 
$16,367,000. 

Section  8.  Sonunary  of  value  of  tangible  property  acquired  lyy  the  Steel 
Corporation  in  1901^  other  than  ore. 

The  preceding  valuations  of  the  Bureau  for  the  different  classes  of 
property  acquired  by  the  Steel  Corporation  in  1901,  with  the  excep- 
tion of  ore,  may  now  be  summarized  as  follows : 

Manufacturing,  including  blast  furnaces |250,  ODD,  000> 

Transportation 91,500,000 

Ck>al  and  coke 80,000,  GOO 

Natural  gas 20,000,000 

Limestone   4,000,000 

Working  assets 136,500,000 

Total 582,000,000 

The  Bureau's  estimate  of  the  total  value  of  the  tangible  property 
of  the  Steel  Corporation  at  its  organization  in  April,  1901,  exclitsive 
of  orc'y  is  therefore  $582,000,000.  The  Corporation's  valuation  for 
these  properties  (see  Table  16,  p.  182),  on  the  other  hand,  aggre- 
gates $700,291,000,  or,  after  adding  $40,340,000  indebtedness  of  trans- 
portation companies,  and  $16,369,000  purchase-money  obligations,  to 
make  the  two  sets  of  figures  fairly  comparable,  the  Corporation's 
total  for  these  classes  of  property  would  be  $757,000,000.  The 
Bureau's  valuation  for  these  properties  is  thus  $175,000,000  less  than 
the  valuation  as  submitted  by  the  Corporation  in  the  Hodge  suit  in 
July,  1902.  During  the  interval  in  question  considerable  additions 
had  been  made  to  these  classes  of  property  by  the  Corporation, 
and  the  discrepancies  between  the  two  estimates  for  these  two  items 
are  somewhat  less  than  would  at  first  sight  appear.  The  most  im- 
portant difference  occurs  in  the  case  of  the  manufacturing  properties, 
for  which  the  Corporation's  estimate  is  $348,000,000,  while  the  Bureau 
computed  the  value  at  $250,000,000.  The  difference  in  the  two  esti- 
mates is  chiefly  due  to  the  excessive  valuation  by  the  Corporation. 
The  Corporation's  estimate  of  $348,000,000  for  these  properties  is 
completely  discredited  by  the  fact,  already  noted,  that  at  the  end  of 
1907,  or  about  five  and  one-half  years  later,  it  valued  its  manufactur- 
ing properties  at  only  $J367,600,000,  although  during  this  period  net 
capital  additions  of  $114,500,000  had  been  made  to  these  manufactur- 
ing plants,  this  after  ample  depreciation  had  been  allowed. 

By  reference  to  Table  16,  page  182,  it  will  be  seen  that  the  Corpora- 
tion's estimate  of  the  value  of  its  ore  property  in  July,  1902,  was  no 
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less  than  $700,000,000,  or  practically  one-half  of  the  grand  total 
valuation  of  all  its  tangible  assets.  In  view  of  the  much  smaller  dis- 
parities between  the  Bureau's  valuations  and  the  Corporation's  valua- 
tions for  most  of  the  other  classes  of  property,  it  is  apparent  that 
estimates  of  the  value  of  the  entire  tangible  assets  of  the  Corporation 
in  April,  1901,  must  largely  depend  upon  the  valuation  assigned  the 
ore.  On  account  of  the  extraordinary  value  claimed  for  this  ore 
property  by  the  Steel  Corporation,  the  Bureau  has  taken  up  a  valua- 
tion of  this  ore  by  several  different  methods  in  the  following  pages 
of  this,  chapter. 

n.  VAIilTE  OF  THE  STEEL  GOBPOBATION'S  QBE  FBOPEBTT  IN  1001. 

Section  9.  Estunated  tonnage  of  Corporation's  ore  holdings  in  1901. 

The  Bureau  has  estimated  the  value  of  the  ore  property  of  the 
Corporation  in  1901  by  three  different  methods — first,  on  the  basis  of 
prices  paid  for  ore  in  fee  about  the  time  the  Corporation  was  organ- 
ized ;  second,  on  the  basis  of  the  price  paid  by  the  Steel  Corporation 
itself  for  a  large  portion  of  its  ore  property;  and,  third,  by  a  calcula- 
tion of  the  "  present  worth "  of  royalties  on  leased  ore.  These 
various  methods  are  fully  explained  later. 

The  first  step  in  calculating  the  value  of  the  Coi^poration's  ore  in 
1901  is  to  get  an  approximate  idea  of  the  quantity.  Conclusions  must 
be  based  largely  upon  estimates  made  about  the  time  the  Corpora- 
tion was  organized.  It  is  true  that  estimates  of  the  total  quantity  of 
ores  embraced  in  the  properties  then  acquired  have  since  been  largely 
increased,  partly  as  a  result  of  subsequent  exploration  and  partly 
because  of  the  inclusion  of  lower  grades  of  ore  than  were  then  taken 
account  of.  Obviously,  however,  for  the  purpose  of  determining  the 
value  in  1901,  it  would  be  incorrect  to  include  additional  tonnages 
which  have  been  developed  in  these  ways^  because  these  can  not  be 
regarded  as  having  influenced  estimates  current  at  that  time.  It  is 
true  that  both  the  purchaser  and  the  seller  of  a  great  iron-ore  de- 
posit may  be  influenced  by  the  possibility  that  the  total  tonnage  will 
prove  considerably  greater  than  eithqr  of  them  are  reckoning  on  at 
the  time  of  the  sale,  but  there  is  likewise  the  possibility  that  their 
estimates  will  prove  excessive.  These  contingencies,  however,  would 
affect  the  price,  and  are  thus  taken  account  of  in  the  present  discus- 
sion of  the  value  of  this  ore  property. 

It  is  necessary,  therefore,  to  base  ideas  as  to  the  quantity  of  the  ore 
r^erves  of  the  Steel  Corporation  in  1901  upon  estimates  current  at 
the  time.  One  such  estimate  was  that  of  C.  M.  Schwab,  president  of 
the  Corporation,  before  the  Industrial  Commission,  in  May,  1901, 
when  he  stated  that  the  company  had  "  over  "  500,000,000  tons  of  ore 
^  in  sight ''  in  the  Lake  region. 
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In  July;  1902,  as  shown  on  page  182,  Mr.  Schwab  and  other  offi- 
cials of  the  Steel  Corporation  estimated  the  value  of  the  Corpora- 
tion's ore  property  at  $700,000,000.  This  estimate  was  admittedly  at 
the  rate  of  "  $1  per  ton  "  on  a  total  estimated  tonnage  of  700.000,000 
tons.^ 

In  view  of  the  fact  that  during  the  period  from  the  organization 
of  the  company  up  to  July,  1902,  several  large  parcels  of  ore  prop- 
erty had  been  acquired,  adding  substantially  to  the  total  tonnage, 
this  estimate  of  700.000,000  tons  made  by  Mr.  Schwab  in  1902  agrees 
very  well  with  his  estimate  of  "  over "  500,000,000  tons  made  to  the 
Industrial  Commission  in  the  preceding  year. 

In  May,  1901,  in  a  statement  submitted  to  the  New  York  Stock 
Exchange  by  the  United  States  Steel  Corporation,  the  ore  tonnage 
of  the  Lake  Superior  Consolidated  Iron  Mines  (which  owned  the 
most  important  ore  property  acquired  by  the  Steel  Corporation  at 
its  organization)  in  known  or  practically  explored  properties  was 
estimated  at  from  300,000,000  to  400,000,000  tons,  this  estimate  not 
including  some  minor  parcels  and  a  considerable  acreage  of  unex- 
plored lands  believed  to  contain  ore.  This  estimate  later  proved  to 
be  a  conservative  one. 

A  careful  schedule  by  the  Minnesota  Tax  ^  Commission,  made  in 
1907,  or  six  years  after  the  Corporation  was  organized,  placed  the 
aggregate  tonnage  of  all  iron-mining  companies  in  that  State  at 
slightly  less  than  1,200,000,000  tons,  and  credited  the  Oliver  Iron 
Mining  Company  (under  whose  management  all  of  the  ore  prop- 
erties of  the  Steel  Corporation  in  Minnesota  had  then  been  placed) 
with  approximately  913,000,000  tons.  These  estimates,  while  ap- 
parently made  on  a  conservative  basis,  included  a  large  acreage  of 
"  tonnage  prospects ; "  that  is,  mining  lands  which  had  not  been 
actively  operated  or  developed,  but  which  were  believed  to  contain 
ore.  Of  this  total  of,  roughly,  1,200,000,000  tons,  about  250,000,000 
tons  were  credited  to  unexplored  lands  which  had  not  even  been 
"prospected,"  but  which  were  near  good  mining  properties.  This 
total,  as  just  stated,  was  compiled  in  the  year  1907,  and  the  figure 
given  for  the  United  States  Steel  Corporation  (Oliver  Iron  Mining 
Company)  of  913,000,000  tons  included  a  large  tonnage  acquired 
since  the  Corporation  had  been  organized.  Thus,  during  this  inter- 
val, the  Corporation  had  acquired  the  Chemung  properties,  with  an 
estimated  reserve  of  many  millions  of  tons;  the  Union-Sharon  prop- 
erties; and,  much  more  important  still,  a  large  tonnage  by  lease  from 
the  Great  Northern  Railway  Company. 

This  total  compiled  by  the  Minnesota  Tax  Commision  did  not,  of 
course,  include  the  holdings  of  the  Corporation  on  the  older  ranges 

^  In  this  oHtimate  no  distinction  appears  to  hare  been  made  between  the  value  of  fee 
and  leasehold  properties.     (See  p.  206.) 
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in  Michigan  and  Wisconsin.  However,  according  to  the  records  of 
the  Corporation,  by  far  the  greater  part  (over  85  per  cent,  not  in- 
cluding the  Great  Northern  ore)  of  its  Lake  ore  reserves  in  1907  were 
in  Minnesota,  and  chiefly  on  the  Mesabi  Kange. 

In  view  of  the  foregoing  evidence  and  of  the  fact  that  as  late  as  the 
middle  of  1902  officials  of  the  Steel  CorporaticMi  themselves  reckoned 
on  a  tonnage  of  700,000,000  tons,  any  estimate  above  this  figure  for 
the  Corporation's  ore  holdings  on  April  1,  1901,  must  obviously  be 
rejected.  A  somewhat  lower  estimate  might,  indeed,  be  justified,  but 
it  has  been  deemed  better  to  use  this  figure. 

Peopoktioxs  of  fee  and  leased  ore. — ^Much  of  the  ore  property  of 
the  Steel  Corporation  was  merely  leased  and  not  owned  in  fee.  The 
value  of  the  fee  of  an  ore  deposit  (where  the  ore  is  not  subject  to  lease 
or  to  other  incumbrance)  is,  of  course,  the  price  at  which  such  fee 
could  be  sold,  and  in  such  case  that  price  would  represent  the  total 
value  of  the  ore  in  the  ground.  In  the  case  of  a  mining  lease,  how- 
ever, the  lessee  simply  secures  the  right  to  mine  the  ore  as  it  lies  in 
the  ground,  on  payment  of  a  certain  sum  per  ton  for  the  ore  as  he 
mines  and  ships  it,  this  charge  being  known  as  a  ^^royalty ; "  the 
rates  of  royalty  vary  more  or  less  with  particular  conditions,  such 
as  the  location  of  the  mine,  and  more  especially  with  the  quality  of 
the  ore.  It  should  be  clearly  understood  that  the  value  of  such  a 
leasehold  can  not  be  measured  by  the  royalty,  but  instead  is  the  price 
at  which  this  mere  right  to  mine  the  ore  can  be  sold  or  transferred 
to  another  party.  In  some  cases  such  leaseholds  do  not  have  any 
transfer  value  whatever.  This  is  shown  by  the  fact  that  such  leases 
are  stMnetimes  renewed  at  lower  rates  of  royalty  than  those  originally 
stipulated.  On  the  other  hand,  many  leases  have  been  transferred 
at  a  premium,  or,  as  it  is  termed,  a  "bonus,"  over  and  above  the 
stipulated  rate  of  royalty.  Frequently  such  bonus  payments  are  in- 
tended to  cover  improvements  to  mining  property.  In  so  far  as  they 
are  paid  on  account  of  the  ore  alone  as  distinct  from  improvements, 
such  bonus  payments  may  be  regarded  as  measuring  the  value  of  the 
mining  privilege  itself,  at  the  stipulated  rate  of  royalty. 

In  other  cases,  instead  of  a  cash  bonus,  such  leases  are  transferred 
on  payment  of  an  additional  or  increased  royalty.    (See  p.  216.) 

It  will  be  seen,  therefore,  that  the  idea  frequently  encountered, 
that  the  royalty  paid  by  the  lessee  indicates  the  value  of  his  leasehold 
interest  in  the  ore,  is  entirely  erroneous ;  such  royalties  as  are  actually 
paid  out  are  a  part  of  the  operating  cost,  like  the  payments  made 
top  labor,  materials,  etc.  The  royalty  thus  being  an  operating  cost, 
it  is  obvious  that  so  far  as  immined  ore  in  the  ground  is  concerned 
^ch  a  cost  can  in  no  sense  be  regarded  as  involving  an  investment. 
This  royalty  charge,  in  fact,  becomes  a  part  of  the  investment  only 
as  other  cost  items  do,  namely,  to  the  limited  extent  to  which  it  may 
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enter  into  ore  which  has  actually  been  extracted  and  carried  in  in- 
ventories at  a  given  time. 

This  matter  of  ore  leases  is  discussed  in  more  detail  in  sections  12 
and  13. 

As  will  be  shown  in  detail  (see  pp.  229-231),  the  value  per  ton  in 
1901  of  ore  held  in  fee  was  much  greater  than  the  value  per  ton  of 
leasehold  interests.  The  fact  that  a  large  proportion  of  the  Steel 
Corporation's  holdings  of  ore  in  1901  was  merely  leased  has,  there- 
fore, an  important  bearing  upon  the  aggregate  value  of  those  hold- 
ings. The  exact  proportions  of  the  tonnages  of  fee  ore  and  of  leased 
ore  to  the  total  estimated  deposit  of  700,000,000  tons  in  1901  can  not 
be  stated,  but  apparently  considerably  less  than  one-half  the  entire 
quantity  was  owned  in  fee.  A  study  of  estimated  tonnages  of  some 
of  the  more  important  mines  of  the  Corporation  in  1904  indicates 
that  not  over  one-third  of  the  total  holdings  at  that  time  was  owned 
in  fee.  Moreover,  it  is  known  that  this  was  about  the  proportion  at  a 
somewhat  later  date.  Since,  however,  exact  data  are  not  available 
for  1901,  the  Bureau,  in  order  to  avoid  possible  undervaluation  in 
its  calculations,  has  assumed  that  one-half  the  total  holdings,  or 
350,000,000  tons,  was  owned  in  fee. 

Having  thus  determined  the  total  tonnage  of  the  ore  holdings  of 
the  Corporation  in  1901,  the  discussion  of  the  value  of  this  ore  prop- 
erty by  the  three  methods  outlined  on  page  203  will  be  taken  up 
and  in  the  order  there  shown. 

Section  10.  Value  of  Steel  Corporation's  fee  ore  property  as  indicated  by 
prices  paid  for  ore  mines  in  fee  by  constituent  companies  in  1899 
and  1900. 

Nearly  all  of  the  Steel  Corporation's  original  ore  property  was 
fiurchased  in  connection  with  the  other  property  of  the  constituent 
concerns  through  acquisition  of  their  stocks,  and  apparently  no  spe- 
cific portion  of  the  purchase  price  was  allotted  to  it.  '  The  prices 
paid  for  this  ore  property  by  the  constituent  concerns  themselves 
are  known  in  only  a  few  cases.  However,  with  respect  to  purchases 
of  fee  ore  (which  is  the  subject  of  the  immediate  discussion)  made  in 
the  early  or  middle  nineties,  the  figures  of  original  cost,  even  if 
available,  would  be  of  very  little  service  in  preparing  an  estimate  of 
the  value  of  the  same  properties  in  April,  1901.  It  is  obvious  that 
the  price  originally  paid  for  a  mining  property  in  fee  does  not  neces- 
sarily or  even  probably  have  any  close  correspondence  to  the  subse- 
quent value  after  exploration  and  development.  While  as  a  rule 
the  extent  and  therefore  the  value  of  iron-ore  deposits  can  be  more 
accurately  determined  than  that  of  many  other  minerals,  nevertheless 
there  have  been  repeated  instances  where  iron-mining  properties  in 
the  Lake  Superior  region  originally  purchased  for  very  small  con- 
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siderations  have  later  sold  for  great  sums.  On  the  other  hand,  mines 
for  which  considerable  sums  were  paid  have  been  abandoned  after 
exploration.  It  is  apparent,  therefore,  that  the  value  of  the  fee  ore 
of  the  Steel  Corporation  in  1901  can  not  be  satisfactorily  determined 
by  a  study  of  the  original  cost  of  such  ore  to  its  constituent  concerns, 
especially  where  those  concerns  acquired  the  ore  several  years  prior 
to  that  date. 

The  prices  paid  in  1899  and  1900  by  the  constituent  companies  of 
the  Steel  Corporation,  however,  are  entitled  to  consideration.  It  is 
true  that  such  prices  may  have  been  either  very  much  in  excess  or 
very  greatly  below  the  value  of  these  properties  as  determined  by 
subsequent  exploration  and  development,  but  at  any  rate  the  prices 
paid  by  these  large  interests  in  1899  and  1900,  when  competition  for 
ore  property  by  steel  concerns  was  exceedingly  keen,  must  be  regarded 
as  a  full  expression  of  the  valuation  placed  upon  them  at  that  time, 
and  they  thus  afford  some  idea  of  the  value  of  ore  in  the  ground  gen- 
erally. For  this  reason  it  is  desirable  to  examine  the  prices  named 
in  a  few  such  fee  transfers  of  important  iron-mining  properties  in 
1899  and  1900. 

The  American  Steel  and  Wire  Company  purchased  a  number  of 
mines  in  1899  and  1900.  The  most  important  of  these  was  the  Saun- 
tiy,  which  was  secured  in  fee  for  $700,000  in  cash.  This  mine  con- 
tained a  very  large  tonnage  of  ore,  currently  estimated  at  fully 
2r),000,000  tons.  The  Steel  and  Wire  company,  in  fact,  in  an  official 
statement  to  the  New  York  Stock  Exchange  in  August,  1899,  stated 
that  the  mine  "  measured  up  between  46,000,000  and  50,000,000  tons 
of  ore/"*  and  that  the  company  had  estimates  running  as  high  as 
80,000,000  tons.  Again,  before  the  Industrial  Commission  in  Novem- 
ber, 1899,  John  W.  Gates,  chairman  of  the  Steel  and  Wire  concern, 
said  of  this  purchase : 

^  We  bought  one  tract  this  spring ;  we  paid  $700,000  for  it ;  we 

had  the  ore  measured  up  in  that  tract,  and  it  measures,  according 
to  the  figures  of  one  of  the  best  experts  in  this  country,  83,000,0()0 
tons  of  ore.  I  suppose  that  ore  would  sell  to-day  for  two  or 
three  million  dollars. 

While  only  a  small  portion  of  this  ore  was  Bessemer,  the  mine 
was  a  very  desirable  one.  The  iron  content  was  fairly  high  at  about 
M  per  cent  for  dried  ore.  It  will  be  seen  that  on  the  basis  of  the 
original  estimate  of  25,000,000  tons  the  average  cost  per  ton  would  be 
less  than  3  cents.  Furthermore,  it  is  important  to  note  that  Mr. 
Gates,  although  testifying  (evidently  in  optimistic  vein)  during  one 
\  of  the  most  extraordinary  booms  ever  known  in  the  iron  and  steel 
industry,  placed  the  value  of  this  ore  body,  after  the  tonnage  had  been 
estimated  by  an  expert  at  83,000,000  tons,  at  not  over  $3,000,000,  or  at 
leas  than  4  cents  per  ton. 
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In  1899  the  Oliver  Iron  Mining  Company  purchased  the  Security 
Land  and  Exploration  Company  for  $300,000.    This  company  owned 
the  Sparta,  Genoa,  and  Towanda  mines,  as  well  as  considerable  other 
mining  land.    A  portion  of  the  property  was  leased,  but  it  was  cur- 
rently estimated  in  trade  journals  that  the  Oliver  Iron  Mining  Com- 
pany in  this  purchase  acquired  not  less  than  6,000,000  tons  of  ore  in 
fee,  and  possibly  twice  that  amount,  aside  from  the  leasehold  interests 
on  additional  tonnage.    Leaving  out  of  consideration  the  leased  ore, 
on  which,  of  course,  a  royalty  would  have  to  be  paid,  and   accepting 
the  lower  estimate  of  the  tonnage  owned  in  fee,  this  purchase  price 
would  still  amount  to  only  5  cents  per  ton,  this,  moreover,  including 
some  improvements. 

In  1900  the  Sharon  Steel  Company  purchased  in  fee  the  Sharon 
mine,  in  Minnesota,  for  $150,000.  This  mine  contained  a  large  ton- 
nage of  high-grade  ore. 

This  Sharon  transaction  undoubtedly  was  an  exceptionally  for- 
tunate one  for  the  buyers.  However,  prices  paid  for  many  mines 
transferred  in  fee  at  this  time  were  equivalent  on  the  tonnage  as  then 
estimated  to  only  a  few  cents  per  ton. 

'  In  this  connection  the  following  excerpt  from  a  brief  filed  against  a 
tonnage-tax  bill  in  the  house  of  representatives  of  the  Minnesota 
legislature  in  1909  by  the  delegation  from  St.  Louis  County  (a  largo 
number  of  the  mines  of  the  Mesabi  Bange  being  in  this  county)  may 
be  noted: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton.  The  highest  that  we  ever  knew  were  for  15 
cents  per  ton.  There  may  have  been  sales  at  a  higher  price,  hut 
we  have  never  known  of  one^  and  upon  inqidry  can  ham  of 
none} 

This  positive  and  deliberate  statement,  coming  from  a  delegation 
of  men  representing  the  richest  iron-ore  mining  section  of  the  country, 
is  certainly  entitled  to  much  consideration,  even  though  it  may  not 
be  an  exact  indication  of  maximum  ore  values.  Furthermore,  this 
statement  was  made  in  1909,  or  eight  years  after  the  organization  of 
the  Steel  Corporation,  during  which  interval  there  had  been  a  con- 
siderable appreciation  in  values  of  ore  property. 

In  view  of  this  emphatic  statement,  and  in  view  of  the  preceding 
evidence  that  large  deposits  of  ore  were  purchased  in  fee  as  late  as 
1899  and  1900  for  a  few  cents  per  ton,  there  can  be  little  doubt  that 
an  estimate  of  15  cents  per  ton  as  the  average  value  of  even  the  fee 
ore  of  the  United  States  Steel  Corporation  at  its  organization  would 
be  excessive.    At  15  cents  per  ton  the  estimated  700,000,000  tons  of 

^  ItaUcs  by  Bureau.  It  is  possible  that  this  statement  had  reference  to  Minnesota  ore 
properties  only  and  did  not  apply  to  the  old  range  ores  of  Michigan,  but  since  the  great 
bulk  of  the  Corporation's  ore  was  in  Minnesota  this  is  not  an  important  matter. 
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ore  controlled  by  the  Steel  Corporation  (including  fee  property  and 
leaseholds)  would  have  been  worth  $105,000,000  to  the  fee  owners, 
and,  of  course,  less  than  this  for  the  interest  of  the  Steel  Corpora- 
tion therein,  because  it  owned  only  a  part  of  this  tonnage  in  fee.  In 
the  same  way^  at  an  average  valuation  of  10  cents  per  ton,  the  value 
of  this  ore  body  to  the  fee  owners  would  have  been  $70,000,000,  and 
at  5  cents  a  t<Hi  $35,000,000. 

These  estimates  do  not  allow  for  improvements  to  mining  proper- 
ties; that  is,  for  the  investment  in  opening  up  the  mines  (such  as 
stripping  the  overburden,  the  construction  of  shafts,  galleries,  etc.), 
and  in  mining  structures  and  equipment.  The  total  book  investment 
of  the  Steel  Corporation's  subsidiary  'companies  in  such  improve- 
ments in  April,  1901,  was  about  $9,000,000.  Taking  the  value  of  the 
ore  in  the  ground  at  an  average  of  5  cents  per  ton,  the  total  value  of 
the  ore  property  to  the  fee  owners  in  1901,  including  this  investment 
in  improvements,  would  have  been  about  $44,000,000.  Allowing  10 
cents  per  ton  for  the  ore  and  again  adding  the  improvements,  the 
total  value  would  have  been  about  $79,000,000. 

These  calculations,  as  just  stated,  however,  do  not  indicate  the 
value  of  this  ore  property  to  the  Steel  Corporation  for  the  reason 
that  only  a  portion  of  its  holdings  were  owned  in  fee,  that  portion 
having  been  estimated  at  only  one-half  the  total.  It  is  unnecessary 
to  complete  the  present  computation  by  making  an  adjustment  on 
account  of  leasehold  properties,  because  the  second  and  third  methods 
of  valuation  of  the  entire  property  presented  in  the  following  sec- 
tions afford  a  much  more  satisfactory  basis  for  arriving  at  definite 
conclusions.  But  it  should  be  clearly  understood  that  the  value  of  the 
Corporation's  interest  in  this  ore  would  be  considerably  reduced  if 
allowance  were  made  for  the  fact  that  much  of  its  ore  was  simply 
leased.  (See  note,  p.  231.)  It  is,  however,  worth  noting  that  even 
if  the  Steel  Corporation  had  owned  the  entire  700,000,000  tons  of  its 
ore  in  fee  the  total  value  at  the  extreme  figure  reported  by  well-in- 
formed mining  interests  as  late  as  1909 — 15  cents  per  ton — and 
including  improvements,  would  have  been  only  $114,000,000. 

Section  11.    Value  of  Steel  Corporation's  ore  property  as  indicated  by 
prices  paid  by  the  Corporation  for  certain  parcels  of  its  ore. 

The  second  method  of  determining  the  value  of  the  Steel  Corpora- 
tion's ore  holdings  is  based  upon  the  prices  paid  by  the  Corporation 
itself  for  some  of  its  principal  ore  properties.  As  already  pointed 
out,  most  of  the  ore  property  acquired  by  the  Steel  Corporation  at 
or  about  the  time  of  its  organization  was  not  bought  separately,  but 
was  included  with  other  prc^rty  acquired  by  the  purchase  of  capi- 
tal stocks  of  the  constituent  concerns.    In  most  such  purchases  there 
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apparently  was  no  appraisal  of  the  different  classes  of  property,  and 
no  allotment  of  any  specific  part  of  the  purchase  price  to  cover  the 
ore.  In  some  cases,  however,  it  is  possible  to  determine  approximately 
the  portion  of  the  purchase  price  which  may  fairly  be  considered  as 
paid  for  the  ore  property  by  itself. 

In  making  any  such  study  of  indicated  prices  for  ore  property 
which  the  Steel  Corporation  paid  for  in  its  own  securities,  it  is  im- 
perative to  bear  in  mind  that  the  valuations  thus  arrived  at  are  al- 
most certain  to  be  excessive.  The  analysis  of  property  valuations 
given  in  Chapter  II  clearly  indicates  that  the  Steel  Corporation 
issued  its  securities  at  a  rate  far  in  excess  of  the  market  value  of  the 
tangible  property  acquired,  and  that  this  was  also  almost  invariably 
true  of  the  constituent  concerns  themselves.  In  the  case  of  most  of 
the  constituent  concerns  the  evidence  indicates  that  the  par  value 
of  the  preferred  stock  alone  represented  the  full  value  of  the  prop- 
erty acquired.  However,  in  most  cases  the  market  value  of  the  pre- 
ferred and  common  stock  taken  together  (even  though  the  common 
stock  frequently  sold  at  only  a  small  fraction  of  the  par  value)  was 
usually  considerably  in  excess  of  the  par  value  of  the  preferred  alone. 
In  other  words,  the  mere  combining  of  such  properties  imparted  a 
value  to  them  collectively  which  exceeded  their  aggregate  value  oper- 
ating separately  and  in  competition  with  one  another.  This  increase 
in  valuation  merely  as  a  result  of  consolidation,  while  partly  due  to 
economies  effected  thereby,  must  in  a  measure  be  regarded  as  the 
result  of  monopolistic  or  concentrated  control.  Similarly,  the  market 
value  of  the  Steel  Corporation's  securities  was  from  the  start  very 
greatly  in  excess  of  the  combined  market  valuation  of  the  securities 
of  the  constituent  companies.  (See  p.  242.)  This  is  chiefly  because 
merger  and  monopolistic  values  were  created  by  the  formation  of  the 
Steel  Corporation  which  were  reflected  in  the  market  value  of  the 
securities  issued  for  the  properties  acquired.  Therefore,  the  price 
paid  by  the  Steel  Corporation  in  its  own  securities,  even  when  re- 
duced to  the  basis  of  market  value,  exaggerates  the  real  value  (apart 
from  merger  value)  of  the  property  acquired  thereby.  A  study  of 
values  by  this  method  is  nevertheless  of  service,  since  the  resulting 
valuation  arrived  at  must  be  regarded  as  fixing  a  maximum  figure  for 
this  portion  of  the  ore  property. 

Pi^RCHASE  OF  Lake  Superior  Consolidated  Iron  Mines. — A  cal- 
culation of  the  value  of  the  Corporation's  ore  property  may  be  made 
in  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  which,  as 
already  shown,  had  enormous  ore  holdings  in  the  Lake  region,  aside 
from  an  extremely  valuable  ore  railroad.  Its  ore  holdings  were  oflB- 
cially  stated  in  1901  (see  p.  204)  at  from  300,000,000  to  upward  of 
400,000,000  tons,  and  probably  constituted  two-fifths  of  the  total  of 
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the  Steel  Corporation  at  that  time,  and  perhaps  more.*  Furthermore, 
many  of  the  mines  of  the  Lake  Superior  Consolidated  concern  were 
exceptionally  well  located  and  contained  ore  of  very  high  grade. 
The  quality  of  the  ore  properties  of  this  company  as  a  whole  was 
certainly  equal  to  the  average  quality  of  all  the  ore  properties  ac- 
quired by  the  Steel  Corporation,  while  the  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Corpo- 
ration- By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  approximate  valuation, 
or  at  least  a  maximum  valuation,  of  the  entire  holdings  of  the  Cor- 
l)oration. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpo- 
ration issued,  roughly,  $39,700,000  of  its  preferred  stock  (par  value) 
and  a  like  amount  of  its  common  stock,  or  a  total  of  $79,400,000  (par 
value)  for  $29,413,905  of  the  stock  of  the  Lake  Superior  Consolidated 
Iron  Mines.  The  average  price  of  the  preferred  stock  of  the  Steel 
Corporation  during  the  first  year  of  its  existence  was  94  and  the 
average  price  of  the  common  44.  On  this  basis  the  amounts  of  United 
States  Steel  stock  issued  for  the  Lake  Superior  Consolidated  prop- 
erty would  have  been  worth  approximately  $55,000,000.  While  this 
was  substantially  the  amount  obtainable  by  the  vendors,  it  imdoubt- 
edly  far  exceeded  any  price  which  the  purchasers  would  have  been 
willing  to  pay  in  actual  cash.  Moreover,  as  just  shown,  such  prices 
in  securities,  even  when  reduced  to  the  basis  of  actual  market  value, 
undoubtedly  include  what  was  in  effect  a  premium  paid  to  get  greater 
control  of  the  ore  situation,  and  thus  exaggerate  a  fair  market  valua- 
tion of  the  property  if  sold  under  ordinary  competitive  conditions. 

If  the  property  of  the  Lake  Superior  Consolidated  Iron  Mines 
had  consisted  exclusively  of  ore,  this  figure  of  $55,000,000  would, 
of  course,  represent  the  cash  equivalent  amount  received  therefor. 
However,  in  additicwi  to  its  ore  the  Lake  Superior  Consolidated  Iron 
Mines  owned  $2,512,500  capital  stock  and  $2,305,000  bonds  of  the 
Duluth,  Missabe  and  Northern  Railway,  or  a  total,  par  value,  of 
$4,817,500.  As  pointed  out  in  the  analysis  of  this  railroad  property 
(p.  192),  there  is  reason  to  assume  that  these  securities  were  sub-^ 
stantially  covered  by  tangible  value  alone,  while  the  high  earning 
power  of  the  road  undoubtedly  gave  the  stock  a  value  well  in  excess 
of  the  value  of  the  tangible  assets  back  of  it.  Its  average  earnings 
in  1900  and  1901  were  at  the  rate  of  over  50  per  cent  on  its  capital 
stock.  Furthermore,  this  railroad,  on  June  30,  1901,  reported  a 
surplus  of  $3,595,500.  The  surplus  of  the  road  on  April  1,  1901, 
when  the  Steel  Corporation  was  organized,  has  been  assumed  at 

^  It  may  be  i)ofiited  out  that  a  computation  by  the  Corporation  In  1908  placed  the  total 
amoont  of  ore  of  the  Lake  Superior  Consolidated  Iron  Mines  on  April  1,  1901,  at  about 
487,000,000  tons.  Since»  however,  this  estimate  was  prepared  by  working  backward  from 
the  estimated  reserre  in  1908,  the  Bureau  has  used  the  lower  estimates  previously  made. 
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$3,000,000  as  undoubtedly  a  conservative  figure.  The  further  fact 
should  be  noted  that  this  railroad  company  had  long-term  contracts 
for  the  transportation  of  the  ore  taken  from  the  Lake  Superior  Con- 
solidated company's  mines.  The  ore  rate  on  this  road  was  so  high 
as  to  insure  a  liberal  profit  on  its  transportation.^  Furthermore,  it 
was  altogether  probable  that  the  volume  of  the  ore  business  would 
increase  in  the  future  with  the  expansion  of  the  iron  and  steel  in- 
dustry. 

It  can  not  reasonably  be  doubted  that  the  Steel  CorpcHration,  in 
fixing  a  price  on  the  Lake  Superior  Consolidated  Iron  Mines  as  a 
whole,  was  influenced  by  the  great  earning  power,  present  and  pros- 
pective, of  this  railroad  property  and  the  great  advantage  of  con- 
trolling it  In  order,  however,  not  to  underestimate  the  value  of  the 
ore,  the  value  of  the  railroad  property  will  be  assumed  at  only  the 
par  of  the  securities  owned  by  the  Lake  Superior  Consolidated  Iron 
Mines  plus  $3,000,000,  for  surplus,  or  a  total  of  $7,817,500. 

Since  it  is  obviously  impossible  to  say  how  much  the  purchasers  of 
the  Lake  Superior  Consolidated  Iron  Mines  would  have  been  willing 
to  pay  for  the  railroad  alone  and  how  much  for  the  ore  property,  it 
has  been  assumed  that  that  portion  of  the  Lake  Superior  Consoli- 
dated Iron  Mines  stock  which  may  be  considered  as  representing  its 
investment  in  the  railroad  property  was  this  amount  of  $7,817,500 
and  that  this  railroad  property  and  the  ore  property  received  the 
same  terms,  viz,  $136  in  United  States  Steel  preferred  and  $135  in 
United  States  Steel  common  stock  for  each  $100  par  value  of  Lake 
Superior  Consolidated  stock.  This  assumption  is  reasonable  in  view 
of  the  enormous  earning  power  of  the  road  and  the  greatly  increased 
control  of  the  ore  Mtuation  which  would  result  to  the  Steel  Corpora- 
tion from  its  acquisition.  Since  the  par  value  of  the  railroad  securi- 
ties owned  by  the  Lake  Superior  Consolidated  Iron  Mines,  namely, 
$4,817,500  plus  $3,000,000  for  surplus,  amounted  to  $7,817,500,  the 
total  stock  of  the  Steel  Corporation  which  may  be  regarded  as  issued 
for  this  railroad  property  would  have  been  135  per  cent  of  this 
amount  in  common  and  in  preferred,  or  $10,563,625,  par  value,  of 
each  class.  The  Steel  Corporation  issued  in  all  $39,708,771  of  each 
class  of  its  stock  to  acquire  $29,413,905  stock  of  the  Lake  Superior 
Consolidated  Iron  Mines  (this  being  the  entire  issue  then  outstand- 
ing except  $10,689).  It  follows  on  the  above  assumption,  therefore, 
that  the  amount  issued  for  the  ore  property  alone  may  be  considered 
as  the  difference  between  this  total  amount  and  the  amount  issued  for 
the  railroad  property,  or  $29,155,146  of  each  class. 

At  the  average  prices  of  the  stocks  of  the  Steel  Corporation  during 
the  first  year  after  its  organization  (94  for  the  preferred  and  44  for 
the  common),  the  preferred  stock  here  assumed  to  have  been  issued 
for  the  ore  property  would  have  been  worth  $27,405,837,  and  the 
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common  stock  $12,828,264,  a  total  of  $40,234,101.  This  total  may  be 
considered  as  substantially  the  amount  obtained  (or  obtainable  if 
they  sold  their  United  States  Steel  stock)  by  holders  of  the  Lake  Su- 
perior Consolidated  Iron  Mines  stock  for  their  ore  property.  It 
should  be  repeated  that  this  valuation  must  be  considered  as  a  maxi- 
mum limit  and  probably  distinctly  excessive.  As  just  shown,  each 
$100  par  value  of  the  stock  of  the  Lake  Superior  Consolidated  con- 
cern received  $135  in  United  States  Steel  preferred,  and  $136  in  com- 
mon stock,  a  total  of  $270  at  par,  the  market  value  of  which  was  $186 
(based  on  the  average  prices  for  a  year),  whereas  during  the  late  nine- 
ties the  stock  of  the  Lake  Superior  Consolidated  company  had  fre- 
quently sold  at  very  much  below  par  and  apparently  had  not  sold 
above  $75  per  share  up  to  the  close  of  1900.  It  should  be  taken  into 
account  that  the  scattered  transactions  in  the  stock  in  1900  (particu- 
larly in  view  of  the  fact  that  the  company  had  neither  paid  dividends 
nor  published  annual  reports)  may  not  have  fairly  represented  its 
real  value.  It  is  incredible,  however,  that  the  great  increase  in  price 
represented  by  the  terms  on  which  the  stock  was  purchased  by  the 
Steel  Corporation  can  be  explained  on  the  ground  that  the  value 
of  the  property  had  not  previously  been  recognized.  Instead,  a  large 
part  of  this  great  increase  in  market  valuation  must  be  attributed  to 
the  fact  that  the  vendors  were  in  a  position  to  dictate  their  own  terms 
and  that  the  purchasers  were  willing  to  pay  an  excessive  price 
because  of  the  control  of  ore  and  transportation  thereby  secured. 

The  average  prices  per  ton  for  oi^  indicated  by  this  total  price  of 
$40^234,000  for  the  Lake  Superior  Consolidated  ore  property  are  as 
follows : 

■ 

Indicated  amount  received  for  ore  property  of  Lake  Superior  Con- 
solidated Iron  Mines  ( leaseholds,  fee  mines,  and  improvements).  |40, 234, 000 

On  basis  of  300,000,000  tons  this  equals cents  per  ton—  13. 4 

On  basis  of  400,000,000  tons  this  equals do 10. 0 

These  indicated  prices  per  ton  are  not  simply  the  prices  of  ore  and 
leaseholds  alone,  since  the  total  price  on  which  these  computations  are 
based  included  improvements  to  mining  property  as  well.  It  should 
be  kept  in  mind  that  the  proportion  of  fee  holdings  of  the  Lake  Su- 
peror  Consolidated  concern  to  its  total  ore  property  appears  to  have 
been  larger  than  that  for  the  entire  ore  property  of  the  Steei  Cor- 
poration, so  that  for  this  reason  also  results  obtained  from  the  use  of 
these  figures  for  this  particular  purchase  are  rather  too  liberal  to  the 
value  of  the  Corporation's  investment  in  ore.  Thus  almost  the  entire 
ore  holdings  of  the  Carnegie  interests  were  in  the  form  of  leases  and 
not  owned  in  fee. 

Taking  the  average  value  per  ton  indicated  above  by  using  the 
minimum  estimate  of  tonnage  (300,000,000  tons) — ^that  is,  the  average 
')f  13.4  cents  per  ton — ^the  indicated  value  of  the  entire  ore  property  of 
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the  Corporation  (700,000,000  tons),  if  purchased  on  the  same  terms, 
would  have  been  approximately  $94,000,000,  this  including  fee  prop- 
erties, leaseholds,  and  improvements.  On  the  basis  of  10  caits  per 
ton  (indicated  by  the  use  of  an  estimate  of  400,000,000  tons  for  the 
Lake  Superior  Consolidated  ore  holdings) ,  the  indicated  value  of  the 
entire  property  would  have  been  only  $70,000,000. 

It  should  be  repeated  that  the  valuations  of  the  entire  ore  property 
of  the  Corporation  in  1901  arrived  at  by  this  method  probably  exag- 
gerate a  fair  valuation  at  that  time,  since  they  are  based  upon  a  price 
paid  for  a  portion  of  the  total,  which  has  been  shown,  for  several 
reasons,  to  have  been  excessive. 

PuBCHASE  OF  Union-Sharon  ORE  pROPE»TiE8. — Some  further  light 
upon  the  value  of  ore  in  the  ground  is  furnished  by  the  terms  on 
which  the  United  States  Steel  Corporation  acquired  the  properties 
of  the  Union  and  Sharon  steel  companies.  These  concerns  were  pur- 
chased in  the  latter  part  of  1902,  payment  being  made  through  the 
guarantee  of  bonds  issued  against  these  properties.  The  total  ore 
tonnage  acquired  in  this  transaction  was  officially  estimated  in  the 
annual  report  of  the  Steel  Corporation  for  1902  at  "  approximately 
40,000,000  tons."  This  substantially  agrees  with  estimates  by  trade 
authorities  which  placed  the  ore  reserves  of  the  Sharon  Steel  Com- 
pany at  about  21,000,000  tons  and  those  of  the  Union  Steel  Company 
at  about  20,000,000  tons. 

For  the  Sharon  mining  property  the  Steel  Corporation  paid,  ac- 
cording to  its  own  figures,  $4,400,000.  This  mine  was  acquired  ii\ 
fee,  so  that  based  upon  an  estimate  of  20,000,000  tons,  the  average  cost 
to  the  Steel  Corporation  was  22  cents  per  ton. 

For  the  Union  Steel  Company's  ore  properties,  which  included  the 
Penobscot  mine,  owned  in  fee,  and  the  Donora  and  Sweeney  mines, 
which  were  merely  leased,  the  Steel  Corporation  paid  $4,150,567.  On 
the  basis  of  say  20,000,000  tons,  the  average  cost  per  ton — treating  fee 
and  leased  ore  as  a  unit — would  be  about  20J  cents.  Had  it  all  been 
acquired  in  fee,  it  is  fair  to  assume  that  the  total  cost  would  have 
been  somewhat  greater  than  the  figure  above  given,  which  represents 
the  price  paid  for  that  portion  of  the  ore  bought  in  fee  plus  what 
was  practically  only  a  bonus  for  the  right  to  mine  ore  from  the  other 
mine^  at  a  royalty. 

The  above  prices  included  payment  for  some  construction  work 
and  mining  improvements. 

These  prices  are  considerably  above  the  average  prices  indicated 
in  the  preceding  discussion.  However,  the  price  paid  for  these  ore 
properties  admittedly  represented  a  substantial  profit  to  the  vendors. 
President  Schwab,  of  the  Steel  Corporation,  in  the  annual  report 
for  1902,  said  of  this  Union-Sharon  purchase  that  the  acquisition 
was  effected  ''  on  the  basis  of  actual  cost  of  the  properties  to  the 
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vendors,  except  as  to  certain  ore  and  coal  property  and  other  lands, 
and  as  to  them  on  a  basis  not  exceeding  actual  present  value.'^ 

In  another  official  statement  Chairman  Gary  stated  that  the  profit 
of  the  vendors  in  the  transaction  arose  solely  from  their  profit  in  oper- 
ating their  plants  to  the  date  of  purchase  and  in  the  increased  value 
of  their  ore,  coal,  and  real  estate  which  had  been  purchased  some  time 
previously. 

In  the  case  of  the  Sharon  Steel  Company,  this  profit  was  an  ex- 
ceedingly liberal  one.  Its  Sharon  mine,  as  previously  stated,  origi- 
nally cost  (in  1900)  only  about  $150,000.  This  sum  covered  the  entire 
ore  tonnage  of  the  Sharon  concern,  so  that  after  allowing  for  the  mod- 
erate expenditure  for  improvements  to  the  mine,  the  profit  on  this 
sale  apparently  was  in  the  neighborhood  of  $4,000,000.  Of  course, 
the  mine  at  the  time  it  was  purchased  by  the  Steel  Corporation  was 
worth  very  much  more  than  the  Sharon  Steel  Company  had  origin- 
ally paid  for  it,  since  the  extent  of  the  deposit  proved  to  be  far  in 
excess  of  the  original  expectations. 

A  further  point  to  emphasize  in  all  this  discussion,  however,  is 
that  the  liberal  price  for  this  Sharon  property  was  paid  more  than 
eighteen  months  after  the  organization  of  the  United  States  Steel 
Corporation,  during  which  interval  the  value  of  iron  ore  lands  had 
enhanced,  partly,  no  doubt,  because  of  the  obvious  policy  of  the 
Corporation  and  of  other  large  steel  concerns  to  extend  their  hold- 
ings of  ore  property.  Despite  these  conditions,  the  price  paid  for  the 
Sharon  mine  figures  out  only  about  22  cents  per  ton. 

A  still  more  important  matter  is  that  the  price  paid  for  the  Union- 
Sharon  properties  as  a  whole  was  influenced  by  the  fact  that  the 
Steel  Corporation  by  this  purchase  removed  what  threatened  to  be 
a  troublesome  and  powerful  competitor  from  the  field.  As  shown 
later,  the  interests  back  of  the  Union-Sharon  concern — among  whom 
was  H.  C.  Frick — ^were  very  strong  and  aggressive.  Since  the  manu- 
facturing properties  of  the  Union  and  Sharon  steel  companies  were 
admittedly  paid  for  only  on  a  cost  basis,  it  follows  that  any  payment 
thus  made  with  a  view  to  removing  competition  really  went  into  the 
price  paid  for  ore  property  and  other  natural  resources;  most  of  it 
went  against  the  ore.  (See  p.  283.)  Therefore,  the  price  nominally 
paid  for  the  ore  was  in  reality  paid  both  for  the  ore  and  the  elimina- 
tion of  competition,  and  can  not  properly  be  calculated  as  for  the  ore 
alone.  The  fact  that  in  the  face  of  all  these  conditions  the  price  paid 
for  the  fee  of  this  Sharon  mine  at  the  close  of  1902  was  only  about  22 
cents  per  ton  indicates  that  the  valuation  of  13.4  cents  per  ton  in- 
dicated by  the  discussion  of  the  Lake  Superior  Consolidated  pur- 
chase, which  covered  a  large  amount  of  leased  ore,  is  at  least  suffi- 
ciently high  to  represent  an  average  for  the  entire  ore  property  of 
Uie  Corporation  in  April,  1901. 
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Section  12.  Value  of  fee  ore  as  indicated  by  calcnlationB  of  *' present 
worth  "  of  royalties  on  leased  ore. 

A  third  method  of  estimating  the  value  of  the  fee  ore  property  of 
the  Steel  Corporation  in  1901  is  to  compute  the  present  worth  at  that 
time  on  the  basis  of  royalties  paid  for  leased  ore. 

As  already  explained  on  page  205,  in  the  case  of  mining  leases 
the  operator  (the  lessee)  does  not  acquire  the  ownership  of  the  min- 
ing property,  but  simply  acquires  the  right  to  mine  the  ore  at  his 
own  expense  in  consideration  of  a  certain  stipulated  royalty  charge 
per  ton,  payable  as  the  ore  is  mined  and  shipped.  It  may  be  repeated 
that  the  value  of  such  a  leasehold  is  not  measured  by  such  royalty 
charge,  but  instead  by  the  premium  or  bonus  at  which  the  royalty 
contract  could  be  transferred  to  another  party.  At  the  time  when 
such  a  lease  is  originally  made  the  royalty  would  ordinarily  represent 
the  full  market  value  of  the  mining  privilege ;  that  is  to  say,  the  fee 
owner  of  ore  would  not  ordinarily  lease  an  ore  deposit  at  a  royalty 
of  25  cents  per  ton  if  the  going  rate  of  royalty  on  similar  deposits 
in  the  same  vicinity  was  any  higher.  Therefore,  if  the  original  lessee 
decided  at  once  to  sublease,  ordinarily  he  would  find  that  his  lease- 
hold had  no  transfer  value.  An  exception  to  this  might  occur  in 
cases  where  the  rate  of  royalty  was  arbitrarily  determined,  as  in  the 
case  of  Minnesota  State  leases,  which  have  been  made  at  a  uniform 
rate  of  25  cents  per  ton,  regardless  of  the  probable  quality  and  avail- 
ability of  the  ore.  Moreover,  royalty  contracts  made  under  ordinary 
conditions  and  originally  having  no  transfer  value  frequently  possess 
such  a  value  at  a  subsequent  date.  This  may  be  due  to  developments 
either  in  the  mine  itself,  or  in  general  conditions  of  the  mining  busi- 
ness, which  make  it  possible  to  dispose  of  the  leasehold  at  an  ad- 
vance or  premium  over  the  royalty  payable.  Such  a  premium  usually 
takes  the  form  of  a  cash  bonus ;  it  may,  however,  be  expressed  in  an 
additional  or  increased  royalty  paid  by  the  sublessee  to  the  prior 
lessee. 

Where  such  a  bonus  is  paid  for  an  unimproved  ore  property,  it 
represents  the  equity  value  in  the  ore  itself.  In  the  case  of  an  im- 
proved mine,  however,  the  bonus  is  often  paid,  either  wholly  or  in 
part,  on  account  of  such  improvements,  as,  for  instance,  shafts,  or 
stripping  of  the  overburden  from  the  ore  body.  However,  in  this 
case,  the  bonus  would  represent  the  full  transfer  value  of  the  lease- 
hold at  the  time. 

In  cases  where  a  lease  is  transferred  or  sublet  in  consideration  of 
an  increase  in  royalty  the  transfer  value  of  the  leasehold  may  be 
calculated  from  such  additional  royalty  by  the  discount  method  in 
the  manner  explained  below.  (See  pp.  217-219.)  But  such  addi- 
tional royalty,  of  course,  does  not  indicate  any  value  for  the  lease- 
hold of  the  sublessee,  because  he  must  be  assumed  to  have  agreed  to 
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pay  a  royalty  equal  to  the  full  market  rate,  so  that  he  could  not 
immediately  transfer  his  leasehold  at  any  advance  over  what  he  had 
himself  agreed  to  pay.  In  such  a  case  the  sublessee  has  no  transfer- 
able interest  or  asset  of  appreciable  value  in  the  ore  property.  In 
other  words,  a  royalty  payable  does  not  represent  an  asset  or  Invest- 
ment to  the  lessee  paying  it.  The  interest  or  equity  of  such  lessee 
ih  simply  the  price  or  consideration  at  which  he  could  transfer  his 
leasehold  to  another  party,  either  by  obtaining  a  cash  bonus  or  an 
advanced  royalty  over  and  above  that  which  he  himself  has  con- 
tracted to  pay  to  the  fee  owner  or  to  the  prior  lessee ;  that  is,  as 
already  explained  (see  p.  205),  a  royalty  payable  represents  an 
expense  or  operating  cost  to  the  lessee.  Therefore,  in  computing 
the  assets  of  a  mining  company  operating  a  leasehold,  it  would  be 
entirely  wrong  to  multiply  the  estimated  tonnage  in  the  ground  by 
the  rate  of  royalty  payable,  although  this  has  frequently  been  done 
in  such  calculati(His.^ 

While  such  equity  of  a  lessee  may  be  expressed  either  by  a  cash 
bonus  or  an  advanced  royalty,  the  cash  bonus  is  by  far  the  most  com- 
mon method,  and  for  this  reason^  as  well  as  for  clearness  and  con- 
venience, in  the  following  discussion  such  transfer  value  of  a  lease- 
hold will  be  referred  to  as  a  cash  bonus  value. 

While,  however,  the  royalty  payable  does  not  in  any  way  measure 
the  value  of  the  interest  of  the  lessee  in  the  ore,  nevertheless,  as  shown 
below,  it  may  be  used  as  a  basis  for  calculating  the  current  market 
value  of  the  ore  to  the  owner  of  the  unencumbered  fee.  The  principle 
is  as  follows :  If  all  the  ore  in  a  mine  were  mined  in  a  single  year,  the 
royalty  per  ton,  multiplied  by  the  total  tonnage  extracted  (plus  any 
bonus  for  ore  as  distinct  from  improvements) ,  would  represent  the 
approximate  total  value  of  the  ore  in  the  ground  to  the  fee  owner, 
but  since  the  ore  is  taken  out  gradually  year  by  year  the  present  value 
of  tfie  royalty  is  reduced  according  to  the  length  of  time  that  the  ore 
remains  in  the  ground,  for  royalty  payments  (except  as  to  any  stipu- 
lated minimum)  are  made  only  as  the  work  of  extraction  and  ship- 
ment proceeds.  Obviously,  the  present  worth  of  the  royalty  for  the 
output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for  the 
same  amount  of  production  in  the  current  year,  first,  because  the  lessor 
(i.  e.,  the  owner  of  the  ore)  does  not  receive  payment  therefor  until 
the  ore  is  produced  and  shipped,  such  payment  having  a  present  value 
determined  by  the  principles  of  discount,  and,  second,  because  he  is 
meanwhile  exposed  to  various  risks  attendant  on  the  progress  of  min- 
ing the  ore,  which  tends  of  course  to  enhance  the  rate  of  discount. 
Therefore  the  fee  owner  naturally  would  be  willing  to  sell  his  mine  at 

^  Sach  a  method  of  calculating  the  Investment  In  an  ore  property  is  not  only  absurd  for 
the  reasons  just  given,  but  also  for  the  further  reason  that  it  takes  no  account  of  the 
necessity  of  determining  the  '*  present  worth  "  or  discounted  value  of  the  royalty. 
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The  table  shows  that  the  average  rate  of  royalty  on  the  Mesabi 
Range  in  1902  was  Exactly  25  cents  per  ton,  that  for  1903  being  only 
slightly  higher.  Royalties  on  the  old  ranges  were  somewhat  higher, 
the  average  for  these  ranges  combined  being  31.8  cents  per  ton  in  1902 
and  33  cents  per  ton  in  1903. 

Combining  the  figures  for  all  ranges,  for  the  year  1902  the  average 
royalty  was  28  cents  and  for  1903  it  was  28.3  cents  per  ton. 

It  might  be  argued,  however,  that  these  averages  would  not  be  a 
fair  indication  of  the  royalties  obtainable  in  1901  had  all  the  Cor- 
poration's leaseholds  been  on  the  market  Undoubtedly  some  of  the 
best  mines  of  the  Steel  Corporation  already  under  lease  in  1901  at 
royalties  of  about  25  cents  per  ton  could  have  been  leased  at  higher 
figures  had  they  then  been  offered  for  transfer.  On  the  other  hand, 
some  of  the  older  mines  were  nearly  worked  out,  and  probably  could 
not  have  been  leased  at  even  the  original  royalties.  Again^  many 
properties  acquired  by  the  constituent  concerns  of  the  Steel  Corpora- 
tion in  1899  and  1900  contained  ore  of  rather  low  grade.  It  is  prob- 
able that  some  of  these  lower-grade  mines  had  not  been  fully  de- 
veloped, and  thus  are  not  fully  reflected  in  the  actual  royalty  aver- 
ages for  1902  above  given.  It  would  therefore  be  a  very  serious  error 
to  assume  that  the  royalties  at  which  a  few  of  the  choicest  ore  prop- 
erties of  the  Steel  Corporation  might  have  been  re-leased  in  1901 
would  represent  a  fair  average  value  of  all  leases  in  effect  at  that 
date. 

Very  convincing  evidence  of  this  is  found  in  the  fact  that  desirable 
mines  were  leased  at  substantially  the  average  royalties  above  shown 
for  some  time  after  the  Steel  Corporation  was  organized.  A  fair 
idea  of  the  rates  of  royalty  and  bonus  payments  in  new  leases  entered 
into  during  the  period  from  1900  to  1902  is  given  by  the  following 
table  compiled  from  data  furnished  by  Dwight  E.  Woodbridge.  a 
mining  engineer  of  Duluth,  Minn.,  and  an  authority  on  Lake  ore 
matters : 
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Tabli  20.— royalty  AND  BONUS  PAYMENTS  IN  TRANSFERS  OP  VARIOUS  LEASES 
OF  IRON  ORB  MINES  IN  THE  LAKE  REGION,  1900-1902. 

(Original  data  foniished  by  Dwight  E.  Woodbridgc,  of  Duluth,  Minn.    (Computations  by  Bureau.] 


Mine. 


Character  of  ore. 


Per 
cent 
iron. 


Per 

cent 

ph09* 

phorus. 


Albany 
Tpoy... 


A^new  No.  1 . 
Ajmew  No.  2. 

Bnmt 

Crosby 

CroxtOD 

Cypress 

Elisabeth.... 
njnm- 


Hawkins. 


Iroquois 

Jordan 

I^ora 

WiztnlfrBd . . . 

Lestonia 

Milter 

Prindle 

Snyder 

Sweeney 

Sasqnehanna 

Utka 

Webb 


Total 


58.07 
57.10 
61.50 
57.90 
57.78 
56.00 
00.00 
61.11 
56.63 
56l50 
58.00 

to 
50.00 
57.06 
02.01 
60.15 
62.09 
59.00 
6a  82 
59.48 
67.00 
60.40 
60.50 
60.00 
5&08 


Esthuatod 

tonnage  in 

deposit. 


aOTl 


.060 
.055 
.047 

(•) 
.060 

.068 

.070 

.068 

.043 

to 

.060 

.066 

.063 

.060 

.055 

.060 

.063 

.068 

.068 

.068 

.055 

.065 

.082 


4,945,000 

4,516,000 
8,500,000 
2,600,000 
2,400,000 
4.250,000 
1.970,000 
11,800,000 
1,680,000 

^15,000,000 

2,450,000 
1,570,000 
180,000 
800,000 
4,516,000 
2,450,000 
3,027,000 
6,000,000 
2,000,000 
5,000,000 
2,550,000 
8,450,000 


Cash 
bonus. 


$150,000 

150,000 

250,000 

60,000 


60,000 

(*) 
350,000 

50,000 
525,000 

(•) 
120,000 

60,000 

40,000 
50,000 
200,000 
110,000 
100,000 
250,000 
150,000 
280,000 


Bonus 
per  ton. 


0.03 

.03 
.03 
.02 


.01 


.03 
.03 

.04 


96,644,000 


2,955,000 


.08 

.06 

.01 
.02 
.07 
.02 
.06 
.06 
.06 
.03 


.0306 


Addi- 
tional 
royal- 
ty.! 


royal- 
ty. 


ao7 


0.25 

.25 
.25 
.25 
.20 
>.20 
.39 
.25 
.35 

.20 

.25 
.20 


I  :»]- 


.10 


.38 
.25 
.25 
.20 
.35 
.25 
.25 
.25 


.2528 


*  As  part  of  bonus. 

*  No  Umit  stated. 

*  Royalty  on  production  of  100,000  tons  or  more  per  annum.    Royalty  on  a  production  of  25,000  tons  per 
nmum,  25  cents;  on  50,000  tons  and  less  than  100,000  tons  per  annum,  22}  cents. 

<  No  porcbase  price. 

^  Royalties  to  the  amount  of  850,000  advanced  hi  lieu  of  cash  bonos. 

The  highest  royalty  given  in  the  table  is  39  cents  per  ton,  and  the 
next  highest  38  cents  (in  which  case  there  was  a  bonus  of  about  1 
cent  per  ton).  On  the  other  hand,  there  were  several  leases  at  20 
cents  per  ton  royalty,  with  only  small  bonus  payments.  The  aver- 
age royalty  for  the  23  mines,  it  will  be  seen,  was  almost  exactly 
2;>.3  cents;  the  average  bonus  was  3  cents.  Nearly  all  these  mines 
were  on  the  Mesabi  Range,  The  close  agreement  of  this  average 
royalty  for  new  leases  with  the  1902  average  computed  by  the  Bureau 
for  that  range,  as  given  on  page  219,  is  striking. 

It  should  be  noted  that  many  of  the  mines  listed  in  Table  20  were 
de^rable  properties,  the  ore  showing  a  very  high  iron  content,  while 
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the  percentage  of  phosphorus — the  presence  of  which  in  any  large 
quantity  is  undesirable — was  frequently  low. 

In  addition  to  these  leases  reported  by  Mr.  Woodbridge,  mention 
should  be  made  of  the  lease  of  the  Chemung  and  Monroe  properties 
in  1902,  by  the  Shenango  Furnace  Company,  both  of  which  were 
taken  at  a  royalty  of  only  25  cents  per  ton  (although  later  trans- 
ferred to  the  Steel  Corporation  on  a  substantially  higher  basis),  and 
the  Shenango  mine  at  a  royalty  of  20  cents  per  ton  and  a  bonus  of 
$500,000.  In  1902  the  Clairton  Steel  Company  leased  the  Little- 
Prindle  mine  at  a  royalty  of  35  cents  per  ton.  The  average  of  these 
figures  is  in  line  with  the  average  for  the  list  given  in  the  table. 

On  the  old  ranges  the jiumber  of  new  mines  opened  after  1900  was 
comparatively  small,  but  the  rates  of  royalties  on  new  leases  in  this 
district  were  substantially  in  harmony  with  the  averages  above  given 
for  those  ranges.  An  exceptional  instance  occurred  in  the  case  of 
the  Negaunee  mine,  which  was  leased  at  a  bonus  of  $1,500,000  over 
and  above  a  30-cent  royalty.  This  was  a  very  valuable  property  on 
which  a  great  deal  of  money  had  been  spent  in  improvements,  which 
undoubtedly  explains  in  considerable  measure  the  large  bonus.  It 
may  be  noted  that  the  royalty  itself,  without  the  bonus,  was  some- 
what less  than  the  average  royalties  for  old  range  mines,  shown  on 
page  219. 

An  exceptionally  high  bonus  was  also  paid  by  the  National  Steel 
Company  in  1899  for  the  Chapin  mine,  on  the  Menominee  Range,  in 
Michigan,  this  bonus  amounting  to  no  less  than  $5,000,000,  of  which 
$1,730,000  was  paid  in  cash,  the  remaining  $3,270,000  being  paid 
by  the  assumption  of  outstanding  indebtedness.  The  royalty,  how- 
ever, was  only  22^  cents  per  ton.  This  was  considerably  less  than 
the  going  rates  of  royalty  on  the  Menominee  Range  for  so  desirable  a 
property  as  the  Chapin  mine,  and  undoubtedly  explains  in  part  the 
unusually  high  bonus.  Again,  this  mine  had  been  brought  to  a 
high  state  of  development,  and  there  can  be  no  doubt  that  a  con- 
siderable part  of  the  bonus  represented  the  cost  of  improvements 
rather  than  the  ore  itself.  The  mine  was  an  exceptionally  large 
producer,  with  enormous  quantities  of  ore  in  reserve.  The  large 
bonus  is  partly  explained  by  these  considerations,  but  was  also  prob- 
ably due  in  part  to  the  fact  that  the  purchase  was  made  at  the  very 
height  of  the  steel  trade  boom  of  1809. 

The  preceding  evidence,  therefore,  indicates  that  the  average  rate 
of  royalty  in  the  Lake  Superior  region  in  1901  was  not  in  excess  of 
28  cents  per  ton,  and  that  this  figure  may  be  considered  as  repre- 
senting a  fair  average  for  all  leases  in  effect  at  that  time.  Table  20, 
alone,  indeed,  would  indicate  that  an  average  of  28  cents  was  large 
enough  to  cover  bonus  payments  also  so  far  as  the  Mesabi  Range  is 
concerned.  However,  an  allowance  for  bonus  payments  is  made 
later.    (See  p.  230.) 
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Of  course,  the  value  of  ore  has  not  remained  constant,  but  has 
shown  material  appreciation.  This  appreciation,  however,  has  un- 
questionably been  due  in  considerable  measure  to  the  great  concen- 
tration of  ore  properties  which  has  taken  place  in  the  last  ten  years. 
This  need  not  be  considered  in  this  discussion,  however,  since  the  fact 
that  owners  of  ore  property  were  ready  in  1901  (and  even  in  1902) 
to  lease  mines  freely  for  periods  of  -from  thirty  to  fifty  years  at  an 
average  royalty  of  not  over  28  cents  per  ton  warrants  making  calcu- 
hitions  of  the  "  present  value  "  in  1901  on  that  basis. 

Rate  of  intebest  for  discounting  ROYALTr. — ^The  rate  of  interest 
at  which  the  "  present  worth  "  of  an  ore  deposit  should  be  computed 
can  be  determined  within  reasonably  narrow  limits.  Obviously  the 
present  value  of  a  given  ore  deposit  increases  as  the  rate  of  interest 
decreases;  that  is,  if  the  ultimate  value  for  a  given  ore  deposit  were 
discounted  at  the  rate  of  6  per  cent,  the  indicated  present  worth  of  the 
deposit  would  be  greater  than  if  it  were  discounted  at  the  rate  of  8  or 
10  per  cent.  As  already  pointed  out,  the  leasehold  system  to  a  very 
large  extent  eliminates  the  element  of  risk  for  the  lessee,  since  if  it 
should  prove  that  the  amount  of  ore  in  the  deposit  was  less  than  he 
had  anticipated,  he  would  be  compelled  to  pay  royalty  only  on  the 
tonnage  actually  secured  (not  less,  however,  than  the  annual  mini- 
mum fixed  by  the  lease).  Conversely,  if  he  were  to  buy  the  mine 
outright  for  cash,  he  would  have  to  assume  the  risk  of  a  failure  to 
secure  as  large  a  tonnage  as  expected.  It  is  true,  of  course,  that  the 
amount  of  the  deposit  might  prove  larger  than  was  expected,  and  this 
has  frequently  been  the  case  in  transfers  of  mining  property  in  the 
Lake  region.  However,  the  risk  as  to  the  amount  of  deposit,  and 
various  other  risks  as  well,  exist  and  are,  of  course,  borne  by  the  lessor 
(except  as  to  improvements  and  similar  expenditures  which  may  be 
made  by  the  lessee). 

Therefore,  it  is  reasonable  to  assume  that  a  steel  concern  having  the 
alternative  of  purchasing  a  mining  property  in  fee,  as  against  leasing 
it  at  a  fixed  royalty  for  a  long  period  of  time,  with  a  low  "  minimum," 
would  be  disposed  to  figure  the  present  worth  of  the  deposit  in  fee 
on  a  very  conservative  scale,  or,  in  other  wordB,  in  so  far  as  the  pur- 
chaser calculated  this  fee  value  on  a  discount  basis,  he  would  be  in- 
clined to  use  a  much  higher  rate  of  interest  than  the  going  rate  for 
conservative  investments  of  a  stable  character.  If  the  risks  attach- 
mg  to  the  purchase  of  iron-ore  properties  were  negligible,  a  purchaser 
might  discount  the  value  by  using  the  rate  of  interest  obtainable  on 
safe  investments.  But  since  there  obviously  is  a  considerable  risk  in 
the  ore  mining  business,  he  would  use  a  higher  rate,  and  probably  a 
considerably  higher  rate.  The  Bureau  has  computed  the  indicated 
present  worth  on  the  basis  of  several  different  rates  of  interest.  (See 
p.  226.)  As  shown  later,  it  has  given  chief  weight  to  the  results 
obtained  with  an  interest  rate  of  6  per  cent.    In  accepting  such  a  rate 
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there  can  be  no  doubt  that  the  Bureau  arrives  at  results  which  do 
not  underestimate  the  value  of  the  ore. 

It  may,  in  fact,  be  objected  that  the  Bureau  has  been  too  liberal 
in  this  respect,  and  that  it  should  have  used  a  higher  rate  of  interestv 
Indeed,  some  experts  on  ore  vahies  are  inclined  to  use  as  high  a  rate 
as  10  per  cent.  However,  in  dealing  with  a  deposit  of  as  much  as 
700,000,000  tons,  a  portion  of  the  speculative  risk  which  is  incurred 
in  the  case  of  purchases  of  individual  mines  is  undoubtedly  elimi- 
nated, so  that  there  is  good  reason  for  not  using  so  high  a  rate. 
Moreover,  as  shown  later,  the  difference  between  the  total  value  of  a 
deposit  of  700,000,000  tons  obtained  by  using,  say,  8  per  cent,  as 
against  6  per  cent,  is  not  large  enough  to  be  of  special  importance  in 
this  discussion.    (See  Table  21,  p.  226.) 

Duration  of  the  deposit. — The  fourth  factor,  namely,  the  rat^ 
of  exhaustion  of  a  deposit,  has  a  direct  bearing  upon  the  total  value. 
A  rapid  rate  of  production  tends  to  increase  the  "present  worth." 
Conversely,  the  longer  the  ore  remains  in  the  ground,  earning  noth- 
ing and  subject  to  taxation,  the  smaller  the  immediate  value  or  pres- 
ent worth  of  the  deposit  will  be  at  a  given  rate  of  royalty. 

The  rate  of  production  must  be  estimated.  On  page  225  it  is  shown 
that  the  yearly  output  of  the  Steel  Corporation  in  the  Lake  region 
has  in  the  past  ten  years  risen  from  about  13,000,000  tons  to  over 
23,000,000  tons.  If  an  extremely  scientific  estimate  of  the  value  of 
the  Steel  Corporation's  ore  property  by  this  method  were  to  be 
undertaken,  it  would  be  necessary  to  make  an  estimate  of  the  prob- 
able rate  of  production  from  year  to  year  during  the  estimated  life 
of  the  deposit.  Scientific  estimates  of  the  probable  exhaustion  of 
ore  reserves  based  upon  experience  invariably  follow  the  rule  that 
the  rate  of  production  of  a  given  deposit  can  not  constantly  increase 
throughout  the  entire  period  of  production,  but  that  after  increasing 
for  a  period  will  tend  to  diminish;  moreover,  the  decrease  probably 
will  be  at  a  more  rapid  rate  than  the  increase.  This  is  partly  be- 
cause the  development  of  a  great  mining  property  necessarily  re- 
quires time,  while  the  demand  itself  is  a  matter  generally  of  gradual 
growth.  At  first  the  rate  of  production  tends  to  increase  only 
slowly.  After  development  has  reached  an  advanced  stage,  the 
rate  of  production  increases  very  rapidly.  As  the  maximum  stage 
is  reached  the  rate  tends  to  remain  fairly  constant  for  a  time.  As 
the  deposit  becomes  exhausted,  however,  the  annual  capacity  of  the 
mines  to  produce  declines,  while  the  cost  of  production  ordinarily 
increases,  so  that  a  rapid  reduction  in  the  rate  of  output  normally 
occurs. 

In  this  estimate  of  the  value  of  this  ore  property,  however,  it  is 
not  necessary  to  go  into  such  refinements  or  to  attempt  to  determine 
the  "probable  curve  of  production."    With  the  tonnage  under  con- 


UNITED  STATES  STEEL  CORPORATION. 


225 


sideration,  the  difference  between  the  result  obtained  by  assuming 
a  constant  rate  of  output  and  that  obtained  by  assuming  a  varying 
rate  apportioned  according  to  scientific  calculations  would  not  be 
important.  Thus,  as  shown  in  a  note  at  the  end  of  this  chapter,  the 
value  indicated  by  assuming  that  a  deposit  of  700,000,000  tons  of  fee 
ore,  to  be  exhausted  during  a  period  of  thirty-five  years,  at  a  uniform 
annaaT  rate  of  production,  with  a  royalty  of  28  cents  and  interest 
at  6  per  cent,  is  about  the  same  as  the  value  indicated  by  assuming  a 
varying  rate  of  production  (the  other  factors  remaining  the  same) 
in  substantial  accordance  with  scientific  methods. 

The  production  of  the  United  States  Steel  Corporation  from  its 
Lake  Superior  mines  has  been  as  follows,  the  figures  being  for  cal- 
endar years. 


1901  >. 
19Q2.. 
I»B.. 
1«M.. 
1«6.. 


13,023,755 
16,063,179 
15,363,355 
10,503,087 
18,486,556 


1906 20,645,148 

1907 22,403,801 

1908 '  15, 129, 313 

1909 '  21,606,184 

1910 '  23,264,515 


1  Includes  production  of  constituent  companies  for  period  January  1  to  March  31. 

The  average  production  for  the  first  five  years  shown  in  the  above 
table  was  approximately  14,700,000  tons.  For  the  five-year  period 
ended  with  1910  it  was  at  the  rate  of  about  20,600,000  tons.  (It  may 
be  noted  that  each  period  included  a  year  of  marked  depression  in 
the  iron  and  steel  industry.)  It  is  reasonably  safe  to  assume  an  in- 
creasing rate  of  production  for  many  years. 

Using  as  a  basis  the  known  production  of  the  past  ten  years, 
aggregating  approximately  176,000,000  tons,  or  just  about  one-fourth 
of  the  total  deposit  under  consideration,  it  must  be  conceded  that  the 
remainder  will  not  be  exhausted  during  another  ten-year  period.  It 
seems  altogether  unlikely  that  it  will  be  exhausted  within  the  next 
twenty  years ;  that  is,  during  a  period  of  thirty  years  from  the  forma- 
tion of  the  Steel  Corporation.  Indeed,  it  is  entirely  possible  that  the 
original  deposit,  even  if  no  additions  had  been  made  thereto,  would 
not  be  exhausted  within  a  period  of  thirty-five  years  from  the  time 
the  Steel  Corporation  was  organized. 

Of  course,  since  1901  the  Steel  Corporation  has  purchased  a  great 
deal  of  additional  ore  property,  and  it  is  a  fair  question  whether 
the  production  of  the  Corporation  would  have  been  as  large  as  it  has 
been  if  some  of  these  further  acquisitions  had  not  been  made.  This, 
however,  would  mean  that  the  life  of  the  deposit  under  discussion 
would  be  extended,  which  in  turn  would  result  in  reducing  the  aggre- 
gate value  of  the  deposit  in  1901,  since,  as  already  shown,  the  less 
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rapidly  the  ore  is  exhausted,  assuming  a  constant  rate  of  royalty, 
the  smaller  the  present  value  of  the  deposit  as  a  whole.  Therefore, 
in  so  far  as  the  use  of  the  known  production  of  recent  years  may 
affect  the  calculation  here  made,  this  is  in  the  direction  of  increasing 
valuations  for  the  ore  property  rather  than  decreasing  them. 

Indicated  vaLtUations. — In  view  of  the  obvious  impossibility  of 
fixing  this  time  factor  with  certainty,  computations  have  been' made, 
assuming  different  exhaustion  periods  ranging  from  twenty-five  to 
thirty-five  years.  The  valuations  indicated  by  these  different  fac- 
tors of  computation  are  given  in  the  following  table.  The  average 
present  worth  of  a  dollar  for  a  given  period  at  a  given  rate  of 
interest  is  first  ascertained,  and  then  applied  to  the  rate  of  royalty, 
28  cents.  The  estimated  tonnage  of  700,000,000  tons  is  then  multi- 
plied by  this  resultant  figure  in  order  to  get  the  total  valuation.  The 
aggregate  present  worth  of  one  dollar  due  on  the  first  of  each  year 
for  a  period  of  thirty  years,  discounted  at  the  rate  of  6  per  cent,  is 
$14,591;  the  average  present  worth  of  one  dollar  for  this  thirty- 
year  period  is,  therefore,  one-thirtieth  of  this  amount,  or,  48.637 
cents.  The  prcvsent  worth  of  28  cents  (the  average  rate  of  royalty), 
therefore,  for  the  same  period  and  at  the  same  rate  of  interest,  would 
be  28  per  cent  of  48.637  cents,  or  13.6184  cents.  This,  in  other  words, 
would  be  the  indicated  present  worth  of  each  ton  of  ore  in  the  ground 
if  owned  in  fee^  assuming  the  exhaustion  period  to  be  thirty  years.* 
Multiplying  this  by  700,000,000  tons  gives  a  total  of  $95,329,000  as 
the  value  of  the  entire  deposit  in  1901  if  owned  in  fee. 

.  This  calculation,  it  may  be  noted,  assumes  that  the  royalty  is  paid 
at  the  beginning  of  each  year ;  as  a  matter  of  fact  royalty  payments 
are  usually  made  quarterly.  This  consideration,  however,  would  not 
affect  the  computations  here  made  to  an  appreciable  extent. 

Table  21.— INDICATED  PRESENT  WORTH  OF  AN  IRON  ORE  BODY  OF  700,000,000  TONS,  AT 
A  ROYALTY  OF  28  CENTS  PER  TON,  WITH  VARYING  RATES  OF  INTEREST  AND 
PRODUCTION. 


Estimated 
annual 
produc- 
tion. 

Indicated  valuations. 

Exhaustion 
period. 

Interest  at  5 
per  cent. 

Interest  at  6 
per  cent. 

Interest  at  7 
per  cent. 

Interest  at  8 
peroent. 

Per  ton. 

1 
Total.       Per  ton. 

Total. 

Per  ton. 

Total. 

Per  ton. 

Total. 

1 

Tons. 

35  years....  20.000,000 

30  }rean. . . .  23, 330, 000 

25  years....  28,000,000 

Cents. 
13.  7544 
15.0649 
16. 5743 

$96,281,000 
105,454,000 
116,020.000 

Cents. 
12.2948 
13. 6184 
15.1766 

SS6.064,000 

05.320,000 

106,236,000 

CenU. 
11.0R32 
12. 3928 
13.9658 

$77,582,400 
86.749.600 
97,760.600 

Cents. 
iaO0O6 
11.3478 
12.0126 

$70,487,200 
79,434.600 
90,387,500 

<  It  is  worth  noting  that  this  method  of  computation  may  be  followed  even  though  the  Steel  Oorpor»tion 
hitor  added  greatly  to  its  ore  reaen'os,  so  long  as  it  is  assumeil  that  the  original  ore  body  would  last  thirty 
years,  whether  used  separatoly  or  in  cx>njunction  with  subsequent  purchases.  If  it  be  asstmied  that  the 
original  ore  body  would  last  longer  than  this,  the  aggregate  value  would  bo  lessened.  On  the  other  hand. 
If  it  be  fussumed  that  this  ore  body  would  be  exhausted  within  a  shorter  period,  the  value  would  be  incnaaed. 
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It  should  be  kept  constantly  in  mind  that  these  calculations  do 
not  indicate  the  value  of  the  leases  of  the  Steel  Corporation,  but 
instead  they  indicate  the  value  of  the  ore  in  the  ground  if  owned 
in  fee. 

These  calculations  show  that  a  royalty  of  28  cents,  discounted  at 
the  rate  of  6  per  cent,  on  a  deposit  of  TOOjOOOjOOO  tons  of  ore,  to  be 
exhausted  during  a  thirty-five  year  period  at  a  uniform  rate  of  pro- 
duction, indicates  a  present  worth  at  the  beginning  of  the  period  of 
S86,064,00O.  Basing  the  calculations  on  an  exhaustion  period  of 
thirty  years,  the  indicated  value  is  $95,329,000,  and  on  a  period  of 
twenty-five  years  $106,236,000. 

If  the  present  worth  of  this  ore  body  be  discounted  at  the  rate  of 
5  per  cent  instead  of  at  the  rate  of  6  per  cent,  the  resulting  valuations 
would  be  somewhat  higher,  ranging  from  roughly  $96,300,000  in  the 
case  of  a  tfiirty-five  year  period  to  $116,000,000  for  a  twenty-five  year 
period. 

Discounting  the  value  at  the  rate  of  7  per  cent,  the  total  indicated 
valuation,  assuming  the  exhaustion  period  to  be  thirty  years,  is 
$86,749,600 ;  and  using  an  8  per  cent  rate  the  total  is  $79,434,600. 

A  noteworthy  feature  of  these  computations  is  that,  broadly  speak- 
ing, the  results  obtained  by  using  rather  widely  varying  factors  are 
not  strikingly  far  apart.  Thus  the  extreme  range  in  the  valuations 
obtained  by  using  the  four  different  rates  of  interest  given  in  Table 
21  and  the  three  different  exhaustion  periods  shown  was  from 
$70,487,200  to  $116,020,000.  By  using  only  an  exhaustion  period  of 
thirty  years  the  range  in  the  final  results  obtained  by  using  the  four 
different  rates  of  interest  is  from  $79,434,600  to  $105,454,000. 

It  will  be  seen,  therefore,  that  in  such  calculations  of  present  worth 
considerable  differences  in  the  original  factors  in  the  problem  would 
exert  only  a  comparatively  small  influence  on  the  final  result.  This 
fairly  close  agreement  of  the  results  obtained  by  different  computa- 
tions therefore  indicates  that  a  result  arrived  at  with  any  reasonable 
factors  must  be  somewhere  near  the  mark.  It  will  be  noted  that  the 
highest  figure  reached  in  the  computations  given  in  Table  21  is  only 
a  modest  fraction  of  the  $700,000,000  valuation  claimed  by  the 
Steel  Corporation  in  1902. 

The  Bureau  is  of  the  opinion  that  the  result  obtained  by  using 
an  exhaustion  period  of  thirty  years  and  a  discount  rate  of  6  per  cent, 
while  liberal  to  the  ore  property,  is  on  the  whole  reasonable.*  This 
gives  a  total  value  of  $95,329,000  or  13.6  cents  per  ton.  This  is  just 
about  halfway  between  the  extreme  figures  given  in  Table  21.    The 

^It  shoald  be  understood,  of  course,  that  this  statement  does  not  mean  that  the  total 
rnienres  of  the  Steel  Corporation  In  the  Lake  Superior  region  will  be  exhausted  duriof? 
mch  period,  since,  as  above  pointed  out,  the  total  tonnage  han  be«>n  greatly  Increased  since 
1901  by  Important  acquisitions. 
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Bureau  has  not  selected  this  result  for  this  reason,  however,  but  be- 
cause the  factors  used  in  arriving  at  it  seemed  on  the  whole  the  most 
probable. 

Even  if  it  were  assumed  that  the  total  tonnage  of  the  Steel  Corpo- 
ration in  1901  was  as  much  a^  1,000,000,000  tons,  comparatively  little 
would  be  added  to  the  total  value  of  the  deposit  if  the  same  annual 
rate  of  production  were  used,  since  this  would  mean  that  the  addi- 
tional tonnage  would  be  extracted  only  at  a  distant  date.  For  in- 
stance, the  estimate  of  $86,064,000  based  on  a  thirty-five  year  exhaus- 
tion period  for  a  deposit  of  700,000,000  tons  (with  interest  at  6  per 
cent)  is  at  the  rate  of  20,000,000  tons  per  year.  At  this  rate  a  deposit 
of  1,000,000,000  tons  would  last  fifty  years.  The  present  value  of  such 
a  deposit,  exhausted  at  an  annual  rate  of  20,000,000  tons  over  a  pe- 
riod of  fifty  years,  at  the  rates  of  royalty  and  interest  above  used, 
would,  however,  be  $93,564,000,  or  an  increase  of  only  $7,500,000.  In 
other  words,  in  this  case  an  addition  of  over  40  per  xjent  to  the  as- 
sumed tonnage  results  is  an  addition  of  less  than  9  per  cent  to  the 
indicated  total  value.  Of  course,  if  a  higher  rate  of  production  were 
used,  the  aggregate  value  would  show  a  greater  increase. 

The  obvious  reason,  from  a  financial  standpoint,  for  the  lower 
present  value  of  ore  reserves  not  to  be  used  until  a  remote  period  in 
the  future,  as  compared  with  those  to  be  used  at  an  early  date,  is 
that  during  the  entire  period  of  nonuse  the  owner  is  realizing  nothing 
from  his  investment  in  the  property,  while,  on  the  other  hand^  he  is 
bearing  certain  carrying  charges,  such  as  taxes. 

Since,  as  repeatedly  pointed  out,  only  a  portion  of  the  ore  prop- 
erty of  the  Steel  Corporation  was  owned  in  fee  in  1901,  this  average 
value  of  13.6  cents  per  ton  should  not  be  applied  to  the  total  ore  body 
of  700,000,000  tons.  As  shown  on  page  206,  it  has  been  assumed  that 
in  1901  one-half  of  the  estimated  tonnage,  or  350,000,000  tons,  was 
owned  in  fee.  At  an  average  valuation  of  13.6  cents  per  ton,  the  total 
value  of  this  portion  of  the  Corporation's  ore  reserve  would  be  ap- 
proximately $47,600,000.^  While  it  is  probable  that  this  valuation  is 
quite  sufiicient  to  cover  the  fee  ore,  the  Bureau  has  made  a  substan- 
tial addition  to  it  for  possible  bonus  values,  as  explained  in  the  next 
section. 

^The  question  might  be  raised  as  to  the  possibility  of  estimating  the  value  of  the  fee 
property  of  the  Steel  Corporation  In  this  manner  separately  from  the  leaseholds,  namely, 
the  assumed  350,000,000  tons  of  fee  ore.  This  would  Introduce  a  number  of  complica- 
tions and  dlflSculties  without  corresponding  advantages.  In  any  case  such  an  estimate 
would  tend  to  reduce  the  value  of  the  fee  ore  for  the  following  reasons :  The  Steel  Cor- 
poration at  present  naturally  produces  the  great  bulk  of  Its  ore  from  Its  leaseholds,  as 
there  Is  generally  a  time  limit  In  the  leasehold  contract.  Hence,  a  greater  part  of  the  fee 
ore  would  be  left  to  be  extracted  at  a  distant  date  than  of  the  leasehold  ore.  This  would 
tend  to  reduce  the  Indicated  value  of  the  fee  ore,  without  resulting  In  any  Increase  in  the 
value  of  leasehold  ore  which  Is  determined  on  a  different  basis. 
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Section  13.  Estixnated  valne  of  ore  leases  of  fhe  Steel  Corporation  in  1901. 

It  is  now  necessary  to  estimate  the  value  of  the  leaseholds  of  the 
Steel  Corporation  in  1901  as  distinct  from  the  value  of  the  ore  held 
in  fee. 

The  value  of  the  leases — that  is,  of  the  privilege  of  mining  ore  at 
stipulated  royalties — ^may  be  considered  as  measured  approximately 
by  the  bonus  payments  which  such  leases  would  command  if  trans- 
ferred. Generally  speaking,  the  bonus  is  the  amount  paid  for  the 
purchase  of  a  leasehold,  with  its  improvements,  if  any.  As  already 
>hown,  the  actual  average  bonus  payments  on  23  mines  leased  during 
the  period  1900-1902,  as  reported  to  the  Bureau  by  Dwight  E.  Wood- 
bridge,  a  mining  engineer  of  Duluth,  were  almost  exactly  3  cents  per 
ton.  This  may  seem  small.  One  reason  why  such  bonuses  have  not 
been  larger  may  be  that  it  has  been  the  policy  of  the  State  of  Minne- 
«)ta  to  lease  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
flTiile  this  has  not  prevented  the  exceptionally  valuable  ore  proper- 
ties from  conmianding  decidedly  higher  royalties,  obviously  the  fact 
that  desirable  unimproved  properties  could  be  obtained  from  the 
State  at  royalties  of  25  cents  per  ton  had  a  very  important  bearing 
upon  the  transfer  values  of  leaseholds  generally. 

AVhile,  as  already  shown,  many  leases  were  taken  out  in  1899  and 
1900,  and  even  later,  at  royalties  of  about  25  cents  per  ton,  it  is  prob- 
ably true  that  in  some  of  these  instances  the  ore  was  of  lower  grade 
than  that  covered  by  leases  made  earlier  at  the  same  rate  of  royalty ; 
however,  much  of  the  ore  covered  by  the  new  leases  was  of  superior 
grade.  In  other  words,  while  leases  were  still  being  made  in  1901 
at  about  25  cents  per  ton,  it  is  probable  that  earlier  leases  taken  out 
on  especially  desirable  mines  at  the  same  rate  of  royalty  could  have 
been  transferred  in  1901  at  a  considerable  advance  in  the  royalty  or 
at  a  rather  high  bonus.  Comparatively  few  such  leases,  however, 
were  on  the  market.  On  the  other  hand,  as  previously  pointed  out, 
many  leases  previously  acquired  by  the  Steel  Corporation  were  un- 
doubtedly worth  much  less  in  1901  than  they  were  when  originally 
made.  Thus,  some  of  the  mines  covered  by  such  leases  had  been 
worked  for  years  at  high  rates  of  production,  and  were  rapidly  be- 
coming exhausted,  so  that  the  cost  of  operation  was  increasing  while 
the  annual  output  was  decreasing.  Both  of  these  considerations 
tended,  of  course,  to  reduce  the  value  of  such  leases. 

It  must  be  clear  that  the  value  of  the  leaseholds  acquired  by  the 
Steel  Corporation  in  1901,  when  reduced  to  a  per  ton  basis,  was  cer- 
tainly less  than  the  average  per  ton  value  of  the  ore  owned  in  fee, 
because  ore  in  the  ground  subject  to  a  royalty  clearly  is  worth  less 
than  the  same  ore  free  of  any  such  charge.  Both  the  fee  and  the 
leasehold  properties  of  the  Steel  Corporation  included  very  valuable 
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mines,  and  there  is  no  good  reas<m  to  assume  that  the  average  quality 
of  the  ore  held  in  fee  was  substantially  different  from  that  acquired 
under  lease. 

While  it  is  entirely  possible  that  the  average  bonus  of  3  cents  per 
ton,  shown  in  Table  20,  would  be  representative  of  the  average  trans- 
fer value  of  the  Steel  Corporation's  leaseholds  per  ton  of  ore,  the 
Bureau,  in  order  to  fix  upon  a  figure  which  can  not  be  challenged  on 
the  ground  of  undervaluation,  has  allowed  double  this  figure,  or  6 
cents  per  ton.  This  average  of  6  cents,  applied  to  the  assumed  lease- 
hold tonnage  of  350,000,000  tons,  gives  a  total  of  $21,000,000  for  the 
transfer  value  of  such  leaseholds.  

In  computing  the  value  of  the  fee  ore  in  the  preceding  section,  the 
royalty  was  taken  at  28  cents,  without  any  allowance  for  bonus. 
While,  as  stated,  the  resulting  valuation  of  13.6  cents  per  ton  seems 
high  in  view  of  all  other  evidence,  nevertheless,  since  it  might  be 
argued  that  had  the  fee  ore  of  the  Corporation  been  on  the  market 
in  1901  it  would  have  commanded  a  bonus  over  the  28-cent  royalty, 
the  Bureau  has  also  made  here  an  addition  of  6  cents  per  ton,  or 
$21,000,000,  to  the  value  of  the  fee  ore  as  above  computed,  this 
increase  being  equivalent  to  the  average  value  of  bonuses  applied  to 
leased  ore.  It  is  almost  certain  that  this  valuation  for  the  fee  ore 
is  excessive.  It  gives  the  fee  ore  a  value  of  19.6  cents  per  ton, 
whereas  the  maximimi  price  paid  for  such  ore  as  late  as  1909,  accord- 
ing to  competent  authorities  (see  p.  208),  was  reported  at  15  cents 
per  ton. 

Indicated  total  valuation  by  discount  method. — The  total  indi- 
cated valuation  of  the  Steel  Corporation's  interest  in  the  entire 
deposit  of  700,000,000  tons  by  this  discount  or  "  present-worth '' 
method,  therefore,  amounts  to  $89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  royalty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore  over 
and  above  the  preceding  valuation,  had  it  been  available  for  lease  in 
that  year. 

3.  $21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves, 

'VMiile  no  specific  amount  has  been  allotted  in  this  estimate  of 
$89,600,000  for  improvements  to  mining  property,  the  bonus  addi- 
tions, aggregating  for  the  fee  and  leased  ore  together  no  less  than 
$42,000,000,  undoubtedly  include  a  very  substantial  and  possibly  an 
excessive  allowance  for  such  improvements.  The  actual  book  value 
of  the  improvements  to  the  Steel  Corporation's  mining  property  in 
1901,  it  will  be  recalled,  was  about  $9,000,000.  To  add  this  sum  to 
the  preceding  total  of  $89,600,000  would  undoubtedly  result  in  dupli- 
cation. 
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It  should  be  repeated  that  these  estimates  based  on  present-worth 
calculations  are  probably  liberal  for  several  reasons.  In  the  first 
place,  as  shown  on  page  223,  the  purchaser  of  an  ore  body  in  fee  prob- 
ably would  be  disposed  to  discount  its  present  worth  at  a  high  rate 
of  interest,  thus  correspondingly  reducing  the  price  which  he  would 
pay.  The  Bureau  probably  would  have  been  justified  in  using  a 
higher  rate  than  6  per  cent  in  its  calculation. 

Again,  these  computations  are  liberal,  because  it  is  almost  certain 
that  less  than  one-half  the  total  tonnage  of  the  Steel  Corporation  was 
owned  in  fee.  Since  the  per-ton  value  of  the  fee  ore  is  greater  than 
the  per-ton  value  of  ore  covered  by  leaseholds,  a  reduction  in  the 
Bureau's  estimate  of  the  tonnage  owned  in  fee  would  involve  also  a 
reduction  in  the  total  estimated  value  of  the  deposit. 

Still  again,  it  may  be  repeated  that  a  delegation  of  mining  inter- 
ests from  the  Mesabi  region  of  Minnesota  declared  as  late  as  1909 
that  the  highest  price  that  they  had  been  able  to  ascertain  after  in- 
quiry to  have  been  paid  for  fee  ore  was  15  cents  per  ton,  whereas 
this  calculation  based  on  the  discounting  of  royalties  and  allowing  a 
bonus  in  addition  resulted  in  a  considerably  higher  figure. 

Section  14.  Summary  of  valuations  of  Steel  Corporation's  ore  property  in 
1901. 

While  the  indicated  values  of  the  Steel  Corporation's  ore  property 
in  1901,  arrived  at  by  these  different  methods,  show  some  variation, 
broadly  speaking  they  work  out  in  substantial  harmony,  especially 
when  all  circumstances  are  taken  into  consideration. 

In  section  10  it  was  shown  that  the  known  prices  paid  for  ore  in  fee 
in  1899  and  1900  indicated  that  an  average  estimate  of  15  cents  per  ton 
would  undoubtedly  be  excessive  and  that  an  average  of,  say,  10  cents 
per  ton  would  be  sufficiently  liberal.  On  this  basis,  the  indicated  total 
value  of  the  entire  deposit  of  700,000,000  tons,  had  it  all  been  owned 
in  fee,  would  have  been  $70,000,000,  or,  allowing  $9,000,000  for  im- 
provements, a  total  of  $79,000,000.  However,  the  estimate  on  this 
basis  is  ruled  out  of  consideration  because  fully  one-half  the  total  was 
simply  leased.* 

Mt  will  be  recaHed  that  In  discussing  tlie  value  of  fee  ore  in  section  10  no  deduction 
vu  made  at  the  time  to  allow  for  the  fact  that  a  large  part  of  the  ore  was  simply  leased 
Instead  of  being  owned  in  fee,  as  the  question  of  leasehold  values  had  not  been  discussed 
at  that  point  Applying  the  average  value  of  10  cents  per  ton  to  the  one-half  of  the  ore 
property  which  is  here  assumed  to  have  been  held  in  fee,  would  give  a  value  of  $35,000,000 
for  that  portion.  Adding  6  cents  per  ton  for  the  remaining  half  of  the  property  assumed 
to  have  been  held  nnder  lease  woald  give,  as  above,  a  value  of  $21,000,000  for  these  lease- 
holds. To  this  may  be  added  $9,000,000  to  cover  Improvements  (although  this  results  In 
Kifme  duplication  in  the  case  of  the  leasehold  property,  at  least).  On  this  basis,  the  total 
^ue  of  the  property  as  calculated  by  the  first  method  would  be  only  $65,000,000 ;  in  this 
calculation  no  addition  need  be  made  for  the  fee  ore  on  account  of  bonus  payments,  since 
the  valae  of  the  fee  ore  Is  calculated  on  the  basis  of  a  fee  price. 

Moreover,  It  may  be  noted  that  even  had  the  350,000,000  tons  of  ore  assumed  to  have 
befm  owned  in  fee  been  valued  at  15  cents  per  ton  the  total  value  of  the  entire  deposit,  on 
tte  tbove  basis,  would  have  been  only  $82,500,000. 


232  THE  STEEL  INDUSTRY. 

The  estimate  based  upon  the  purchase  of  the  Lake  Superior  Con- 
solidated Iron  Mines  indicates  an  aggregate  cost  of  anywhere  from 
$70,000,000  to  $94,000,000,  had  all  of  the  ore  property  of  the  Steel 
Corporation  been  acquired  on  the  same  basis  as  the  reserves  of  this 
concern ;  these  figures  include  improvements  as  well  as  the  ore  itself. 

The  indicated  valuation  arrived  at  by  calculations  of  present  worth 
of  royalties  is  somewhat  higher.  Using  factors  in  the  OHnputation 
which  are  distinctly  liberal,  the  indicated  total  value,  including  im- 
provements, ranges  around  $90,000,000. 

Altogether,  therefore,  there  is  good  reason  to  consider  an  estimate 
of  $90,000,000  for  the  value  of  the  ore  property  of  the  Steel  Corpo- 
ration in  1901,  including  improvements,  as  not  only  reasonable,  but 
liberal.  However,  in  view  of  the  obvious  impossibility  of  arriving 
at  absolutely  correct  results,  the  Bureau  has  arbitrarily  increased  its 
valuation  of  this  ore  property  to  the  round  sum  of  $100,000,000. 

It  might,  indeed,  be  objected  by  some  that  the  Bureau  has  been 
unduly  liberal  to  the  Corporation  in  this  valuation  of  the  ore  prop- 
erty. In  view  of  the  various  uncertainties  in  the  problem,  the  Bureau 
has  deemed  it  better  to  err  on  the  side  of  liberality  rather  than  other- 
wise. 

This  total  of  $100,000,000,  it  should  be  repeated,  is  the  indicated 
market  value  of  the  ore  property  of  the  Steel  Corporation — including 
fee  ore,  leases,  and  improvements — in  April,  1901.  The  Corpora- 
tion presumably  would  take  the  position  that  the  market  valuation 
then  current  was  not  the  proper  basis  for  capitalization.  This  ques- 
tion is  not  at  issue  at  the  moment.  All  that  it  is  desired  to  show 
here  is  the  approximate  value  of  the  tangible  assets  of  the  Corpora- 
tion at  the  time  of  its  organization  and  to  compare  this  valuation  with 
the  capitalization  of  the  company,  without  taking  up  in  this  con- 
nection the  question  whether  the  capitalization  should  have  been 
restricted  to  the  total  of  such  tangible  values.. 

Section  16.  Comparison  of  Corporation's  valuation  of  its  ore  with  assessed 
valuations  for  all  companies  for  taxation  purposes. 

It  is  interestmg  at  this  point  to  contrast  the  Steel  Corporation's 
1902  estimate  of  the  value  of  its  ore  properties  ($700,000,000)  with  tlie 
assessed  valuation  of  iron-mining  properties  for  taxation  purposes. 
The  Bureau  does  not,  of  course,  contend  that  such  tax  valuations  are 
a  fair  indication  of  true  valuations,  since  such  property  at  that  period 
was  seldom  meant  to  be  taxed  at  anything  like  the  full  value.  But 
at  least  it  is  interesting  to  contrast  the  valuation  claimed  by  the 
Corporation  in  defense  of  its  inunense  capitalization  with  the  valua- 
tions upon  which  taxes  were  paid. 

Exact  figures  of  tax  assessments  for  the  Steel  Corporation  alone 
are  not  available.    It  is  sufficient  to  show  that  the  valuation  claimed 
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by  the  Steel  Corporation's  (^cials  in  1902  for  the  ore  of  that  company 
was  nearly  13  times  the  total  assessed  valuation  of  all  iron-mining 
properties  in  Minnesota  and  Michigan  (the  only  States  in  which  the 
United  States  Steel  Corporation  then  had  ore  holdings  of  any  con- 
sequence). The  assessed  valuations  of  iron-mining  properties  in 
these  two  States  for  a  series  of  years  -were  as  follows : 

Tabu  22.~A88£SSED  VALUATIONS  OF  ALL  IRON-MININO  COHPANIES  IN  laCHIGAN 

AND  MINNESOTA,  1901-1006.1 


Y«ar. 

Michigan. 

MiniMflota. 

Total. 

Yaar. 

Utohlfli> 

IfimMiota. 

Total. 

1901 

122,791,078 
24.167,503 
23,740.466 

no.  400, 047 
29.074.470 

$33,201,035 
54. 14:2. 083 

1904 

122,412,904 
22,072,513 
22,607,154 

141,908,778 
42,294,003 
60,851,845 

864,316,682 
64,366,516 
02,458,900 

1<C» 

1906 

11KB 

29.867.0B4  1    £l.ll07.&fio 

1906 

>  locIiKte  pefsooal  property,  which  praBumably  was  not  tncludod  in  the  Corpontlon'i  1902  esttmato 

ofrQO,000/M). 

It  will  be  seen,  therefore,  that  the  assessed  valuation  of  all  iron- 
mining  companies  in  Minnesota  and  Michigan  in  1901  was  about 
$33,000,000,  and  in  1902  about  $54,000,000.  Since  the  holdings  of 
the  United  States  Steel  Corporation  in  1902  probably  did  not  greatly 
exceed  one-half  the  total  for  these  States,  the  enormous  difference 
between  the  value  placed  by  the  Corporation  on  its  ore  property  in 
defending  its  huge  capitalization  and  the  figure  at  which  that  prop- 
erty was  assessed  is  at  once  apparent. 

These  assessed  valuations,  as  just  stated,  are  not  presented  here  as 
indicating,  even  approximately,  the  true  values  of  this  ore  property. 
.\side  from  the  fact  that  mining  property  in  Michigan  appears  at 
that  time  to  have  been  assessed  at  only  about  60  per  cent  of  the  true 
value  and  that  in  Minnesota  at  only  about  40  per  cent,  the  methods 
of  valuation  in  the  latter  State  prior  to  1906  were  extremely  arbi- 
trary, and  there  can  be  little  doubt  that  the  assessments  arrived  at 
were  much  too  low.  But  at  least  the  fact  that  the  Steel  Corporation 
in  1902,  in  defending  its  huge  capitalization,  placed  a  valuation  of 
$700,000,000  on  its  ore  property,  whereas  the  total  assessed  valuation 
of  all  ore  mines  in  the  two  States  mentioned  was  only  $54,000,000, 
may  fairly  be  cited  in  this  connection  as  further  evidence  of  the  un- 
reliability of  the  estimate  made  by  the  Corporation. 

In  1907  the  Minnesota  Tax  Commission  undertook  an  elaborate 
classification  of  the  ore  properties  of  the  State,  with  the  result  that 
in  recent  years  the  assessed  valuation  of  iron-mining  property  in  Min- 
nesota has  been  greatly  increased.  Thus,  the  assessed  valuation  in 
1910  was  in  excess  of  $220,000,000. 

4525'— 11 ^17 
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ILL  SUKMA&Y. 

Section  16.  Total  indicated  valne  of  tangible  property  of  Steel  Corpora- 
.  tion  in  April,  1901. 

Having  thus  determined  upon  an  approximate  valuation  of  the  ore 
property  of  the  Steel  Corporation  at  its  organization  in  1901,  a  grand 
total  of  all  the  tangible  property  of  the  Corporation  may  be  arrived 
at  by  combining  this  with  the  valuations  for  the  other  classes  of 
property,  as  given  on  page  202.  This  grand  total  is  presented  in 
the  following  table.  The  valuations  of  the  Steel  Corporation  in  1902, 
as  submitted  in  the  Hodge  suit  and  already  given  in  Table  16,  are 
repeated  for  purposes  of  comparison. 

Table  23.— VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901, 
AS  COMPUTED  BY  BUREAU,  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUB- 
MITTED  IN  THE  HODGE  SUIT  IN  JULY,  19Q2. 


Class  of  property. 


Ore  property 

Manufacturing  plants,  Including  blast  furnaces 

Railroad,  steamship,  and  dock  property 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Cash  and  cash  assets 

Total 


Bureau's 
timate  of  tan- 
gible values 
inl90L 


$100,000,000 

250,000,000 

01,500,000 

80,000,000 

20,000,000 

4,000,000 

136,500.000 


682,000,000 


Corporation's 
estimate  of  tan- 
gible values  in 
1002. 


$700,000,000 

348,000,000 

1120,340,000 

100,000,000 

20,000,000 

4,000,000 

s  164,660,000 


1,457,000,000 


Diflbrence.! 


$600,000,000 
96,000,000 
28,810,000 
20,000,000 


28,160,000 


775,000,000 


1  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  by  additions  made  to  property 
during  the  interval  from  April  1, 1901,  to  July  1, 1902,  such  additions,  of  course,  being  included  in  the  Cor- 
poration's figures. 

>  This  figure  Includes  $40,340,000  of  indebtedness  which  was  not  included  in  the  estimate  of  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

s  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  $16,360,000,  which 
were  deducted  by  the  Corporation,  were  restored  by  the  Bureau  to  make  the  amounts  comparable. 

The  Bureau,  therefore,  as  a  result  of  its  analysis  of  investment  by 
departments  of  the  business,  finds  the  value  of  the  tangible  assets  of 
the  Steel  Corporation  in  April,  1901 — calculated  on  a  liberal  basis 
throughout— to  be  approxhnately  $682,000,000.  Of  this,  $100,000,000 
represented  the  ore  property,  $250,000,000  the  manufacturing  plants 
and  real  estate,  $91,500,000  the  transportation  property,  $80,000,000 
the  coal  and  coke  property,  $20,000,000  the  natural-gas  property, 
$4,000,000  the  limestone  property,  and  the  remainder,  $136,500,000, 
the  net  current  assets. 

This  total,  it  will  be  seen,  is  less  than  one-half  the  total  as  estimated 
by  the  Corporation  in  July,  1902.  The  excess  of  the  Corporation's 
figures  (after  including  bonded  indebtedness  of  transportation  com- 
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panies  and  sundry  mortgages  and  purchase-money  obligations  to 
make  the  two  estimates  comparable)  is  $776,000,000.  A  small  part 
of  the  difference  is  due  to  additions  to  the  investment  up  to  July, 
1902.  However,  the  great  bulk  of  the  difference  between  the  two  val- 
uations, is  found  in  the  item  of  iron  ore,  on  which  the  Corporation  in 
1902  placed  a  value  seven  times  the  value  in  1901  as  determined  by 
the  Bureau. 

As  repeatedly  pointed  out,  the  Corporation's  estimate  was  prepared 
when  it  was  on  the  defensive  in  an  important  lawsuit,  and  further- 
mOTe  was  prepared  for  the  obvious  purpose  of  justifying  its  huge 
capitalization.  In  view  of  all  the  evidence  presented  in  this  chapter, 
it  is  apparent  that  the  Corporation's  estimate  of  its  ore  property  is 
entitled  to  practically  no  consideration.  The  valuation  of  the  Bu- 
reau, on  the  other  hand,  has  been  reached  after  careful  analysis  by 
several  different  methods,  and  is  entitled  to  great  weight.  Moreover, 
it  must  be  regarded  as  a  rather  liberal  expression  of  the  value  of  the 
ore  property  in  1901. 

It  will  be  noted  that  the  above  total  of  $682,000,000  for  all  of  the 
tangible  assets  does  not  include  any  specific  allowance  for  good  will 
or  other  intangible  considerations.  It  may  be  that  some  of  the  valua- 
tions above  given  are  sufficiently  liberal  to  include  a  small  allowance 
for  intangible  considerations.  It  is  probable,  however,  that  the  aggre- 
gate of  any  such  amounts  is  comparatively  unimportant. 

As  a  matter  of  fact,  as  previously  pointed  out,  the  element  of  good 
will  in  the  steel  industry  appears  to  be  much  less  important  than  in 
industries  where  brand  values  and  trade-marks  are  important  factors. 
Thus,  pig  iron  of  a  certain  manufacturer  does  not  ordinarily  com- 
mand any  special  premium  over  pig  iron  of  the  same  general  descrip- 
tion produced  by  another  maker.  The  same  would  be  substantially 
true  of  crude  steel  and  of  most  of  the  steel  products  made  by  the 
Steel  Corporation.  In  the  case  of  the  Carnegie  Company,  the  splendid 
organization  and  high  efficiency  of  the  working  force  undoubtedly 
gave  the  business  a  value  in  excess  of  the  $160,000,000  of  tangible 
assets  credited  to  it  by  the  Bureau  at  its  organization  in  March,  1900, 
However,  much  of  this,  instead  of  being  good  will  which  could  be 
permanently  transferred,  was  nothing  more  than  the  efficiency  of  the 
personnel  of  the  staff,  which,  in  the  absence  of  long-term  contracts 
with  the  United  States  Steel  Corporation,  could  not  be  regarded  as 
at  all  a  permanent  or  certain  addition  to  its  intangible  assets.  Indeed, 
subsequent  history  shows  rather  frequent  withdrawals  of  the  old  Car- 
negie Steel  interests  from  the  United  States  Steel  Corporation.  There- 
fore, while  the  services  of  these  individuals  imparted  to  the  business 
of  the  Carnegie  concern  a  high  degree  of  earning  power  as  distinct 
from  the  value  of  ils  tangible  assets,  this  was  a  consideration  which 
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could  not  properly  have  been  capitalized,  at  least  at  any  considerable 
figure,  by  the  Steel  Corporation. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  which  may  have  been  imparted  to  these  properties 
by  the  mere  act  of  conscdidation.  A  large  part  of  any  such  additicm 
is  properly  excluded  from  consideration,  as  it  must  have  been  due  in 
a  measure  to  concentration  of  ownership  and  control  or  the  restric- 
tion of  competition.  While  the  merger  of  such  properties,  particu- 
larly on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggre- 
gate of  the  valuations  prior  to  consolidation,  it  is  impossible  to  sep- 
arate any  such  increase  in  value,  due  to  coordination  and  integration, 
from  the  increase  due  to  the  elimination  of  competition,  and  therefore 
no  quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau.  This  matter  of  merger  value  is  discussed  at  more 
length  elsewhere.     (See  pp.  325-^27.) 

NOTE  EXPLAINING    PRINCIPLE   OF   PLOTTING   CURVE   OF   PBODUCTION    IN   DISCOUNTING 

BOTALTIES  OF  LEASED  ORE. 

It  win  be  recalled  that  in  discounting  the  value  of  royalties  on  leased  ore,  on 
pages  224-225,  it  was  pointed  out  that  if  a  strictly  scientific  method  were  to  be 
followed,  it  would  be  necessary  to  plot  the  probable  "curve  of  production" 
yearly,  inste^id  of  assuming  a  uniform  annual  rate  of  production,  as  was  done, 
in  the  computations  summarized  in  Table  21,  on  page  226.  As  there  i>ointed 
out,  in  the  early  stages  of  the  development  of  a  large  ore  deposit  the  production 
tends  to  increase  very  slowly  until  the  mine  is  fairly  opened  so  that  large-scale 
operations  are  possible.  When  this  occurs  there  should  be  a  very  rapid  Increase 
in  the  production  for  a  time.  As  the  maximum  production  is  reached,  the  rate 
tends  to  remain  constant  for  a  time.  As  the  difficulties  of  mining  increase,  how- 
ever, owing  to  the  necessity  of  going  to  greater  depths  and  owing  to  increased 
costs,  this  rapid  rate  of  production  is  checked  and  in  the  final  stages  of  the 
development  of  the  mine — that  is,  when  the  remainder  of  the  deposit  is  rapidly 
becoming  exhausted — the  annual  production  ordinarily  should  show  an  abrupt 
decrease. 

While,  as  already  stated,  a  strictly  ecientiflc  calculation  of  the  probable  cune 
of  production  would  involve  great  pains,  the  allotment  given  in  Table  24  is 
sufficiently  in  accord  with  scientific  methods  to  serve  the  purposes  of  this 
discussion. 
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Tabu  24.~INDICATED  '*  PRESENT  WORTH  "  OF  THE  FEB  OF  AN  IRON-ORE  DE- 
POSIT OP  700,000,000  TONS.  OBTAINED  BY  DISCOUNTING  A  ROYALTY  OF  28 
CENTS  PER  TON  AT  6  PER  CENT  OVER  A  PERIOD  OF  THIRTY-FIVE  YEARS. 
BASED  ON  A  VARIABLE  RATE  OF  PRODUCTION. 


1. 

2. 
3. 
4. 
5. 
6. 

^ 

i. 

8. 

9. 
10- 
II. 
12. 
13. 
14. 
15. 
16. 
17. 
IS. 
19. 
30. 

a. 

22. 
23. 

24. 


25. 


26. 


2S. 
29. 
30. 
31. 
12. 
33. 
34. 
33. 


Ymr, 


Total. 


Bitljnatod  an- 
nual output 

Royalty. 

Present  worth  for  year 
Clven  at  6  per  oent 
olsoount  of— 

Present 

worth  of 

each  year's 

11.00. 

10.28. 

output 

Tant. 

■ 

13,020,000 

$a28 

11.000 

80.2800 

13,645,600 

13,885,000 

.28 

.9434 

.2642 

3,667,751 

14,750,000 

.28 

.8QQ0 

.2492 

3,675,700 

15.615,000 

.28 

.8396 

.2351 

3,670,809 

16,480,000 

.28 

.7921 

.2218 

3,655,066 

17,530,000 

.28 

.7473 

.2002 

3,668,047 

18,766,000 

.28 

.7060 

.1974 

3,704,211 

20,000,000 

.28 

.6651 

.1862 

3,724,560 

21,236,000 

.28 

.6274 

.1757 

3,730,395 

22,470,000 

.28 

.5919 

.1667 

3,723,998 

23,470,000 

.28 

.5584 

.1564 

3,660.581 

24,235,000 

.28 

.5268 

.1475 

3,574,759 

25,000,000 

.28 

.4970 

.1392 

3,479,000 

25,765,000 

.28 

.4688 

.1313 

3,382,017 

26,530,000 

.28 

.4423 

.1238 

3,285,581 

27,030,000 

.28 

.4173 

.1168 

3,158,293 

27,266,000 

.28 

.3937 

.1102 

3,006,585 

27,500,000 

.28 

.3714 

.1040 

2,859,780 

27,736,000 

.28 

.3503 

.0981 

2,720,360 

27,970,000 

.28 

.3305 

.0925 

2,588,344 

27,070,000 

.28 

.3118 

.0673 

2,441,803 

27,735,000 

.28 

.2942 

.0824 

2,284,606 

27,500,000 

.28 

.2775 

.0777 

2,136,750 

27,265,000 

.28 

.2618 

.0733 

1,996,634 

27,030,000 

.28 

.2470 

.0692 

1,860,305 

26,330,000 

.28 

.2330 

.0652 

1,652,529 

22,165,000 

.28 

.2198 

.0615 

1,364,123 

19,000,000 

.28 

.2074 

.0581 

1,103,368 

15,835,000 

.28 

.1956 

.0548 

867,251 

12,670,000 

.28 

.1846 

.0617 

654,887 

10,120,000 

.28 

.1741 

.0487 

493,330 

8,185,000 

.28 

.1643 

.0460 

376,543 

6,250,000 

.28 

.1550 

.0434 

271,260 

4,315,000 

.28 

.1462 

.0409 

176,639 

2,380,000 

.28 

.1379 

.0386 

91,897 

700,000,000 

' 

86,372,714 

In  this  table  the  early  stages  of  production  are  not  shown,  since  in  the  first 
year  glTen  the  production  of  the  Steel  Corporation  (based  partly  on  acquisitions 
of  ore  property  subsequent  to  its  organization)  had  already  reached  13,000,000 
tonsw  The  total  production  for  each  of  the  first  two  five-year  periods  as  here 
given  is  very  close  to  the  actual  production  of  the  Steel  Corporation  for  those 
periods.  The  actual  yearly  figures  of  production  from  1901  to  1910,  however, 
show  very  marked  fluctuations,  particularly  on  account  of  a  heavy  falling  off 
in  output  in  1904  and  1908.    Such  exceptional  movements  are  not  taken  account 
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of  in  this  table,  since  it  would  obviously  be  impossible  to  attempt  to  so  fore- 
cast years  of  depression  throughout  the  entire  period. 

In  assuming  the  production  for  the  first  ten-year  period  at  a  total  almost  as 
large  as  that  actually  recorded  by  the  Steel  Ck)rporation,  the  Bureau  has  been 
very  liberal  to  this  assumed  original  ore  deposit  of  700,000,000  tons,  because,  as 
already  pointed  out,  the  aggregate  value  of  such  a  deposit  increases  with  a  high 
rate  of  exhaustion ;  that  is  to  say,  as  the  table  clearly  shows,  a  million  tons  of 
ore  production  in  the  first  year  is  worth  very  much  more  than  a  million  tons* 
production  in  the  last  year  of  the  period. 

While,  therefore,  it  should  be  clearly  understood  that  the  Bureau  is  not  assum- 
ing to  predict  what  the  actual  yearly  production  would  be  from  the  assumed 
deposit  of  700,000,000  tons,  this  table  gives  an  idea  of  the  principles  involved  in 
a  scientific  calculation  of  the  probable  duration  of  a  given  ore  deposit. 


CHAPTER  IV. 

SmOUBY  OF  EVIDENCE  OF  EXCESSIVE  ISSUE  OF  SECTTEITIES 
BT  mnTES  STATES  STEEL  COKPOBATION  IN  1901. 

Section  1.  Comparison  of  Bureau's  valnations  with  total  outstanding 
capitalization* 

The  Bureau's  estimates  of  the  value  of  the  investment  of  the 
United  States  Steel  Corporation  at  its  organization  in  April,  1901, 
arrived  at  by  the  three  different  methods  employed — ^that  is,  by 
analysis  of  the  assets  of  the  constituent  concerns,  by  the  use  of  market 
quotations  of  securities  of  those  concerns,  and  by  departments  of  the 
business  of  the  Corporation  itself — may  now  be  summarized  and 
compared  with  the  capitalization  of  the  Corporation  at  that  time. 
Such  a  comparison  is  given  in  the  following  table : 

Table  2S.-€01CFARI80N  OP  ESTDiATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES 
STEEL  CORPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS 
SECURITIES. 


Excess  of  se- 
curities over 
estimates. 


Total  capitalisation  in  Apr.,  1901,  including  underlying  bonds  and  pur- 
chasMnoney  obligations »  $1,402,846,817 

loTestment  in  tangible  property  alone,  indicated  by  historical  analysis . . .         876, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  market 
prices  of  secorlties  of  constituent  conoems 793,000,000 

Valoe  of  tangible  property  as  estimated  by  departments  of  tlie  business. . .         682, 000, 000 


1726,846,817 

609,846,817 
720,846,817 


*  Exrloding  t535,407  unacquired  stock  in  constituent  concerns  for  which  no  corresponding  deduction 
was  made  in  the  fktst  and  third  estimates. 

The  Bureau's  two  valuations  of  the  tangible  property  alone  agree 
very  closely,  although  to  a  very  considerable  extent  they  were  arrived 
at  independently  of  one  another.  The  valuation  based  on  market 
prices  of  the  securities  of  the  constitueitt  concerns  naturally  is  higher 
than  the  other  two,  since  it  includes  intangible  considerations  as  well. 

It  will  be  seen  at  once  that  the  capitalization  of  the  Steel  Corpora- 
tion in  1901  greatly  exceeded  the  value  of  the  property  acquired  as 
indicated  by  any  one  of  the  three  methods  employed.  By  the  first 
method,  that  of  historical  analysis  of  the  organization  of  the  con- 
stituent ccHioems,  the  excess  of  capitalization  over  tangible  assets  was, 
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roughly,  $727,000,000.  By  the  third  method,  which  also  considers 
tangible  assets  only,  the  excess  is  $721,000,000.  Even  on  the  basis  of 
the  second  method,  which,  as  repeatedly  pointed  out,  is  the  public's 
estimate,  through  the  stock  market,  of  the  value  of  the  companies  as 
going  concerns  and  which  therefore  includes  intangible  as  well  as 
tangible  assets,  the  excess  is  nearly  $610,000,000. 

Owing  to  the  difficulty,  and,  indeed,  to  the  practical  impossibility, 
of  arriving  at  a  valuation  of  the  intangible  assets  of  the  Corporation 
which  would  not  be  influenced  by  the  element  of  combination  (see 
p.  326),  the  Bureau  has  confined  its  study  of  the  investment  to  tangi- 
ble property.  For  this  purpose  it  has  accepted  the  valuation  of 
$682,000,000  arrived  at  by  the  third  method,  in  the  manner  already 
described  in  the  preceding  chapter.  While,  of  course,  absolute  preci- 
sion can  not  be  claimed  for  this  figure,  it  was  reached  only  after  very 
exhaustive  analysis;  moreover,  in  every  case  the  Corporation  was 
given  the  benefit  of  reasonable  doubt,  so  that  this  result  must  be 
regarded  as  distinctly  a  liberal  valuation  of  the  tangible  property  of 
the  Corporation  in  1901.  On  this  basis,  no  less  than  $720,846,000  of 
the  total  capitalization  of  the  Corporation  was  unprotected  by  tangi- 
ble property  values;  that  is  to  say,  the  entire  issue  of,  roughly, 
$508,000,000  of  common  stoc^  and  over  $212,000,000  of  the  preferred 
stock  had  no  tangible  property  back  of  it  at  the  organization  of  the 
Corporation  in  1901. 

In  this  connection  it  may  be  noted  that  in  testimony  before  the 
Ways  and  Means  Committee,  in  1908,  E.  H.  Gary,  chairman  of  the 
Steel  Corporation,  was  questioned  with  respect  to  a  valuation  of 
$1,782,187,383  for- the  properties  of  the  Steel  Corporation  at  the  close 
of  1907.  An  excerpt  from  his  testimony  before  that  committee 
follows : 

Mr.  CocKRAN.  Of  this  whole  sum  of  $1,782,000,000,  was  not 
$1,000,000,000,  at  least,  capitalized  profits  as  distinguished  from 
original  investment? 

Mr.  Gary.  I  should  have  to  guess  at  that;  but  I  should  guess 
yes,  including  increases  in  value. 

While  an  offhand  answer  to  such  an  important  question  should  not 
be  given  too  much  weight,  the  resulting  valuation  of,  say,  $782,- 
000,000  for  the  properties  at  the  time  the  Steel  Corporation  was 
formed  is  surprisingly  in  line  with  the  valuation  of  the  Bureau 
already  given. 

The  Bureau  does  not  for  the  purposes  of  the  present  discussion  take 
up  the  question  whether  the  Steel  Corporation  should  have  issued 
securities  up  to  only  the  value  of  the  tangible  property,  as  here  esti- 
mated. As  previously  pointed  out,  opinions  concerning  the  proper 
basis  of  capitalization  are  very  diverse.  The  Bureau  is  not  con- 
cerned at  the  moment  with  the  question  of  what  would  be  the  best 
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method  of  capitalization,  but  with  the  relation  between  the  capitali- 
zation actually  determined  upon  and  the  value  of  the  investment 
represented  thereby.  The  question  of « the  principles  of  capitaliza- 
tion is  one  of  great  general  interest,  but  in  this  present  discussion  the 
Bureau  is  dealing  only  with  the  question  of  fact  On  this  point,  as 
already  stated,  it  is  clear  that  there  was  an  excess  of  more  than 
$700,000,000  of  capitalization  over  the  actual  investment  in  tangible 
property  in  1901.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  the  intangible  considerations,  it  is  reasonably  clear 
that  at  least  the  entire  issue  of  common  stock,  setting  aside  all 
'*  merger  value  "  (see  p.  326),  represented  nothing  but  "  water." 

While,  therefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
obvious  that  the  company  was  heavily  overcapitalized,  judged  by  any 
method  of  valuing  its  assets. 

Seetioa  2.  Compaiiion  of  par  valae  of  Mcuritiei  of  Steel  Corporation 
itself  with  their  market  value. 

Incidentally  it  is  well  to  consider  briefly  the  aggregate  market 
value  of  the  securities  of  the  Steel  Corporation  itself.  But  it  must 
be  clearly  recognized  that  this  is  in  no  sense  a  part  of  the  previous 
discussion  of  the  value  of  its  assets,  because  such  a  computation 
introduces  a  wholly  new  factor,  namely,  the  merger  value  given  to 
the  properties  by  the  very  act  of  combining  them  under  a  single 
frreat  concern,  and  other  intangible  considerations. 

The  average  price  at  which  United  States  Steel  preferred  stock 
sold  during  the  first  year  of  the  existence  of  the  Corporation — this 
average  being  based  on  an  average  of  the  means  of  the  highest  and 
lowest  quotations  daily — was  94,  and  the  corresponding  average  for 
the  common  stock  was  44.  The  average  price  of  the  5  per  cent  fifty- 
year  bonds  was  approximately  115.  The  average  price  of  the  under- 
lying bonds,  mortgages,  and  purchase-money  obligations  can  not  be 
satisfactorily  determined.  Since  transactions  in  some  of  these  were 
very  infrequent,  and  in  some  cases  there  were  no  recorded  transac- 
tiwLs,  and  since  the  total  amount  of  these  was  comparatively  small, 
they  may  be  reckoned  at  par,  as  they  have  been  in  preceding  tables 
of  this  sort. 

Applying  these  average  prices  to  the  total  outstanding  capitaliza- 
tion of  the  Steel  Corporation  (including  underlying  bonds,  mort- 
gages, and  purchase-money  obligations)  at  the  time  of  its  organiza- 
tion, the  indicated  market  valuation  of  these  securities  was  approxi- 
mately $1,133,144,631,  as  shown  by  Table  26  on  the  following  page. 
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Tabue  26.-C01CPARI80N  OF  PAR  VALUE  OF  STEEL  CORPORATION'S  SECURITIES  WITH 
MARKET  VALUE,  BASED  ON  AVERAGE  PRICES  FOR  THE  FIRST  YEAR  AFTER  ITS 
ORGANIZATION. 


Security. 


Preferred  stock 

Common  stock 

6  per  cent  bonds 

Underlying  bonds,  mortgages,  and  purchase- 
money  obligations 

Total 


Par  value. 


1510,206,743 
508,227,304 
303,450,000 

80,903,680 


1,402,846.817 


Average 

price  first 

year. 


04 
44 

U15 

«100 


ICarket  value 
based  on  aver- 
age price,  flxBt 
year. 


Excess  of  par 

value  over 

market  value. 


$479,503,308 
223,020,063 

348,967,500 

80,963,680 


1,133,144,631 


830,612,345 
284,607,341 
*4S,617,SO0 


209,702,186 


1  Approximatdy. 

s  Excess  of  market  value  over  par. 

*  Estimated.    ICany  of  these  underlying  securities  were  not  on  the  market. 

The  par  value  of  the  Steel  Corporation's  securities,  therefore,  shows 
an  excess  over  the  market  valuation  of  $269,700,000.  Had  the  fifty- 
year  bonds  been  taken  at  par  instead  of  at  the  market  value  (which 
method  might  be  justified  on  the  ground  that  the  premium  was 
largely  influenced  by  the  term  of  these  bonds,  and  the  condition  of 
the  money  market  rather  than  by  property  values) ,  the  excess  would 
have  been  about  $315,000,000. 

It  should  be  unnecessary,  however,  to  argue  that  a  market  valuation 
based  upon  the  prices  of  the  securities  of  the  Steel  Corporation  itself 
is  not  a  proper  criterion  by  which  to  judge  the  real  value  of  the 
assets  of  the  Corporation  at  its  organization.  It  will  be  remembered 
that  in  Table  13,  on  page  170,  it  was  shown  that  the  market  valua- 
tion of  the  securities  of  the  constituent  concerns  acquired  by  the  Steel 
Corporation  based  upon  the  average  prices  of  1899  and  1900  (and 
including  $25,003,000  new  cash  capital  as  well  as  underlying  indebted- 
ness at  par)  was  $792,961,970.  The  market  value  of  the  securities  of 
the  Steel  Corporation  itself  based  upon  the  average  prices  recorded 
during  the  first  year  of  its  operation  (except  for  the  underlying  in- 
debtedness, which  is  taken  at  par)  is  $1,133,144,631,  or  $340,182,661 
more  than  the  market  valuation  of  the  securities  acquired  in  the  com- 
ponent concerns  in  1899  and  1900. 

It  is  apparent,  therefore,  that  the  aggregate  market  valuation  was 
greatly  increased  as  a  direct  result  of  the  merger  of  these  various 
constituent  concerns  under  a  single  control.  Undoubtedly  much  of 
this  increase  in  market  valuation  was  in  the  nature  of  an  increase 
due  to  concentrated  control  over  the  industry.  It  is  incredible  that 
there  had  been  any  such  enormous  increase  in  the  real  value  of  the 
property  in  this  short  interval.  A  part  of  the  increase  was  undoubt- 
edly a  temporary  reflection  of  current  conditions  in  the  stock  market. 
The  year  1901  was  one  of  marked  prosperity  in  the  steel  industry, 


UNITED  STATES  STEEL  COBPOBATION.  243 

and  despite  the  acute  stock-market  panic  which  occurred  in  May  it 
was  a  year  of  firm  and  even  of  rising  values  for  securities  in  general. 
The  stocks  of  the  Steel  Corporation,  moreover,  undoubtedly  were 
given  support  by  large  banking  interests  during  the  greater  part  of 
the  organization  period.  In  view  of  these  facts,  and  more  especially 
the  fact  that  the  Steel  Corporation  was  a  consolidation  controlling 
a  very  substantial  proportion  of  the  steel  business  of  the  country, 
this  market  valuation  of  its  securities  of  approximately  $1,133,000,000 
obviously  exaggerates  a  fair  valuation  of  the  properties  acquired  as 
they  existed  under  separate  ownership.  Nevertheless,  even  judged  by 
this  unduly  favorable  standard,  the  capitalization  of  the  Corporation 
was  very  excessive. 

It  may  be  noted  in  this  connection  that  in  the  latter  part  of  1903 
and  the  early  part  of  1904,  during  a  sharp  reaction  in  the  steel  in- 
dustry, the  market  value  of  its  securities  was  very  greatly  reduced. 
Thus  the  preferred  stock  in  1903  sold  as  low  as  49f ,  and  the  common 
stock  as  low  as  10  (the  latter  sold  somewhat  lower  in  1904).  The 
fifty-year  bonds  sold  as  low  as  102,  while  the  new  10-60  year  bonds, 
which  were  issued  in  that  year  chiefly  to  retire  preferred  stock,  sold 
as  low  as  65.^  At  these  low  prices  (including  underlying  indebted- 
ness at  par  in  the  absence  of  quotations),  the  total  market  value  of 
the  securities  of  the  Corporation  was  only  about  $761,000,000,^  or 
$382,000,000  less  than  the  aggregate  value  shown  by  the  1901  prices. 

The  Bureau  does  not  contend  that  this  valuation  at  these  low  prices 
is  a  fair  indication  of  the  real  value  of  the  property  at  that  time,  but 
this  figure  illustrates  the  danger  of  using  stock-market  quotations 
as  a  conclusive  test  of  values  unless  averaged  over  a  long  period  under 
varying  conditions.  On  the  other  hand,  such  stock-market  prices, 
when  averaged  over  long  periods,  frequently  are  an  exceedingly 
valuable  criterion. 

Section  3.  Evidence  of  overcapitalization  in  excessive  iasne  of  stock  to 
underwriting  syndicate. 

Very  convincing  evidence  of  an  excessive  issue  of  securities  by  the 
Steel  Corporation  is  afforded  by  the  enormous  payment  which  it 
allowed  the  underwriting  syndicate,  so  called.  The  syndicate  agree- 
ment (a  copy  of  which  is  given  on  p.  383)  provided  that  in  addition 
to  undertaking  to  secure  at  least  51  per  cent  of  the  stocks  of  the 
various  companies  originally  to  be  acquired,  the  syndicate  should 

^  Tninsactions  In  the  fifty-year  bonds  were  limited.  The  other  securities  named,  how- 
ever, were  heavily  traded  in  in  1903.  It  may  he  noted  that  if  the  low-record  prices  of  the 
common  stock  in  1904  were  combined  with  the  low-record  prices  of  the  other  securities 
reached  in  1903,  the  total  valuation  here  reached  would  be  somewhat  reduced.  It  seems 
fairer,  however,  to  take  quotations  for  all  securities  at  about  the  same  date. 

Mn  this  calculation  allowance  has,  of  course,  been  made  for  the  fact  that  |1 50,000,000 
of  preferred  stock  had  been  exchanged  for  a  like  amount  of  the  10-60  year  bonds,  while 
120,000,000  of  such  bonds,  moreover,  had  been  sold  for  cash. 
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furnish  the  Steel  Corporation  with  $25,000,000  cash  capital  In  addi- 
tion to  this  sum,  the  syndicate  incurred  expenses  of  about  $3,000,000 
attendant  upon  the  organization  of  the  Corporation,  through  fees, 
purchase  of  miscellaneous  securities,  etc.,  which  sum  should  be  added 
to  the  $25,000,000  cash  capital  provided,  in  stating  the  total  cash  con- 
sideration provided  by  the  syndicate^  For  this  total  cash  considera- 
tioa  of  $28,000,000  and  its  services  ihe  underwriting  syndicate  re- 
ceived from  the  Steel  Corporation  the  enormous  total  of  practically 
1,300,000  shares  of  its  stock  (half  preferred  and  half  common),  of  an 
aggregate  par  value  of  $130,000,000.  That  this  huge  block  of  stock 
was  actually  received  by  the  syndicate  was  explicitly  stated  in  the 
preliminary  report  of  the  Steel  Corporation,  which,  after  giving  the 
amounts  of  stock  issued  to  acquire  the  securities  of  the  OHistituent 
concerns,  further  stated : 

The  residue  of  the  common  and  preferred  stock  of  this  Cor-, 
poration  delivered  to  the  syndicate  under  the  contract  of  March 
1,  1901,  and  not  used  for  the  acquisition  by  it  of  the  stocks  of 
the  specified  companies,  being  the  shares  which,  as  stated  in  the 
syndicate  circular  of  March  2,  1901,  were  to  be  retained  by  and 
to  belong  to  the  syndicate,  amounted  to  649,987  shares  of  pre- 
ferred stock,  and  649,988  shares  of  common  stock.  This  residue 
of  stock  or  the  j>roceeds  thereof,  after  reimbursing  the  syndicate 
the  $25,000,000  in  cash  which  it  paid  to  the  Corporation,  and 
approximately  $3,000,000  for  other  syndicate  obligations  and 
expenses,  constituted  surplus  or  profit  of  the  syndicate. 

Profit  bealized  from  this  stock  by  the  syndicate. — ^This  enor- 
mous "  residue,"  as  it  was  termed,  yielded  a  very  large  profit  to  the 
syndicate.  At  valuations  of  44  for  the  common  stock  and  94  for  the 
preferred  stock  (the  average  prices,  respectively,  at  which  these  shares 
sold  during  the  first  year  after  the  organization  of  the  Steel  Cor- 
poration), the  total  value  of  these  stocks  thus  delivered  to  the  syndi- 
cate would  have  been  approximately  $89,700,000.  As  a  matter  of 
fact,  it  appears  that  the  amount  actually  realized  by  the  syndicate 
was  about  $90,500,000.  After  reimbursing  the  syndicate  for  the 
$25,000,000  cash  capital  raised  by  it,  and  also  for  the  $3,000,000 
incurred  in  expenses,  the  syndicate  managers  paid  out  in  profits  to 
syndicate  members  substantially  $50,000,000.  Before  distributing 
these  huge  profits,  however,  J.  P.  Morgan  &  Co.,  as  syndicate  man- 
agers, reserved  as  their  compensation  20  per  cent  of  the  total  profits. 
The  total  profits  consequently  were  one-fourth  greater  than  the 
amount  thus  distributed  to  syndicate  members,  or,  in  other  words, 
they  were,  roughly  speaking,  $62,500,000. 

It  may  be  noted  that  about  $4,000,000  of  this  total  was  not  in  the 
form  of  cash.  After  reimbursing  the  syndicate  for  its  cash  obligations 
of  $28,000,000,  the  syndicate  managers  paid  four  cash  dividends  of 
$10,000,000  each  (after  reserving  in  each  case  their  20  per  cent  commis- 
sion), and  a  final  dividend  of  $6,000,000  in  cash  plus  $4,000,000  paid- 
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up  participation  in  a  syndicate  then  being  organized  by  J.  P.  Mor- 
gan &  Co.  to  underwrite  the  so-called  "  bond  conversion  "  scheme  of 
the  Corporation,  discussed  elsewhere  (Chap.  VIII).  There  is  some 
question  whether  this  $4,000,000  participation  in  the  second  syndicate 
realized  its  par  value  on  the  liquidation  of  that  syndicate,  but  any 
difference  between  the  amount  finally  realized  and  the  par  value 
(^,000,000)  was  undoubtedly  so  small  that  it  can  be  disregarded. 
The  profit  on  this  operation  over  and  above  all  expenses  may  there- 
fore be  fairly  stated  at  $62,500,000. 

There  can  be  no  question  that  this  huge  compensation  to  the  syndi- 
cate, or,  in  other  words,  the  enormous  block  of  stock  upon  which  this 
profit  was  realized,  was  greatly  in  excess  of  a  reasonable  compensa- 
tion. The  syndicate  was,  of  course,  properly  to  be  reimbursed  not 
only  for  the  $25,000,000  new  cash  capital  which  it  provided  the  Cor- 
poraticMi,  and  for  the  $8,000,000  of  expenses  incurred,  but  was  also 
entitled  to  some  compensation  for  the  labor  and  risk  of  raising  these 
sums.  Moreover,  the  syndicate  presumably  rendered  some  other 
services  of  value  in  facilitating  the  organization  of  the  Corporation 
and  the  flotation  of  its  securities,  for  which  it  would  reasonably 
expect  some  compensation.  However,  these  services  certainly  were 
not  w(M*th  anything  like  the  enormous  price  which  the  Corporation 
paid.  Nor  can  this  payment  be  justified  on  the  ground  of  extraordi- 
nary risk.  The  Corporation  was  organized  at  a  time  of  pronounced 
buoyancy  in  the  stock  market  and  decided  prosperity  in  the  steel 
industry.  It  is  true  that  only  a  short  time  after  its  organization  the 
famous  Northern  Pacific  comer  and  the  resulting  stock-market  panic 
occurred.  Such  a  contingency,  however,  is  one  of  the  possibilities 
that  all  underwriting  syndicates  have  to  take  account  of,  and  was 
entitled  to  no  more  weight  in  this  case  than  in  the  case  of  numerous 
other  underwriting  arrangements  which  were  made  by  other  large 
corporations  at  the  same  period. 

It  is,  moreover,  true  that  the  nominal  liability  of  the  syndicate, 
or  what  may  be  called  its  nominal  capital,  was  $200,000,000.  This, 
however,  was  the  liability  of  the  syndicate  subscribers  to  the  syndi- 
cate managers  and  not  to  the  Steel  Corporation,  to  which  its  cash 
liability,  as  just  shown,  was  only  $25,000,000  (not  including  $3,000,000 
of  expenses) .  It  was  the  understanding,  tacit  or  expressed,  that  the 
syndicate  managers  did  not  expect  to  call  upon  the  syndicate  sub- 
scribers for  more  than  a  single  payment  of  12^  per  cent  of  the  total 
nominal  liability  ($200,000,000) ,  or  $25,000,000.  As  a  matter  of  fact, 
that  was  the  only  call  actually  made.  Had  a  further  call  been  made 
upon  the  syndicate  subscribers,  this  would  have  been  to  meet  tem- 
porary exigencies  accompanying  the  flotation  of  the  Steel  Corpora- 
tion's stock,  and  not  to  make  any  further  payment  to  the  Corporation 
itself.  The  large  nominal  obligation  of  the  syndicate  subscribers  to 
the  syndicate  managers  apparently  was  determined  upon  in  part  with 
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a  view  to  disarming  subsequent  criticism  of  the  enormous  onnpensa- 
tion  which  it  received. 

A  very  important  consideration  to  point  out  is  that  while  the  syndi- 
cate was,  from  the  standpoint  of  the  prestige  and  reputation  of  the 
bankers  identified  with  it,  n(»ninally  compelled  to  see  the  organization 
of  the  Steel  Corporation  successfully  through,  there  was  no  legal 
obligation  of  this  sort  whatever.  Instead,  a  circular  of  the  syndicate 
managers  to  the  stockholders  of  the  various  constituent  concerns 
which  were  to  be  acquired  stated  very  positively  that  the  syndicate 
managers  might  at  any  time  wholly  abandon  the  transaction,  in  which 
event  the  stockholders  in  the  acquired  companies  would  have  no  claim 
whatever  against  the  syndicate  managers.  This  is  shown  by  the 
fourth  paragraph  in  the  official  circular  of  J.  P.  Morgan  &  Cow,  the 
syndicate  managers,  as  follows: 

The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  juagment  a  sufficient  amount 
of  the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reserve  the  right^  at  any  time^  in  their  discre- 
tion^ to  wholly  abandon  the  transaction  and  to  withdraw  their 
offer  herein  contained,  as  to  all  the  depositors,  by  publication  of 
notice  of  such  withdrawal  in  two  daily  newspapers  in  the  city  of 
New  York;  and  in  that  event  all  the  deposited  shares  shall  be 
returned  without  charge  upon  surrender  oi  the  respective  receipts 
therefor.  In  case  of  any  such  withdrawal  of  the  offer  hereunder 
as  to  all  or  to  any  depositors,  such  depositors  shall  have  no  claim 
against  the  undersigned^  and  shall  only  be  entitled  to  receive  their 
deposited  securities  upon  surrender  of  the  respective  receipts 
therefor.^ 

It  may  be  objected,  as  just  suggested,  that  it  is  almost  incredible 
that  the  syndicate  managers  would  abandon  the  transaction.  Never- 
theless, this  distinct  provision  that  they  might  do  so  if  they  saw  fit, 
without  giving  any  explanation  and  without  rendering  themselves 
in  the  slightest  way  liable,  clearly  is  entitled  to  great  weight  in  judg- 
ing the  risks  assumed  by  the  syndicate.  As  a  matter  of  fact,  as  the 
sequel  showed,  the  syndicate  was  compelled  to  bear  only  a  very  moder- 
ate risk,  while  it  was  one  of  the  most  profitable  ever  organized  in  the 
United  States. 

It  is  worth  passing  notice  that  J.  P.  Morgan  &  Co.,  the  syndicate 
managers,  in  the  closing  paragraph  of  their  circular  to  the  share- 
holders, said : 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  svndicate  managers  beyond  a 
share  in  any  sum  which  ultimately  may  be  realized  by  the 
syndicate. 

As  just  shown,  however,  the  share  of  J.  P.  Morgan  &  Co.  in  the 
profits  of  the  syndicate,  as  syndicate  managers  only,  was  about 

^  lUlics  by  Bureau.     (See  Exhibit  4,  p.  396.) 
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$12,500,000,  in  addition  to  whatever  profits  they  may  have  made 
l)ecause  of  their  participation  in  the  syndicate  as  subscribers.  In 
view  of  this  profit,  it  is  hardly  remarkable  that  that  firm  received 
no  further  payment  from  the  Steel  Corporation  itself. 

In  this  connection  it  is  also  proper  to  point  out  that  the  syndicate 
managers  were  prominently  identified  with  the  management  of  several 
of  the  companies  acquired  by  the  Steel  Corporation,  and  also  with 
the  management  of  that  Corporation  itself.  Three  partners  of  the 
firm  were  on  the  directorate  of  the  Corporation,  one  of  whom  was 
also  chairman  of  the  finance  committee.  Moreover,  several  other 
leading  interests  in  the  underwriting  syndicate  were  the  heads  of 
some  of  the  companies  acquired  and  members  of  the  first  board  of 
directors  of  the  Corporation.  In  other  words,  as  managers  of  the 
Steel  Corporation,  these  various  interests  virtually  determined  the 
compensation  for  their  services  as  underwriters. 

It  may  also  be  stated  that  in  January,  1902,  the  syndicate  managers 
proposed  that  a  formal  agreement  of  release  be  executed  between 
themselves  and  the  Steel  Corporation  concerning  this  syndicate  opera- 
tion. The  following  proposition'  was  submitted  to  the  finance  com- 
mittee of  the  Steel  Corporation  by  the  syndicate  managers: 

The  magnitude  of  the  transactions,  and  the  immense  amount 
involved  under  the  contracts  of  March  1^  1901,  and  April  1, 1901, 
render  it  important,  and  it  is  our  desire,  that  all  matters  be- 
tween the  Corporation  and  ourselves,  as  syndicate  managers  or 
otherwise,  relating  in  any  way  to  the  issue  of  the  capital  stock 
of  your  Corporation  and  to  the  acquisition  of  the  stocks  of  other 
companies,  snould  be  definitely  closed  and  settled  in  such  manner 
that  no  possible  question  concerning  the  same  or  the  amounts  or 
profits  involved  can  be  raised  in  the  future.  We  desire,  if  prac- 
ticable, that  such  a  final  settlement,  which  it  seems  to  us  should 
be  by  way  of  mutual  releases,  be  had  before  we  distribute  the 
profits  of  the  syndicate  among  its  members. 

Such  an  arrangement  was  entered  into  and  formally  approved  by 
the  directors  of  the  Steel  Corporation  on  February  14, 1902.  At  that 
time,  it  may  be  noted,  the  profits  of  the  syndicate  were  estimated  by 
the  syndicate  managers  at  about  $56,000,000.  This  proved  to  be  an 
underestimate,  and,  as  above  shown,  the  total  profits  actually  real- 
ized were  about  $62,600,000. 

In  addition  to  the  importance  of  this  payment  to  the  underwriting 
syndicate  itself  as  indicating  overcapitalization,  this  transaction  may 
also  fairly  be  given  weight  in  discussing  evidence  of  excessive  issue 
of  securiti^  with  respect  to  the  purchase  of  properties.  A  corpora- 
tion which  issued  roughly  $130,000,000  of  its  securities  for  a  cash 
consideration  of  $25,000,000  plus  such  underwriting  and  promotion 
services  and  expenses  as  were  involved  in  this  case  may  fairly  be  re- 
garded as  disposed  to  issue  its  capital  stock  on  an  exceedingly  liberal 
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basis  for  the  aoquisition  of  properties.  This  syndicate  arrangement, 
therefore,  may  properly  be  construed  as  confirming  other  evidence 
that  the  capitalization  of  the  Corporation  far  exceeded  the  true  value 
of  its  assets. 

At  the  invitation  of  the  Bureau,  the  syndicate  managers  in  1911 
submitted  a  statement  concerning  this  compensation  of  the  syndicate. 
Their  statement  on  this  point  follows : 

As  stated  in  the  first  preliminary  report  of  this  company, 
submitted  to  its  stockholders  at  the  first  annual  meeting  upon 
February  17,  1902,  and  then  and  there  unanimously  approved, 
there  was  allowed  to  the  underwriting  syndicate  as  its  compensa- 
tion 649,987  shares  of  the  preferred  stock  and  649,988  shares  of 
the  common  stock  of  the  new  corporation,  out  of  which  the  syndi- 
cate provided  the  corporation  with  $25,00O,O0(>  cash  and  dis- 
tributed approximately  $8,000,000  for  other  syndicate  obligations 
and  expenses. 

We  inclose  a  copy  of  the  printed  syndicate  agreement  of 
February  26,  1901,  under  which  the  net  profits  of  the  syndicate 
were  distributable,  and  they  were  distributed  one-fifth  to  the 
syndicate  managers  and  the  ren^aining  four-fifths  to  the  syndicate 
subscribers,  including  our  firm. 

Inasmuch  as  these  commissions  and  their  payment  were  unan- 
imously approved  by  the  stockholders  of  the  corporation,  we 
should  assume  that  your  view  (which  we  regret)  that  they  were 
excessive  in  amount  has  regard,  not  to  the  parties  immeaiately 
concerned,  but  to  what  you  may  consider  to  be  a  public  interest. 
In  this  aspect  it  would  seem  to  us  that,  if,  as  we  believe,  and  as 
we  have  above  stated,  the  properties  acquired  by  the  Steel  Corpo- 
ration were  and  are  fully  worth  the  par  of  the  entire  block  of 
securities  by  it  issued  to  the  syndicate  managers  in  payment 
therefor,  no  public  injury  could  or  would  result  from  any  sub- 
division between  the  syndicate  managers  and  their  associates  of 
the  securities  so  issued. 

We  would  suggest  further  that,  as  the  transaction  was  unique, 
not  only  in  character,  but  in  immensity,  it  is  possible  that  any 
standard  short  of  that  furnished  by  practical  experience  of 
necessity  must  be  imaginary  and  perhaps  illusory.  Contingen- 
cies and  reasons  involved  in  this  so  large  a  transaction  require 
and  justify  compensation  at  a  rate  which  in  lesser  matters  might 
seem  excessive.  No  ordinary  experience  can  supply  a  measuring 
stick  for  either  the  purchase  price  of  the  properties  of  the  new 
corporation  or  the  payment  of  the  compensation  for  such 
acquisition. 

We  would  call  attention  also  to  the  fact  that  the  purchase  price 
of  the  properties  transferred  under  the  first  contract  of  March  1, 
1901,  covered  the  entire  compensation  received  by  the  syndicate. 
The  subsequent  acquisition  under  the  contract  of  April  1,  1901, 
of  the  so-called  Rockefeller  properties,  the  Pittsburg  Steamship 
Company,  and  the  Oliver  Iron  Mining  Company  were  made  by 
the  syndicate  managers  not  on  their  own  account  but  for  and  in 
behalf  of  the  new  company,  the  United  States  Steel  Corporation, 
and  no  commissions  or  compensation  for  this  acquisition  was 
asked  or  received  by  the  syndicate  managers. 
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The  Bureau  does  not  regard  the  above  statement  as  an  adequate 
defense  of  the  enormous  commission  obtained  by  this  underwriting 
syndicate.  Undoubtedly  the  transaction  was  exceptional  with  respect 
to  magnitude.  This  would  undoubtedly  justify  a  larger  c(Hnmission 
in  the  aggr^ate  than  would  be  justified  in  the  case  of  a  very  small 
underwriting  operation.  Moreover,  the  magnitude  of  the  operation 
might  justify  a  somewhat  greater  allowance  for  contingencies,  al- 
though, as  already  pointed  out,  every  underwriting  syndicate  must 
nin  the  risk  of  certain  contingencies,  such,  for  instance,  as  a  violent 
disturbance  in  the  stock  market,  or,  on  the  other  hand,  a  period  of 
continued  depression.  So  far  as  the  above  explanation  of  the  syndi- 
cate payment  rests  on  the  assumption  that  the  properties  were  worth 
the  par  value  of  the  entire  amount  of  stock  issued  therefor,  it  is  ob- 
rious  that  this  view  can  not  be  accepted.  As  a  matter  of  fact,  if  the 
properties  themselves  were  regarded  by  the  vendors  as  worth  par,  it 
can  not  be  conceded  that  those  vendors  would  have  been  willing  to 
surrender  $130,000,000  of  the  entire  capital  stock  to  an  underwriting 
>Tndicate,  except  on  the  ground  that  they  expected  to  make  such 
extraordinary  profits  out  of  the  merger  that  they  would  thereby  be 
reimbursed.  In  any  event,  it  is  obvious  that  any  such  large  commis- 
sion to  an  underwriting  syndicate  is  a  matter  of  vital  importance 
from  a  public  standpoint. 

It  may  be  noted  that  this  statement  of  the  syndicate  managers  calls 
attention  to  the  fact  that  the  entire  commission  was  allowed  under 
the  first  contract,  which  did  not  include  the  acquisition  of  the  Bocke- 
feller  properties  (the  Lake  Superior  Consolidated  Iron  Mines  and 
the  Bessemer  Steamship  Company) ,  the  American  Bridge  Company, 
and  the  one-sixth  interest  in  the  Oliver  Iron  Mining  Company  and  in 
the  Pittsburg  Steamship  Company,  but  that  no  compensation  was  re- 
ceived by  the  syndicate  managers  for  these  later  acquisitions.  This 
simply  means,  however,  that  this  syndicate  commission  covered  the 
acquisition  of  only  a  part  of  the  properties  of  the  Steel  Corporation. 
It  may  be  noted  in  this  connection  that  the  second  syndicate  agree- 
ment— ^that  of  April  1,  1901  (a  copy  of  this  agreement  appears 
on  pp.  386-390) — contained  a  provision  that  the  Steel  Corporation,  in 
addition  to  reimbursing  J.  P.  Morgan  &  Co.  for  actual  expendi- 
tures incurred  in  the  acquisition  of  these  properties  thus  subsequently 
brought  in,  should  pay  that  firm  "  fair  compensation  for  their  serv- 
ices." While,  according  to  the  above  statement,  no  such  compensa- 
tion was  received  under  this  second  contract,  this  can  hardly  be 
regarded  as  remarkable,  in  view  of  the  fact  that  the  compensation 
under  the  first  contract  netted  the  syndicate  the  enormous  siun  of 
roughly  $62,500,000,  of  which  the  syndicate  managers  received  one- 
fifth,  this  not  including  any  amount  which  they  may  have  received 
as  members  of  the  syndicate. 
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Section  4.  Sninxiiary  of  underwriting  commissions  in  the  organization  of 
the  Steel  Corporation  and  its  constituent  concerns. 

Another  way  of  looking  at  this  large  compensation  to  the  under- 
writing syndicate  is  that  $28,000,000  of  the  preferred  and  $28,000,000 
of  the  conunon  stock  were  issued  to  cover  the  $28,000,000  cash  lia- 
bility and  expenses  of  the  syndicate,  the  common  stock  being  regarded 
as  a  100  per  cent  bonus  with  the  preferred,  as  was  so  often  done  in 
organizing  the  constituent  concerns.  On  this  basis  there  would  be 
left  $36,998,700  of  preferred  stock  and  $36,998,800  of  common  stock 
as  a  "  commission  "  in  the  strict  sense,  merely  for  the  services  of  the 
underwriting  syndicate  as  distinct  from  any  cash  consideration  or 
expense. 

This  enormous  commission  to  the  underwriting  syndicate  of  the 
Steel  Corporation,  it  will  be  recalled,  followed  other  heavy  commis- 
sions of  the  same  sort  paid  by  most  of  the  constituent  concerns  of 
the  Corporation.  The  facts  concerning  the  payments  of  such  com- 
missions by  the  subsidiary  companies  have  already  been  summarized 
in  Chapter  II.  (See  p.  179.)  It  was  there  shown  that  the  total 
amount  of  stock  issued  by  seven  of  the  constituent  concerns  (this 
not  including  the  American  Sheet  Steel  Company  or  the  Shelby  Steel 
Tube  Company)  as  commissions  to  promoters  of  underwriting  syn- 
dicates, exclusive  of  bonus  stock  issued  for  property  or  cash,  aggre- 
gated no  less  than  $63,306,811,  of  which  $62,449,612  was  common  stock 
and  $857,199  was  preferred. 

The  amounts  of  stock  thus  issued  as  commissions  by  the  subsidiary 
companies  received,  of  course,  the  same  terms  of  exchange  in  the 
acquisition  of  these  concerns  by  the  Steel  Corporation  as  the  other 
stocks  of  the  same  class.  As  already  shown  (see  Table  4,  p.  113), 
the  rates  of  exchange  in  most  instances  were  at  more  than  par.  By 
adding  the  amounts  of  United  States  Steel  Corporation  stock  thus 
issued  in  exchange  for  these  amounts  of  the  stock  of  the  constituent 
companies  which  were  originally  issued  for  commissions  to  the 
amount  of  the  Steel  Corporation's  stock  above,  which  may  be  regarded 
as  such  a  commission  in  the  strict  sense  (after  deducting  $28,000,000 
of  each  class  to  cover  the  cash  raised  or  expended  by  the  syndicate), 
a  total  is  reached  which  may  be  regarded  as  the  amount  of  the  Steel 
Corporation's  stock  issued  directly  or  indirectly  for  promotion  and 
organization  profits.  A  summary  of  such  total  conunissions  is  given 
in  the  following  table : 
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Tabu  27.— AMOUNT  OF  STEEL  CORPORATION'S  STOCK  ISSUED  AS  A  COMMISSION  TO 
THE  UNDERWRTTINO  SYNDICATE,  AND  AMOUNTS  SO  ISSUED  IN  EXCHANGE  FOR 
STOCKS  OF  CONSTITUENT  CONCERNS  ISSUED  FOR  THE  SAME  PURPOSES,  EXCLUD- 
ING IN  ALL  CASES  STOCK  ISSUED  AS  A  BONUS  FOR  PROPERTY  OR  FOB  CASH. 


Company.i 

Amomit 
of  stock 
issued  to 
cover  pro- 
motion 
(^larges. 

Rates  of  exchange 
into  U.  S.  Steel 
stock. 

Total  amount  of  U.  S. 
Steel  stoclcs  Issued 
in  this  exchange. 

Preferred. 

Common. 

Preferred. 

Common. 

Feil^ral  Steel  Company: 

Prelerred 

1857,  ig2 

3,599,610 

11,600,000 

10,000,000 

5.000,000 

5,000,000 

20,000,000 

7,260,000 

110.00 
4.00 

1942,911 
143,985 

f 'Ofiunon 

107.50 
102.50 
125.00 
125.00 
100.00 
125.00 
106.00 

13,869,590 

.imencan  Steel  and  W  ire  Company,  common 

Amprir^i)  T^n  Plate  Company,  common 

11,890,000 

2a  00 

2,000,000 

12,500,000 

Ndttonal  Steel  Comnaoy.  common 

6,250,000 

American  Steel  Uoop  Company,  common 

5,000,000 

N'dUQoal  Tube  Comoany.  common 

aso 

1,760,006 

25,000,000 

.\jacTiran  Bridm  Commny.  common .... 

7,612,500 

63,306,811 

4,846,904 
36,998,700 

72,122,090 

Add  far  U.  8.  Steel  Corporation,  after  deducting 
I2S,000,000  of  each  class  to  cover  cash  provisions  * 

36,908,800 

Gnnd  totel  aacurities  of  U.  S.  Steel  Corporar 
tion  representing  commissions  to  pro- 
moters and  banlcers  for  the  Corporation 
and  its  constituent  concerns  combined. . . 

41,845,604 

109,120,890 

>  Ib  this  table  nothing  is  included  for  the  American  Sheet  Steel  Company,  owing  to  the  absence  of  aocu- 
rst«  information,  although  apparently  there  was  a  large  issue  of  stock  to  the  promoters  of  this  concern. 
Again,  nothing  has  been  included  for  the  Shelby  Steel  Tube  Company,  Ijecause  of  the  drastic  reduction 
m  rapttaliratlon  eiTected  In  the  acquisition  of  this  ooncem. 

'Tiw  dednctiaa  of  cash  expenditures  in  arriving  at  the  commission  proper  of  the  Steel  Corporation  is 
Somewhat  inomsistent  with  the  method  followed  in  the  case  of  the  other  companies,  where  the  commis- 
sions in  stock,  as  stated,  are  the  gross  amounts,  out  of  which  the  respective  syndicates  had  to  meet  some 
eipeoses.  In  most  cases,  however,  these  expenses  are  believed  to  have  been  small,  Ijoth  actually  and 
reiaiively,  and,  moreover,  the  amounts  are  not  known.  The  expenditures  in  the  case  of  the  Steel  syn- 
dicate, however,  were  definitely  stated  in  the  preliminary  report  of  the  Corporation,  and,  moreover,  were 
iv^  (11,200,000  of  the  expenditures  of  13,000,000  appeus  to  have  been  used  to  acquire  securities  of  the 
Cvnegie  Company).  For  these  reasons  it  seemed  fairer  to  make  an  allowance  for  these  cash  exx>endi- 
tons  in  the  ewe  of  the  Steel  Corporation  syndicate. 


From  this  table  it  appears,  therefore,  that  more  than  $150,000,000 
of  the  stock  of  the  Steel  Corporation  (this  including  over  $41,000,000 
of  preferred  stock  and  $109,000,000  of  common  stock)  was  issued, 
eitl^r  directly  or  indirectly  (through  exchange),  for  mere  promotion 
or  underwriting  services.  This  total,  moreover,  as  noted,  does  not 
include  anything  for  the  American  Sheet  Steel  Company,  although 
presumably  a  large  commission,  possibly  including  some  preferred 
stock,  was  obtained  by  the  promoters  of  this  concern,  nor  is  anything 
added  in  the  case  of  the  Shelby  Steel  Tube  Company. 

It  should  be  repeated  that  this  enormous  total  of  over  $150,000,000 
does  not  include  common  stock  issued  as  a  bonus  with  preferred  for 
property  or  for  cash,  but  simply  what  may  be  termed  the  promotion 
and  organization  commissions  in  the  strict  sense.  In  other  words, 
nearly  one-seventh  of  the  total  capital  stock  of  the  Steel  Corporation 
appears  to  have  been  issued,  either  directly  or  indirectly,  to  promoters 
for  their  services. 


CHAPTER  V. 

PBmCIFAI    ACQUISHiONS    OP    PEOPEBTT    BT    THE    STEEL 

CORPOBATION  SINCE    1901. 

I.  ACQXnSITION  OF  COMFETIH'O  ICANDTACTtn^IKO  CONCEBITS. 

Section  1.  Principal  instances  of  this  sort. 

For  some  time  after  its  organization,  the  United  States  Steel 
Corporation  apparently  made  no  effort  to  secure  control  of  any  of  the 
large  iron  and  steel  concerns  which  competed  with  it.  At  the  close  of 
1902,  however,  it  made  a  very  important  acquisition  through  the 
purchase  of  the  Union  Steel  Company,  a  merger  of  a  former  con- 
cern of  the  same  name  and  the  Sharon  Steel  Company.  In  1904  it 
secured  the  Clairton  Steel  Company,  a:  fairly  important  concern, 
while  in  1907  the  Tennessee  Coal,  Iron  and  Railroad  Company  was 
acquired.  An  idea  of  the  significance  of  these  various  acquisitions  is 
given  briefly  in  the  following  sections. 

Section  2.  Purchase  of  Union  Steel  Company  in  1902. 

The  acquisition  of  this  company,  which,  as  stated  above,  had  just 
absorbed  the  Sharon  Steel  Compamy  and  the  old  Union  Steel  Com- 
pany, is  important,  not  only  on  account  of  its  large  production,  but 
also  because  both  the  constituent  companies  had  been  organized  by 
individuals  who  had  previously  been  in  the  steel  business,  but  who 
had  sold  out  their  properties  to  one  or  the  other  of  the  various  con- 
solidations which  later  constituted  the  United  States  Steel  Corpora- 
tion. This  purchase,  moreover,  was  of  particular  interest  because  the 
Union  and  Sharon  steel  companies  were  exceptionally  aggressive 
competitors,  with  strong  financial  backing. 

Sharon  Steel  Company. — The  Sharon  Steel  Company  was  or- 
ganized in  October,  1899,  to  erect  a  steel  plant  at  Sharon,  Pa.  Ap- 
parently its  original  intention  was  to  confine  operations  chiefly  to 
the  manufacture  of  pig  iron  and  heavy  semifinished  steel  products. 
The  plans  were  soon  changed,  however,  so  as  to  include  a  rod  mill,  a 
wire  plant,  wire-nail  works,  and  auxiliary  departments.  Somewhat 
later  the  company  also  commenced  the  construction  of  a  tin-plate 
plant  of  10  mills,  the  number  of  which  was  subsequently  to  be  in- 
creased to  20;  this  department  was  handled  through  a  separate  organ- 
ization, the  Sharon  Tin  Plate  Company.  Other  enlargements  were 
made  from  time  to  time. 
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The  original  capitalization  of  the  Sharon  Steel  Company  was 
§3,000,000.  This  was  later  gradually  increased  to  $6,000,000,  and  in 
addition  the  company  had  a  small  bond  issue.  However,  a  large  part 
of  the  enterprise  was  financed  through  subsidiary  concerns,  so  that 
the  capitalization  of  the  parent  company  does  not  fairly  represent  the 
inyestment 

An  account  of  the  plant  published  in  July,  1901,  gave  the  capacity 
of  the  completed  blast  furnaces  at  200,000  tons,  not  including  another 
blast  furnace  then  under  ccmstruction.  The  company  also  had  several 
open-hearth  furnaces  under  way.  There  were  two  continuous  wire- 
rod  mills,  with  a  capacity  of  120,000  tons.  The  wire-nail  plant  was 
credited  with  a  capacity  of  1,000,000  kegs  per  year,  and  the  wire- 
drawing plant  with  about  75,000  tons  per  year.  The  construction  of 
a  wrought-steel  pipe  plant  was  also  undertaken  about  this  time,  and 
the  capacities  of  other  departments  were  increased. 

It  will  be  seen,  therefore,  that  the  company's  operations  were  of  a 
character  to  bring  it  into  sharp  competition  with  the  United  States 
Steel  Corporation.  It  should  be  noted,  moreover,  that  the  company 
had  taken  important  steps  toward  securing  a  supply  of  raw  materials. 
It  had  acquired  a  valuable  ore  property  on  the  Mesabi  Range  in  the 
Lake  Superior  region,  while  it  had  long-time  contracts  with  the  Min- 
nesota Iron  Company  for  a  supply  of  ore.  It  had  also  secured  a  large 
tract  of  coking-coal  land  in  the  Connellsville  region,  while  it  had 
other  coal  lands  elsewhere;  it  also  owned  a  limestone  property  very 
close  to  its  manufacturing  plant  at  Sharon,  Pa.,  as  well  as  some 
terminal  railroad  property.  The  company  was,  therefore,  a  well- 
integrated  concern. 

Union  Steel  Company. — ^The  Union  Steel  Company  was  organ- 
ized in  November,  1899,  with  $1,000,000  capital  stock.  The  plant 
was  located  at  Donora,  Pa.,  on  the  Monongahela  River.  The  com- 
pany was  originally  started  for  the  purpose  of  manufacturing  wire 
rods,  wire,  and  nails.  It  commenced  operations  in  September,  1901, 
with  a  capacity  at  that  time  of  about  200,000  gross  tons  of  wire  rods, 
200,000  net  tons  of  wire,  and  1,000,000  kegs  of  nails. 

In  the  meantime  it  had  been  decided  to  construct  blast  furnaces 
and  an  open-hearth  steel  plant.  In  connection  with  this  integration 
of  its  manufacturing  operations,  the  company  acquired  a  considerable 
ore  property  through  the  Donora  Mining  Company,  a  subsidiary 
cwnpany  with  $500,000  capital  stock.  It  also  secured  large  tracts  of 
coking  and  steam  coal  in  the  Connellsville  region.  In  this  connection 
it  may  be  noted  that,  as  in  the  case  of  the  Sharon  Steel  Company, 
the  Union  Steel  Company's  extensions  were  largely  financed  through 
subsidiary  concerns,  so  that  the  capitalization  of  the  parent  company 
it^lf  in  no  way  represented  the  investment  in  the  property.  (See 
pp.  282-286.) 
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Among  other  influential  interests  back  of  the  concern  was  H.  C. 
Frick.  Mr.  Frick  at  this  time  was  also  a  director  in  the  United 
States  Steel  Corporation. 

Merger  op  Union  and  Sharon  concerns. — ^The  strong  backing  of 
the  Union  Steel  Company,  together  with  its  extensive  operations, 
made  it  an  important  competitor  of  the  United  States  Steel  Cor- 
poration. Its  operations  assmned  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of  the 
merger  of  the  company  and  the  Sharon  Steel  Company,  under  the 
name  of  the  Union  Steel  Company,  to  be  capitalized  at  about 
$50,000,000,  thus  forming  the  largest  consolidation  in  the  steel  indus- 
try proper  which  had  been  effected  since  the  organization  of  the 
United  States  Steel  Corporation  itself.  The  two  concerns,  together, 
had  at  this  time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and 
an  ingot  capacity  of  about  850,000  tons — as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons — while 
they  had  greatly  increased  their  outputs  of  finished  products.  (See 
Table  29,  p.  269.)  With  this  announcement  were  coupled  intimations 
that  plans  were  already  projected  for  the  construction  of  still  further 
important  works,  as  well  as  the  acquisition  of  one  or  two  other  con- 
cerns then  engaged  in  the  manufacture  of  rods,  wire  products,  sheets, 
and  pipe.  Moreover,  there  were  rumors  that  the  new  concern  might 
construct  a  railroad  of  its  own  from  Lake  Erie  to  the  Connellsville 
coke  region,  with  connections  to  the  company's  manufacturing  plants. 
The  impression  was  very  general  in  steel  circles  that  the  consolidated 
company  would  assume  a  position  of  rapidly  increasing  importance 
in  the  industry. 

These  plans  for  the  merger  of  the  Sharon  and  Union  companies 
had  hardly  been  completed,  however,  before  the  further  announce- 
ment was  made  (in  the  latter  part  of  November,  1902)  that  the 
United  States  Steel  Corporation  had  purchased  the  entire  property, 
payment  to  be  made  through  the  issue  of  $45,000,000  bonds  of  the 
new  Union  Steel  Company,  to  be  guaranteed  by  the  Steel  Corpora- 
tion.* The  terms  of  purchase  are  discussed  elsewhere.  (See  p.  282.) 
There  can  be  no  doubt  that  the  principal  motive  of  the  Steel  Corpo- 
ration was  to  prevent  the  competition  which  the  rapidly  extending 
operations  of  the  Union  concern  foreshadowed,  and  especially  to 
eliminate  the  rivalry  of  Mr.  Frick. 

Section  3.  Purchase  of  Clairton  Steel  Company. 

On  April  29,  1904,  it  was  announced  that  the  United  States  Steel 
Corporation  had  purchased  the  entire  capital  stock  of  the  Clairton 
Steel  Company;  the  property  was  turned  over  on  the  18th  of  May. 

^A  portion  of  this  Issue  was  reserved  to  complete  Improvements  to  the  properties  and 
to  retire  prior  liens. 


UOTTED  STATES  STEEL  COHPORATION.  255 

The  Clairtx>n  Steel  Company  had  been  organized  in  1901,  as  suc- 
cessor to  the  St.  Clair  Steel  Company,  to  construct  a  large  plant  for 
the  production  of  pig  iron  and  semifinished  steel  products.  A  con- 
trolling interest  in  the  concern  was  owned  by  the  Crucible  Steel 
Company,  a  consolidation  of  the  leading  crucible  steel  manufacturers 
of  the  country.  From  a  statement  later  issued  by  the  Crucible  Steel 
Company  it  appeared  that  the  Clairton  company  had  been  losing 
money,  and  that  it  required  several  millions  additional  working  capi- 
tal which  the  Crucible  Steel  Company  apparently  did  not  at  that 
time  feel  in  a  position  to  furnish;  the  Clairton  concern  was  in  the 
hands  of  receivers  at  the  time  of  its  transfer  to  the  Steel  Corporation. 

The  manufacturing  plant  of  the  Clairton  concern  included  about 
140  acres  of  mill  property  at  Clairton,  Pa.,  on  the  *Monongahela 
River,  with  three  blast  furnaces,  twelve  50-ton  open-hearth  furnaces, 
a  rolling  mill,  with  blooming  mills  and  billet  mills,  and  auxiliary 
departments.  The  reported  capacity  of  the  plant  was  about  475,000 
tons  of  pig  iron  per  annum,  about  400,000  tons  of  ingots,  and  about 
325,000  tons  of  billets  and  slabs.* 

The  Clairton  concern  also  had  important  ore  and  coking-coal 
properties.  One  of  its  ore  properties  was  the  St.  Clair  mine,  on  the 
Mesabi  Range,  with  an  estimated  deposit  of  about  4,000,000  tons. 
It  had  a  lease  of  the  Little  &  Prindle  iron  mine,  on  the  Mesabi  Range, 
with  an  estimated  tonnage  of  3,500,000  tons.  In  addition  the  com- 
pany had  extensive  holdings  on  the  Marquette  Range,  in  Michigan, 
the  total  of  these  being  ^ven  in  the  annual  report  of  the  United 
States  Steel  Corporation  for  1904  at  20,000  acres,  all  owned  in  fee. 

The  coal  lands  of  the  Clairton  concern  comprised  2,644  acres  of 
coking  coal  in  Fayette  County,  Pa. 

The  relative  importance  of  the  additions  to  the  manufacturing 
property  of  the  Steel  Corporation  through  the  Union  and  Clairton 
purchases  is  indicated  in  Table  29,  on  page  269.  The  cost  of  these 
acquisitions  is  discussed  in  Chapter  VI. 

Section  4.  Ifinor  acquisitions  of  manufacturing  property. 

Other  manufacturing  properties  acquired  by  the  United  States 
Steel  Corporation  during  the  first  few  years  of  its  existence  were  the 
Troy  Steel  Products  Company  and  the  Trenton  Iron  Company.  Both 
of  these  were  small  concerns. 

Troy  Steel.  Products  Company. — ^This  concern  was  successor  to 
the  Troy  Steel  and  Iron  Company,  which  owned  steel  works  at  Troy, 
^.  Y.,  and  several  blast  furnaces  at  Breaker  Island,  N.  Y.  The  com- 
pany was  unsuccessful,  and  in  August,  1895,  was  sold  to  a  reorganiza- 

*Tb«  Crucible  Steel  Company,  it  may  be  noted.  In  transferring  the  property,  made  a 
tpn-jp^T  contract  with  the  United  States  Steel  Corporation  for  a  large  amount  of  pig  iron 
ud  iteel  which  It  needed  for  Its  own  business. 
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tion  committee.  In  1896  the  steel  works  were  removed  to  Breaker 
Island ;  the  capacity  of  the  plant  at  this  time  was  about  200,000  tcms 
of  slabs  and  skelp  per  annum.  After  this  transfer  of  the  steel 
works,  however,  the  plant  was  operated  only  a  few  months. 

The  purchase  by  the  United  States  Steel  Corporaticm  was  made  in 
1902;  the  terms  are  discussed  elsewhere.  (See  p.  289.)  The  concern 
at  this  time  could  not  have  been  considered  a  competitor,  although 
there  had  been  some  negotiations  for  its  sale  to  interests  outside  of  the 
United  States  Steel  Corporation.  The  plant  was  never  operated  by 
the  Steel  Corporation.  The  steel  works  were  dismantled  in  1907.  The 
blooming  mill  was  removed  to  the  South  Chicago  works  of  the  Illinois 
Steel  Company,  and  the  blast  furnaces  were  left  standing  idle.  ^Vs 
noted  later,  certain  Standard  Oil  capitalists,  who  were  also  directors 
of  the  Steel  Corporation,  were  among  the  principal  owners  of  the 
Troy  concern. 

Trenton  Iron  Company. — ^This  concern  was  acquired  by  the  Steel 
Corporation  in  July,  1904.  The  plant,  which  was  originally  built  in 
1845,  consisted  of  a  wire-rod  mill  and  a  wire  works  for  the  manu- 
facture of  wire  rope  and  similar  products.  The  annual  capacity  of 
the  rod  mill  was  only  18,000  gross  tons.  The  acquisition,  tiierefore, 
was  insignificant  as  compared  with  those  of  the  Union  and  Clairton 
steel  companies,  previously  discussed. 

Section  5.  Acquisition  of  the  Tennessee  Coal,  Iron  and  Bailroad  Company. 

In  the  latter  part  of  1907  the  United  States  Steel  Corporation 
acquired  the  Tennessee  Coal,  Iron  and  Railroad  Company.  This  was 
the  leading  concern  in  the  southern  iron  and  steel  district,  with  an 
outstanding  capital  stock  of  about  $30,000,000  and  a  bonded  indebted- 
ness of  $14,226,000.  The  manufacturing  properties  included  the 
Ensley  Steel  Works,  at  Ensley,  Ala.,  with  100  acres  of  mill  property, 
6  blast  furnaces,  a  Bessemer  plant,  8  open-hearth  steel  furnaces,  a 
blooming  mill,  a  rail  mill,  and  other  auxiliary  departments ;  also  roll- 
ing mills  at  Bessemer,  Ala.,  with  plate  and  merchant  mills.  The 
company  had  10  other  blast  furnaces  at  various  other  points.  It 
owned  the  capital  stock  of  the  Birmingham  Southern  Railroad  Com- 
pany, with  31  miles  of  main  and  branch  lines  and  about  70  miles  of 
yarding  and  siding.  The  equipment  of  this  road  comprised  35  loco- 
motives and  725  cars.  The  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany also  owned  the  entire  security  issues  of  various  land  companies 
adjoining  its  properties. 

The  most  important  assets  of  the  Tennessee  concern,  however,  were 
its  enormous  holdings  of  ore  and  coal,  and  there  can  be  little  doubt 
that  the  desire  to  secure  these  had  much  to  do  with  its  purchase  by 
the  Steel  Corporation. 

These  ore  and  coal  properties  were  very  extensive.  The  1904 
report  of  the  Tennessee  Coal,  Iron  and  Railroad  Company  placed 
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the  total  ore  tonnage  at  over  400,000,000  tons,  and  the  total  tonnage 
of  coal  at  over  1,600,000  tons.  The  1906  report  of  the  company, 
however,  stated  that  the  ore  reserves  were,  as  computed  by  compe- 
tent authorities,  estimated  to  be  700,000,000  tons,  and  the  coal  at 
2,000,000,000  tons. 

More  careful  estimates  were  made  subsequently  by  agents  of  the 
Steel  Corporation.  The  estimates  of  these  agents  grouped  these 
resources  in  three  classes,  namely,  "  proven,"  ^  probable,"  and  "  possi- 
ble."   Their  estimate  of  the  coal  property  of  the  company  follows : 


CokinecMl 

Steam  and  domestic  coal 

Total 


Proven. 

'Probable. 

TofU. 
90,000,000 
351,800,000 

Possible. 

Tofu, 
217,000,000 
68,000.000 

Torn. 
150,500.000 
520,000,000 

285,000,000 

441,800,000 

670,500.000 

Total. 


Ton*. 
457,500.000 
930,800.000 


1,397,300,000 


The  iron-ore  deposits  of  the  company  were  estimated  by  the  same 
agents  as  follows : 


Reasonably 
assured  (In- 
cluding ton- 
nage already 
developed). 

175,600,000 

'  Additional 
probable  ton- 
nage. 

279,600,000 

3,150,000 

35,000,000 

Total. 

Hedons 

455,200,000 

Brovnons 

3,150,000 

Red  OR  of  lower  grade,  but  which  may  be  of  future  value. 

204,000,000 

239,000,000 

Total 

379,600,000 

317,750,000 

097,350,000 

While  these  figures,  especially  those  for  coal,  are  considerably  under 
those  given  in  tJhe  earlier  estimates  made  by  the  representatives  of  the 
Tennessee  Coal,  Iron  and  Railroad  Company,  nevertheless  they  show 
beyond  a  doubt  that  the  company's  deposits  of  these  raw  materials 
are  enormous.  The  value  per  ton  of  southern  ore,  however,  is  much 
less  than  that  of  Lake  Superior  ore ;  and  the  coking  coal  produced  in 
the  South  is  on  the  average  inferior  to  northern  coking  coal. 

The  following  table  gives  an  idea  of  the  relative  importance  of  the 
Tennessee  company  and  of  the  Steel  Corporation  from  a  producing 
^^tandpoint,  as  indicated  by  the  production  of  each  in  the  year  1907. 
The  relative  capacity  of  the  Tennessee  company  for  steel  rails  and 
other  rolled  steel  products,  however,  was  somewhat  greater  than 
these  1907  figures  of  production  would  indicate.     (See  Table  29, 

p.  m.) 
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Table  28. — COMPARATIVE  PRODUCTION  ^  OF  UNITED  STATES  STBBL  CORPORA- 
TION AND  TENNESSEE  COAL,  IRON  AND  RAILROAD  COMPANY  OF  ORB,  COKE. 
AND  CERTAIN  IRON  AND  STEEL  PRODUCTS,  1907. 


Iron  ore 

Coke , 

Pig  iron 

Ingots  and  castings. 
Rails , 


By  U.  8. 
Steel  Cor- 
poration.* 


OrouUmi. 
22,403,801 
>  12, 373, 938 
10,633,496 
13,099,648 
1,744,578 


By  Tenn. 
Coal,  Iron 
dt  R.R.Co. 


OrottUnu. 
1,576,757 

"1,170,826 
602,827 
243,444 
146,171 


Total 
United 
States  pro- 
duction.* 


GroMtofM. 

51,720,619 

>  40, 779,564 

25,442,013 

23,217,285 

3,380,025 


U.S.  Steel 
Corpon^ 
tion's  per- 
centage of 
total  of 
the  United 
States. 


43.3 
30.3 
41.8 
56.4 
51.6 


Tenn.  Coal, 
Iron  &  R. 

R.Co.'s 

percentage 

of  total  of 

the  United 

States. 


3.0 
2.9 
Z4 
l.I 
4.3 


1  For  a  statement  of  the  capacity  of  the  Tennessee  concern,  see  Table  29,  page  269. 

*  Annual  Statistical  Report  of  the  American  Iron  and  Steel  Association,  1907,  page  87. 

*  Net  tons. 

Events  leading  to  the  acquisition  of  the  company. — ^This  pur- 
chase of  the  Tennessee  Coal,  Iron  and  Railroad  Company  occurred 
in  the  midst  of  the  panic  of  1907.  At  that  time  conditions  in  the 
stock  and  money  markets  were  exceedingly  strained ;  there  had  been 
a  very  general  suspension  of  cash  payments  throughout  the  country. 
It  was  stated  at  the  time  that  several  million  dollars  of  the  stock  of 
the  Tennessee  concern  had  been  used  as  collateral  for  loans  by  a  large 
banking  and  brokerage  house  in  New  York  City,  which  had  also 
borrowed  heavily  on  other  securities.  It  has  been  asserted  that  this 
situation  was  taken  advantage  of  by  the  financial  interests  back  of 
the  Steel  Corporation  to  secure  the  property  at  what  has  been  termed 
a  "  bargain-counter  "  price,  or,  in  other  words,  at  virtually  a  forced 
sale.  The  Corporation,  on  the  other  hand,  has  asserted  that  it  really 
did  not  particularly  desire  the  property,  but  that  the  transfer  of  its 
control  to  the  Steel  Corporation  was  sought  by  others  chiefly  with  a 
view  to  relieving  the  brokerage  house  in  question,  and  the  financial 
situation  generally  at  the  same  time,  and  that  it  paid  a  fair  price  for 
the  stock.  The  terms  on  which  the  Corporation  obtained  control  of 
this  company  are  discussed  below.    (See  p.  289.) 

The  situation  at  this  time  was  so  unusual,  and  the  evidence  con- 
cerning this  transaction  so  extremely  conflicting,  while,  furthermore, 
the  entire  situation  has  been  so  extensively  reviewed  in  a  public  way, 
that  a  survey  of  the  circumstances  need  not  be  undertaken  at  the 
present  time. 

The  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany made  the  Steel  Corporation  the  most  important  single  factor 
in  the  southern  iron  region.  Moreover,  of  course,  it  prevented  rival 
interests  from  using  the  Tennessee  concern  as  a  nucleus  for  a  formida- 
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ble  consolidation  in  the  South  which  might  oppose  the  Corporation. 
It  is  worth  noting,  in  this  connection,  that  the  acquisition  of  the  Ten- 
nessee company  by  the  Steel  Corporation  followed  efforts  at  such  a 
merger  of  the  former  concern  with  the  Sloss-Sheffield  Steel  and  Iron 
Company  (see  p.  94),  which  had  extensive  furnace  interests,  in 
addition  to  large  reserve  of  ore  and  coal,  and  the  Republic  Iron  and 
Steel  Company,  which  had  important  investments  in  the  Alabama 
district,  in  addition  to  its  extensive  properties  in  the  North.  Plans 
for  such  a  merger  apparently  were  carried  at  one  time  far  toward 
consummation,  but  were  not  completed. 

XL  ACQUISITION    OF    ADDITIONAL    0B£   AND   GOAL   PBOFEBTIES. 

Sectioii  6.  Acquisitions  of  ore  property  prior  to  the  lease  of  the  Oreat 
Northern  holdingpi. 

The  United  States  Steel  Corporation  since  its  organization  has 
repeatedly  added  to  its  holdings  of  ore  property.  As  just  shown, 
very  extensive  additions  to  its  ore  reserves  were  effected  through  the 
purchase  of  the  Union-Sharon,  Clairton,  and  Tennessee  Coal,  Iron 
and  Railroad  companies.  A  very  large  amount  of  ore  property 
acquired  by  the  Corporation,  however,  has  been  picked  up  in  small 
parcels,  and,  moreover,  at  relatively  small  initial  expense,  owing  to 
the  usual  practice  of  securing  it  on  a  royalty  basis  instead  of  by  out- 
right purchase  in  fee.  No  detailed  description  of  these  miscellaneous 
additions  is  necessary  at  this  time.  Two  ore  properties  acquired  by 
the  Corporation  prior  to  1906,  however,  are  of  sufficient  importance 
to  warrant  brief  mention.  These  are  the  Chemung  and  Canisteo  hold- 
ings, both  on  the  Mesabi  Range. 

Lease  of  Chemung  ibon  ore  properties. — ^The  holdings  of  the  Che- 
mung Iron  Company  were  secured  by  lease  in  August,  1903.  The  ore 
deposit  was  estimated  to  amount  to  as  much  as  70,000,000  tons,  mostly 
of  Bessemer  grade. 

Lease  of  Canisteo  Mining  Company. — The  ore  holdings  of  the 
Canisteo  Mining  Company,,  located  in  Itasca  County,  Minn.,  were 
leased  by  the  Steel  Corporation  in  1905.  In  addition  to  the  royalty 
the  Steel  Corporation  paid  a  bonus  of  $500,000  in  cash. 

The  lease  covered  nearly  500  acres,  and  the  deposit  was  estimated 
at  over  100,000,000  tons.  On  this  basis  the  bonus  was  equivalent  to 
only  about  one-half  cent  per  ton.  The  estimates  of  this  ore  body 
have,  moreover,  since  been  considerably  increased.  The  ore  in  this 
tract,  however,  requires  concentration. 

Other  specific  acquisitions  of  mining  property  which  may  be  noted 
in  passing  were  the  fee  of  the  Wick  mine,  acquired  in  1902  for 
$165,000.  In  1904  the  Arcturus  mine  was  acquired  at  a  royalty  of 
25  cents  per  ton  plus  a  bonus  of  $100,000.    The  ore  from  this  mine 
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is  sandy  and  has  to  be  washed  before  shipment.  The  tract  was  a  large 
one,  with  an  estimated  ore  body  of  upward  of  12,000,000  tons,  so 
that  the  initial  investment  of  the  Steel  Corporation  (whidi  is  ex- 
pressed by  the  bonus)  was  less  than  1  cent  per  ton.  In  1905  the 
Whiteside  mining  lease  was  acquired  at  a  bonus  of  $100,000. 

Section  7.  Lease  of  ore  properties  from  the  Oreat  Korthem  system. 

The  various  acquisitions  of  ore  properties  in  the  Lake  Superior 
region  just  described  were,  however,  completely  overshadowed  in 
1907,  when  the  United  States  Steel  Corporation  leased  a  large  part 
of  the  most  valuable  ore  lands  of  the  Great  Northern  Railway  system. 
By  this  transaction  the  Steel  Corporation  acquired  control  of  ore 
reserves  generally  estimated  from  400,000,000  to  500,000,000  tons, 
while  more  liberal  estimates  were  nearly  double  these  figures.  Owing 
to  the  great  importance  of  this  transaction  and  its  many  distinguish- 
ing features,  a  brief  account  of  it  is  desirable. 

The  nucleus  of  the  ore  holdings  of  the  Great  Northern  system  was 
the  so-called  Wright  &  Davis  ore  property  in  St  Louis  and  Itasca 
counties,  Minn.  This  included  also  a  lumber  railroad — ^the  Duluth» 
Mississippi  and  Northern — which  had  extensions  to  the  mining  prop- 
erties discovered  on  this  tract. 

This  entire  Wright  &  Davis  property,  including  the  railroad  and 
certain  timber  and  timber  contracts,  was  sold  early  in  1899  to  the 
Eastern  Railway  of  Minnesota,  a  subsidiary  of  the  Great  Northern. 
The  total  consideration,  as  given  in  trade  journals  at  the  time,  and 
apparently  on  reliable  authority,  was  about  $4,300,000.  This  was 
generally  conceded  to  be  a  conservative  valuation. 

These  Great  Northern  ore  lands  apparently  were  not  taken  into 
consideration  at  the  formation  of  the  United  States  Steel  Corporation 
in  April,  1901.  Not  long  after  this,  however,  rumors  became  current 
that  the  Steel  Corporation  desired  to  secure  this  ore  property.  As 
early  as  1903  the  trade  journals  were  talking  of  the  probable  consum- 
mation of  negotiations  between  J.  J.  Hill  and  the  Steel  Corporation 
for  a  lease  of  these  ore  lands.  It  was  reported  at  the  time  that  Mr. 
Hill  was  demanding  a  guaranty  that  the  Great  Northern  should  re- 
ceive $1.80  per  ton  of  ore  delivered  at  Lake  Superior,  this  covering 
80  cents  for  freight  and  $1  for  the  royalty.  The  deal,  however,  was 
not  consummated  at  this  time. 

Mr.  Hill,  acting  for  the  Great  Northern  system,  continued  to  pick 
up  parcels  of  ore  property  in  the  Mesabi  region  until  by  1906  he  had 
acquired  in  all  more  than  65,000  acres,  containing  hundreds  of  mil- 
lions of  tons  of  ore. 

On  January  2,  1007,  39,296  acres  of  these  Great  Northern  ore  lands 
were  leased  to  the  Great  Western  Mining  Company,  a  subsidiary  of 
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the  United  States  Steel  Corporation,  the  performance  of  the  stipula- 
tions of  the  lease  being  guaranteed  by  the  Steel  Corporation.^ 

The  Great  Northern  interests  had  also  leased  to  various  parties 
prior  to  December  7,  1906,  1,597  acres,  leaving,  after  taking  into 
account  this  lease  to  the  Great  Western  Mining  Company,  a  balance 
of  24^00  a<;res,  which  were  not  leased  by  the  Great  Northern  to  any- 
one. It  will  be  noted,  therefore,  that  the  United  States  Steel  Cor- 
poration's leasehold  interest  covered  only  about  60  per  cent  of  the 
total  ore  lands  of  the  Great  Northern  interests. 

Terms  of  the  ucase. — The  lease  provides  that  the  Great  Western 
Mining  Company  (Steel  Corporation)  shall  mine,  and  ship  via  the 
Great  Northern,  a  certain  minimum  tonnage  yearly,  this  minimum 
increasing  from  750,000  tons  in  1907  to  8,250,000  tons  in  1917,  after 
which  it  is  to  remain  fixed  at  that  figure  until  the  expiration  of  the 
lease,  as  follows : 

Tods.  Tods. 


1907 750,000 

1908 1,500,000 

1909 2,250,000 

1910 3,000,000 

1911 3,750,000 

1912 4,500,000 


1913 5,250,000 

1914 6,000,000 

1915 6,750,000 

1916 7,500,000 

19172 8,250,000 


In  the  event  of  the  Great  Western  Mining  Company  failing  to  mine 
and  ship  the  required  minimum  quantity  in  any  year,  it  nevertheless 
is  to  make  payment  for  the  full  amount  of  the  stipulated  minimum. 
On  the  other  hand,  the  Mining  company  is  to  be  allowed  certain 
credits  in  case  its  shipments  in  other  years  exceed  the  minimum ;  also, 
should  it  be  found  impossible  economically  to  produce  750,000  tons 
of  ore  during  the  year  1907,  the  Mining  company  was  to  be  relieved 
of  that  portion  of  the  minimum  represented  by  this  deficiency,  a  cor- 
responding addition,  however,v  to  be  made  to  the  stipulated  amounts 
to  be  mined  during  the  years  from  1908  to  1916.' 

*The  cbaracter  of  ownership  or  control  by  the  Hill  Interest  of  .this  39.296  acres  was  as 

follows : 

Acres. 

Owned  In  fee 19,934 

Owned  In  fee.  Jointly  with  other  parties   (of  which  the  Great  North- 
em's  Interest  was  7,915  acres) 15,972 

Held  by  lease 3,390 

Total 39.296 

*And  each  year  thereafter. 

'Of  the  stipulated  minimum  of  750,000  tons  for  1907,  only  137,000  tons  were  actually 
mined.  This  tonnage,  moreover,  was  produced  by  the  Hill  Interests,  who  turned  the 
prt^ts  over  to  the  Steel  Corporation  In  return  for  the  payment  by  them  of  the  stipulated 
royalty.  There  was  a  provision  in  the  lease  for  deferring  payment  of  the  royalties  for 
th^  year  1907  to  any  date  prior  to  January  1,  1917,  which  the  Steel  Corporation  might  find 
<t)Qrenient,  but  In  the  case  of  such  delay  the  Steel  Corporation  was  to  pay  the  royalty 
stlpQlated  in  the  lease  for  the  year  in  which  payment  was  made ;  that  is,  if  payment  were 
toade  In  1908  there  would  t>e  an  Increase  of  3.4  cents  per  ton,  and  a  corresponding  In- 
<^rease  if  payment  were  made  In  a  subsequent  year.     (See  p.  262.) 


262 


THE  STBEIi  INDUSTRY. 


The  Great  Western  Mining  (Company  mines  the  ore  and  delivers  it 
to  the  Great  Northern  Railway  at  the  nearest  convenient  point  for 
transportation  to  Superior,  Wis.,  where  it  is  delivered  to  the  lessees 
on  board  ships  at  the  docks. 

The  lease  as  to  the  lands  owned  in  fee  by  the  Great  Northern  (see 
note,  p.  261)  is  to  continue  until  the  Great  Western  Mining  Company 
(Steel  Corporation)  has  mined  all  ore  containing  49  per  cent  or  over 
of  metallic  iron,  and  upon  the  exhaustion  of  ore  of  such  grade  the 
lease  is  to  be  extended  so  long  as  the  Steel  Corporation  desires  to  mine 
such  ore  as  remains.  As  to  the  leasehold  properties  (subleased  to  the 
Great  Western  Mining  Company  by  the  Hill  interests) ,  the  term  of 
the  sublease  in  each  case  was  to  be  the  same  as  that  in  the  original 
leases,  less  a  period  of  three  months. 

It  should  be  noted  that  the  Steel  Corporation  has  the  privilege  of 
relinquishing  the  entire  lease  on  January  1, 1915,  on  giving  two  years' 
written  notice  of  such  intention. 

Dried  ore  containing  59  per  cent  of  metallic  iron  is  the  standard 
on  which  royalties  are  computed.  For  ore  of  this  grade  delivered  at 
the  dock  at  Superior,  Wis.,  the  royalty  and  transportation  charges 
combined  were  fixed  for  the  year  1907  at  $1.65  per  ton.  A  differential 
of  4.82  cents  per  ton  on  or  off  this  base  price  was  established  for  each 
increase  or  decrease  of  1  per  cent  in  the  amount  of  metallic  iron  in 
the  ore  (from  ore  of  from  49  to  66  per  cent,  inclusive),  as  follows: 


Ironoon- 
t^.nt. 

Combinnd 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Ironoon* 
lAnt. 

Combined 
royalty  and 
traaspor- 
tAtion  (per 
ton,  1907). 

Iron  con- 
tent 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Percent. 
49 
50 
51 
52 
53 
54 

$1.1680 
1.2162 
1.2644 
1.3126 
1.3606 
1.4090 

Percent. 
55 

56 
57 
58 

60 

$1.4572 
1.5054 
1.5536 
1.6018 

^i.esoo 

1.6982 

Percent, 
61 
62 
63 
64 
65 
66 

$1.7464 
1.7946 
1.8428 
1.8910 
1.9392 
1.9674 

1  Base. 


Should  the  Mining  company  desire  to  mine  and  ship  ore  running 
less  than  49  per  cent  in  iron  content,  the  total  consideration  is  to  be 
$1.10  per  ton,  this  covering  the  delivery  at  dock  at  Superior,  Wis. 

The  lease  further  provides  that  the  royalty  on  the  different  grades 
of  ore  from  49  per  cent  and  upward  shall  increase  by  3.4  cents  per 
ton  each  year  during  the  life  of  the  lease. 

The  freight  rate  for  ore  on  this  railroad  from  the  mines  to  Lake 
Superior  has  always  been  at  a  flat  rate  of  80  cents  per  gross  ton. 
Therefore,  of  the  total  consideration — $1.65  per  gross  ton — for  59  per 
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cent  ore  in  1907  stipulated  in  this  lease,  85  cents  represents  the  mining 
royalty  proper.  The  increase  of  3.4  cents  per  ton  in  each  succeeding 
year,  it  will  be  seen,  is  exactly  4  per  cent  of  85  cents.  For  ore  of 
the  other  grades  specified  the  annual  increase  in  the  royalty  is  the 
same,  namely,  3.4  cents  per  ton;  consequently,  the  percentage  of  in- 
crease for  the  lower  grades  is  more  than  4  per  cent  and  that  for 
the  higher  grades  less. 

Mr.  Hill,  of  the  Great  Northern,  has  been  quoted  as  saying  of  the 
quantity  of  ore  covered  by  the  lease,  "experts  have  figured  it  from 
400,000,000  to  600,000,000  tons,  but  it  would  not  be  surprising  if 
operations  would  uncover  1,000,000,000  tons." 

The  unusual  character  of  this  lease  and  the  apparent  reasons  why 
it  was  entered  into  are  discussed  elsewhere.    (See  Chap.  VI,  p.  318.) 

Section  8.  Aoqnisitions  of  coal  and  coke  property  since  1901. 

Lease  of  Pocahontas  ooad  and  cokb  properties. — Since  its  organi- 
zation the  Steel  Corporation  has  made  very  substantial  additions  to 
its  holdings  of  coal  and  coke  property.  In  December,  1901,  it  se- 
cured a  lease  of  60,000  acres  of  desirable  coking-coal  and  fuel-coal 
property  in  the  Pocahontas  coal  region.  The  preliminary  report 
of  the  Steel  Corporation  for  that  year  stated  that  with  this  acquisi- 
tion it  was  estimated  that  there  was  controlled  by  the  subsidiary 
companies  "  a  suflScient  quantity  of  the  best  and  cheapest  coking  coal 
10  provide,  on  the  basis  of  present  consumption,  for  the  necessities 
of  all  the  furnaces  of  these  companies  during  the  next  sixty  years." 
The  royalty  was  at  the  rate  of  10  cents  per  gross  ton  of  coal,  or 
15  cents  per  gross  ton  of  coke.  These  were  the  usual  rates  of  royalty 
in  leases  of  coal  lands  in  the  Pocahontas  district.  The  charge  of  15 
cents  per  gross  ton  of  coke  is  equivalent  to  13.4  cents  per  net  ton,  the 
unit  commonly  used  in  stating  coke  tonnages.  The  lease  provided  for 
the  erection  by  the  lessee  of  1,000  coke  ovens  in  the  year  1902  and  an 
additional  1,000  ovens  in  the  years  1903  and  1904.  The  property  is 
operated  by  the  United  States  Coal  and  Coke  Company,  a  subsidiary 
concern  of  the  Illinois  Steel  Company. 

Other  important  acquisitions  of  coal  and  coke  property. — ^In 
1902,  as  already  shown,  the  Steel  Corporation  acquired  a  considerable 
amount  of  valuable  coal  and  coke  property  through  its  purchase  of 
the  Union  Steel  Company  (already  described  in  sec.  2).  The  pur- 
chase of  the  Clairton  Steel  Company,  in  1904,  included  approximately 
2,fi,50  acres  of  coal  lands  in  Fayette  County,  Pa. 

In  April,  1905,  an  important  addition  to  the  Corporation's  coal 
and  coke  property  was  made  through  the  purchase  by  the  H.  C.  Frick 
Coke  Company  of  the  Hecla  Coke  Company,  which  had  1,072  beehive 
ovens,  and  which  held  a  lease  on  about  1,200  acres  of  desirable  coking- 
coal  land  in  the  Connellsville  region.    In  the  same  year  the  H.  C. 
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Frick  Coke  Company  also  acquired  a  tract  of  1,126  acres  of  coking- 
coal  land  in  the  same  region  at  about  $800  per  acre. 

A  tract  of  about  640  acres  of  coking-coal  land  in  the  Connellsville 
region  was  acquired  in  1906.  In  1907  an  enormous  addition  to  the 
coal  property  of  the  Corporation  and  a  very  important  addition  to 
its  coke  property  were  made  through  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  already  described  in  detail  in 
section  5.  In  the  same  year  an  additional  interest  of  36.4  per  cent  of 
the  Hostetter-Connellsville  Coke  Company,  of  which  the  Steel  Cor- 
poration had  previously  owned  one-half,  was  secured.  The  Hostet- 
ter-Connellsville coke  property  included  700  coke  ovens  and  approxi- 
mately 1,000  acres  of  coal  lands  in  the  Connellsville  region. 

In  1909  and  1910  the  Corporation  acquired  very  extensive  coal 
properties  in  Illinois  and  Indiana. 

An  exceptionally  important  addition  to  the  Corporation's  coal 
property  was  made  in  June,  1911,  through  the  purchase  from  the 
Pittsburgh  Coal  Company  of  about  7,000  acres  of  coking-coal  prop- 
erty, known  as  the  Colonial  Coke  Company  tract,  this  being  improved 
property;  also  about  9,000  acres  of  virgin  or  unimproved  tracts  of 
coal  rights  owned  by  the  Monongahela  River  Consolidated  Coal  and 
Coke  Company,  the  control  of  which  is  held  by  the  Pittsburgh  Coal 
Company.  The  total  consideration  was  reported  at  approximately 
$17,800,000,  in  the  form  of  5  per  cent  thirty-five-year  guaranteed 
bonds.  According  to  a  statement  issued  by  the  Pittsburgh  Coal  Com- 
pany interests,  the  developed  coking-coal  lands,  which  included  about 
1,000  coke  ovens,  were  transferred  at  an  average  consideration  of 
$1,450  per  acre,  and  the  rights  to  the  undeveloped  coal  property  at 
$850  per  acre. 

in.   ADDITIONS   TO   STEEL   COBPOBATION'S   FBOFEBTY   THBOUGH 

NEW  CGNSTBUGTION. 

Section  9.  The  Gary,  Ind.,  plant. 

Very  important  additions  to  the  physical  properties  of  the  Steel 
Corporation  have  been  made  through  new  construction.  The  organ- 
ization of  the  company  had  hardly  been  perfected  when  important 
plans  were  made  for  the  extension  and  modernization  of  its  manu- 
facturing plants.  A  formal  announcement  in  April,  1902,  stated  that 
the  aggregate  of  such  contemplated  expenditures  was  in  the  neighbor- 
hood of  $50,000,000,  which  it  was  proposed  to  secure  through  a  bond 
issue  in  connection  with  the  conversion  of  a  portion  of  the  preferred 
stock  into  funded  debt.  This  plan,  which  is  discussed  elsewhere  (see 
Chap.  Vni),  was  delayed  by  litigation  and  was  never  carried  out  in 
its  entirety.  Nevertheless,  the  Corporation's  earnings  permitted  the 
expenditure  of  large  sums  for  construction. 
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The  most  important  single  piece  of  new  construction  was  the  erec- 
tion of  a  new  plant  at  Gary,  Ind.,  through  the  Indiana  Steel  Com- 
pany, a  subsidiary  concern  of  the  Federal  Steel  Company. 

The  annual  report  of  the  Steel  Corporation  for  1905  contained  the 
following  reference  to  this  plant: 

Although  the  capacity  of  the  producing  furnaces  and  mills 
located  at  Chicago  and  vicinity  has  been  materially  increased 
from  time  to  time,  it  has  not  kept  pace  with  the  increased,  and 
rapidly  increasing,  consumption  tributary  to  this  location;  and 
therefore  a  large  percentage  of  this  tonnage  is  now  supplied  from 
eastern  mills.  In  consequence  of  these  conditions  it  has  been 
decided  to  construct  and  put  into  operation  a  new  plant  to  be 
located  on  the  south  shore  of  Lake  Michigan,  in  Calumet  Town- 
ship, Lake  County,  Ind.,  and  a  large  acreage  of  land  has  been 
purchased  for  that  purpose. 

The  annual  report  for  1906  stated  that  about  7,500  acres  of  land 
had  been  acquired  for  the  plant,  for  the  city  of  Gary,  and  for  rail- 
road terminals.  At  that  time  the  appropriations  comprehended  a 
plant  of  8  blast  furnaces,  with  the  most  modern  equipment  for  un- 
loading and  handling  ore,  56  open-hearth  furnaces,  blooming  mill, 
rail  mill,  various  finishing  mills  and  auxiliary  plants,  as  well  as  a 
harbor  and  docks.  The  expenditure  contemplated  for  the  work 
definitely  decided  upon  up  to  that  time  was  $40,000,000,  not  including 
nearly  $5,000,000  which  had  already  been  expended  in  1906.  It  was 
stated  that  the  plant  would  ultimately  have  an  annual  capacity  of 
1.750,000  tons  of  finished  steel. 

The  annual  report  of  the  Steel  Corporation  for  1910  showed  that 
almost  $70,000,000  had  been  expended  on  this  Gary  plant  up  to  the 
close  of  that  year,  as  follows : 

For  real  estate  and  for  development  and  construc- 
tion work  In  the  city  of  Gary,  less  credits  for 

lands,  lots,  and  houses  sold $10,509,325.07 

For  construction  of  the  manufacturing  plants 53,  785, 876.  83 

For  terminal  railroad  worl£ 5, 683, 493.  25 

Total 69, 978,  695. 15 

The  same  report  of  the  Corporation,  in  describing  the  progress  of 
Ihe  work  on  the  Gary  plant,  contained  the  following: 

The  construction  and  development  work  at  Gary,  Ind.,  pro- 
gressed continuously  and  satisfactorily  during  the  year  1910. 
At  the  steel  plant  of  the  Indiana  Steel  fcompany  6  of  the  8  blast 
furnaces  constructed  have  been  satisfactorily  operated.  Of  the 
three  units  constructed,  each  comprising  fourteen  65-ton  open- 
hearth  furnaces,  two  units  have  been  in  operation.  The  rail  mill 
has  been  in  operation  since  February  it,  1909;  the  billet  mill 
ance  August  16,  1909;  the  18-inch  merchant  bar  mill  since  De- 
cember 16,  1909,  and  the  14-inch  merchant  mill  since  April  1, 
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1910.  The  axle  plant  is  completed ;  the  160- inch  plate  mill  will 
be  ready  for  operation  bv  April  1, 1911,  and  the  three  remaining 
merchant  bar  mills  by  May  1, 1911.  Since  the  publication  of  the 
last  annual  report  the  construction  of  a  continuous  sheet  bar  mill 
was  started.  This  mill  will  supply  sheet  bars  for  the  sheet  plant 
being  constructed  at  Gary  by  tne  American  Sheet  and  Tin  Plate 
Company,  a  suteidiary  of  this  Corporation.  The  new  bar  mill 
will  be  ready  for  operation  by  July  1, 1911.  The  by-product  coke 
plant,  construction  of  which  was  begun  in  June,  1909,  is  rapidly 
nearing  completion,  and  it  is  expected  the  first  battery  of  ovens 
will  be  placed  in  operation  on  or  before  April  1,  1911.  This 
plant  will  have  a  total  of  560  ovens  of  the  Koppers  type,  and  an 
annual  capacity  of  about  2,500,000  tons.  A  gas-distributing 
system  is  being  installed,  by  whicn  all  of  the  excess  gas  from  the 
coke-of  en  plant  will  be  utilized  in  the  mill  operations. 

The  output  of  the  Gary  steel  plant,  of  the  Indiana  Steel  Com- 
pany, in  1910,  was  as  follows:  729,072  tons  of  pig  iron,  1,006,252 
tons  open-hearth  ingots,  435,142  tons  open-hearth  steel  rails,  and 
340,993  tons  of  shapes,  merchant  bars,  and  miscellaneous  steel 
products. 

The  construction  of  this  great  plant  at  Gary  is  of  especial  interest 
because  it  was  entirely  new  and  built  as  a  model  plant  with  the  most 
modern  equipment.  A  special  feature  of  the  plant  is  the  large  num- 
ber of  departments  for  the  production  of  finished  materials,  such  de- 
partments, as  the  foregoing  excerpt  indicates,  being  operated  by  the 
respective  subsidiary  concerns  of  the  Steel  Corporation.  Two  other 
noteworthy  features  of  this  Gary  plant  are  the  use  of  gas  engines  for 
the  blast  furnaces  and  the  exclusive  use  of  open-hearth  furnaces  for 
the  production  of  steel. 

Section  10.  Other  important  additions  to  plants  through  new  oonstraction. 

Other  additions  to  the  plants  of  the  Steel  Corporation  through 
direct  construction,  as  distinct  from  purchase,  which  are  worthy 
of  special  mention,  were  the  erection  of  two  new  blast  furnaces  and  of 
mills  for  the  manufacture  of  skelp  and  tubes  by  the  Lorain  Steel 
Company,  at  Lorain,  Ohio;  the  construction  of  a  new  bridge  plant 
by  the  American  Bridge  Company,  at  Ambridge,  Pa. ;  the  virtual  re- 
construction of  the  extensive  McKeesport  works  of  the  National  Tube 
Company;  the  construction  of  a  steel  plant  at  Duluth,  Minn.,  and  the 
addition  of  very  important  cement  works  under  the  control  of  a 
subsidiary  concern,  the  Universal  Portland  Cement  Company. 

The  T^rain  tube  plant  involved  a  large  expenditure.  In  1904  more 
than  $5,500,000  was  expended  on  blast  furnaces,  with  ore-handlinp 
machinery,  skelp  mills,  and  pipe  and  tube  mills  for  this  plant,  while 
nearly  $2,000,000  additional  was  later  expended  in  completing  it. 

The  reconstniction  of  the  McKeesport  works  of  the  National  Tube 
Company  involved  an  expenditure  of  several  millions  of  dollars. 
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This  is  of  some  interest  in  view  of  the  fact  that  it  had  been  supposed 
that  the  plant  was  in  first-class  shape.  The  National  Tube  Company, 
it  will  be  recalled,  was  one  of  the  most  prosperous  of  the  various 
steel  consolidations  operating  in  the  period  just  preceding  the  organi- 
zation of  the  Steel  Corporation.     (See  p.  143.) 

DuLUTH  STEEL  PLANT. — ^Thc  auuual  report  of  the  Steel  Corporation 
for  1910,  in  referring  to  this  plant,  said : 

Reference  was  made  in  the  annual  report  for  1907  to  the 
acquirement  of  a  site  for  and  the  proposed  construction  of  a 
m<Klerate-sized  steel  plant  at  Dulutn,  Minn.  During  1908  and 
1909  the  work  done  in  connection  with  this  proposition  consisted 
only  of  preparing  the  site  for  the  steel  plant,  the  acquirement  of 
rig^ht  of  way  for  and  some  construction  work  on  the  terminal 
railroad  connecting  the  proposed  steel  plant  with  all  trunk  lines 
entering  Duluth.  In  the  early  part  of  1910  construction  work 
was  actively  undertaken  on  botn  the  steel  plant  and  railroad. 
During  the  year  1910  a  total  of  $1,715,517.70  was  expended  on 
these  properties.  It  is  expected  that  further  construction  will  be 
prosecuted  during  1911.  The  plant  as  proposed  will  include  the 
following  producing  departments:  Two  blast  furnaces,  7  open- 
hearth  steel  furnaces,  one  40-inch  blooming  mill,  one  28-inch 
and  18-inch  rail  and  bar  mill,  16-inch,  12-inch,  and  8-inch  mer- 
chant mill,  and  by-product  coke  plant  of  90  ovens,  together  with 
the  necessary  complement  of  auxiliary  departments,  such  as 
power  plants,  pumping  stations,  machine  ana  other  shops,  etc. 

This  Duluth  steel  plant  is  owned  by  a  subsidiary  corporation 
formed  for  the  purpose,  the  Minnesota  Steel  Company,  with  an 
.uithorized  capital  stock  of  $1,000,000  owned  by  the  Federal  Steel 
Company. 

Portland  cement  business. — ^The  Portland  cement  business  of 
the  Steel  Corporation  has  been  very  greatly  extended.  The  manu- 
facture of  Portland  cement  as  a  by-product  from  blast-furnace  slag 
had  been  prosecuted  in  a  modest  way  by  the  Illinois  Steel  Company 
by  the  time  the  Steel  Corporation  was  organized.  The  company's 
production  rapidly  increased,  exceeding  1,700,000  barrels  in  1905  as 
against  260,000  barrels  in  1901. 

This  development  of  the  cement  business  led  to  the  organization 
on  October  1, 1906,  of  a  new  subsidiary  company,  the  Universal  Port- 
land Cement  Company,  which  took  over  the  plants  previously  owned 
by  the  Illinois  Steel  Company,  including  a  new  plant  at  Buffington, 
Ind.,  and  which  also  commenced  the  construction  of  additional  works 
at  Universal,  Pa.,  and  elsewhere,  with  the  result  that  in  1910  the 
Corporation's  output  had  increased  to  over  7,000,000  barrels.  The 
capacity  at  the  close  of  1910,  including  that  of  new  works  under  way, 
was  given  in  the  annual  report  of  the  Corporation  for  that  year  at 
12,000,000  barrels  yearly. 
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Among  other  influential  interests  back  of  the  concern  was  H.  C. 
Frick.  Mr,  Frick  at  this  time  was  also  a  director  in  the  United 
States  Steel  Corporation. 

Merger  of  Union  and  Sharon  concerns. — The  strong  backing  of 
the  Union  Steel  C(»npany,  together  with  its  extensive  operations^ 
made  it  an  important  competitor  of  the  United  States  Steel  Cor- 
poration. Its  operations  assumed  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of  the 
merger  of  the  company  and  the  Sharon  Steel  Company,  under  the 
name  of  the  Union  Steel  Company,  to  be  capitalized  at  about 
$50,000,000,  thus  forming  the  largest  consolidation  in  the  steel  indus- 
try proper  which  had  been  effected  since  the  organization  of  the 
United  States  Steel  Corporation  itself.  The  two  concerns,  tc^ther, 
had  at  this  time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and 
an  ingot  capacity  of  about  850,000  tons — ^as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons — ^while 
they  had  greatly  increased  their  outputs  of  finished  products.  {See 
Table  29,  p.  269.)  With  this  announcement  were  coupled  intimations 
that  plans  were  already  projected  for  the  construction  of  still  further 
important  works,  as  well  as  the  acquisition  of  one  or  two  other  con- 
cerns then  engaged  in  the  manufacture  of  rods,  wire  products,  sheets, 
and  pipe.  Moreover,  there  were  rumors  that  the  new  concern  might 
construct  a  railroad  of  its  own  from  Lake  Erie  to  the  Connellsville 
coke  region,  with  connections  to  the  company's  manufacturing  plants 
The  impression  was  very  general  in  steel  circles  that  the  consolidated 
company  would  assume  a  position  of  rapidly  increasing  importance 
in  the  industry. 

These  plans  for  the  merger  of  the  Sharon  and  Union  companies 
had  hardly  been  completed,  however,  before  the  further  announce- 
ment was  made  (in  the  latter  part  of  November,  1902)  that  the 
United  States  Steel  Corpoi-ation  had  purchased  the  entire  property, 
payment  to  be  made  through  the  issue  of  $45,000,000  bonds  of  the 
new  Union  Steel  Company,  to  be  guaranteed  by  the  Steel  Corpora- 
tion.^ The  terms  of  purchase  are  discussed  elsewhere.  (See  p.  282.) 
There  can  be  no  doubt  that  the  principal  motive  of  the  Steel  Corpo- 
ration was  to  prevent  the  competition  which  the  rapidly  extending 
operations  of  the  Union  concern  foreshadowed,  and  especially  to 
eliminate  the  rivalry  of  Mr.  Frick. 

Section  3.  Purchase  of  Clairton  Steel  Company. 

On  April  29,  1904,  it  was  announced  that  the  United  States  Steel 
Corporation  had  purchased  the  entire  capital  stock  of  the  Clairton 
Steel  Company ;  the  property  was  turned  over  on  the  18th  of  May. 

^  A  portion  of  this  Issue  was  reserved  to  complete  improvements  to  the  properties  and 
to  retire  prior  liens. 
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The  Clairton  St€el  Company  had  been  organized  in  1901,  as  suc- 
cessor to  the  St.  Clair  Steel  Company,  to  construct  a  large  plant  for 
the  production  of  pig  iron  and  semifinished  steel  products.  A  con- 
trolling interest  in  the  concern  was  owned  by  the  Crucible  Steel 
Company,  a  consolidation  of  the  leading  crucible  steel  manufacturers 
of  the  country.  From  a  statement  later  issued  by  the  Crucible  Steel 
Company  it  appeared  that  the  Clairton  company  had  been  losing 
money,  and  that  it  required  several  millions  additional  working  capi- 
tal which  the  Crucible  Steel  Company  apparently  did  not  at  that 
time  feel  in  a  position  to  furnish;  the  Clairton  concern  was  in  the 
hands  of  receivers  at  the  time  of  its  transfer  to  the  Steel  Corporation. 

The  manufacturing  plant  of  the  Clairton  concern  included  about 
140  acres  of  mill  property  at  Clairton,  Pa.,  on  the  *Monongahela 
River,  with  three  blast  furnaces,  twelve  50-ton  open-hearth  furnaces, 
a  rolling  mill,  with  blooming  mills  and  billet  mills,  and  auxiliary 
departments.  The  reported  capacity  of  the  plant  was  about  475,000 
tons  of  pig  iron  per  annum,  about  400,000  tons  of  ingots,  and  about 
325,000  tons  of  billets  and  slabs.* 

The  Clairton  concern  also  had  important  ore  and  coking-coal 
properties.  One  of  its  ore  properties  was  the  St.  Clair  mine,  on  the 
Mesabi  Range,  with  an  estimated  deposit  of  about  4,000,000  tons. 
It  had  a  lease  of  the  Little  &  Prindle  iron  mine,  on  the  Mesabi  Range, 
with  an  estimated  tonnage  of  3,500,000  tons.  In  addition  the  com- 
pany had  extensive  holdings  on  the  Marquette  Range,  in  Michigan, 
the  total  of  these  being  given  in  the  annual  report  of  the  United 
States  Steel  Corporation  for  1904  at  20,000  acres,  all  owned  in  fee. 

The  coal  lands  of  the  Clairton  concern  comprised  2,644  acres  of 
coking  coal  in  Fayette  County^  Pa. 

The  relative  importance  of  the  additions  to  the  manufacturing 
property  of  the  Steel  Corporation  through  the  Union  and  Clairton 
purchases  is  indicated  in  Table  29,  on  page  209.  The  cost  of  these 
acquisitions  is  discussed  in  Chapter  VI. 

Section  4.  Kinor  aoqnisitions  of  manufacturings  property. 

Other  manufacturing  properties  acquired  by  the  United  States 
Steel  Corporation  during  the  first  few  years  of  its  existence  were  the 
Troy  Steel  Products  Company  and  the  Trenton  Iron  Company.  Both 
of  these  were  small  concerns. 

Troy  Steel  Products  Company. — ^This  concern  was  successor  to 
the  Troy  Steel  and  Iron  Company,  which  owned  steel  works  at  Troy, 
N.  Y.,  and  several  blast  furnaces  at  Breaker  Island,  N.  Y.  The  com- 
pany was  unsuccessful,  and  in  August,  1895,  was  sold  to  a  reorganiza- 

^The  Crucible  Steel  Company,  It  may  be  noted,  In  transferring  the  property,  made  a 
ten-year  contract  with  the  United  States  Steel  Corporation  for  a  large  amount  of  pig  iron 
and  iteel  which  it  needed  for  its  own  bnaineaa. 
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It  may  be  noted  that  this  development  of  the  cement  business  was 
a  logical  accompaniment  of  the  steel  business,  since,  on  account  of  the 
increasing  use  of  concrete  construction,  there  was  a  very  great  de- 
mand for  cement  in  the  erection  of  buildings  and  for  various  other 
construction  operations  which  also  required  large  quantities  of 
structural  steel  and  merchant  bars. 

In  addition  to  these  conspicuous  instances  of  new  construction,  the 
Steel  Corporation,  of  course,  made  a  very  great  number  of  extensions 
and  enlargements  at  different  points.  Indeed,  these  scattered  in- 
stances of  enlargement  were  in  the  aggregate  probably  much  more 
important  than  the  few  exceptional  instances  specifically  mentioned 
here. 

Additions  to  other  property. — ^The  company  made  large  addi- 
tional investments  in  its  transportation  properties.  As  a  rule  these 
comprised  normal  extensions  and  improvements  rather  than  new 
undertakings  of  exceptional  interest.  Mention  may,  however,  be 
made  of  the  construction  of  a  branch  line  by  the  Duluth,  Missabe 
and  Xorthern  from  Alborn  to  Coleraine,  Minn.,  a  distance  of  53 
miles,  connecting  with  the  Canisteo  and  other  mines  developed  on  the 
western  end  of  the  Mesabi  Range ;  the  construction  of  the  Connells- 
ville  Central  line  in  the  coal  regions,  the  name  of  which  was  after- 
wards changed  to  Connellsville  and  Monongahela  Railway;  and  the 
construction  of  the  Xewburg  and  South  Shore  Railway,  a  com- 
paratively short  line,  at  Cleveland.  Considerable  additions  were 
made  to  the  equipment  of  the  Steel  Corporation's  various  railroads, 
and  also  to  its  dock  facilities  at  various  points  on  the  Lakes.  The 
steamship  property  of  the  Corporation  also  has  been  greatly  added 
to,  not  so  much  in  the  number  of  vessels  as  in  the  substitution  of  new 
vessels  of  large  capacity  and  most  modern  equipment  for  older  and 
smaller  vessels  acquired  in  1901. 

Section  11.  Plant  capacity  of  United  States  Steel  Corporation. 

InCKKASES    by    ACQinSITIONS    AND    BY    NEW    CONSTRUCTION    DOWN    TO 

THE  CLOSE  OF  1910. — An  idea  of  the  relative  importance  of  the  addi- 
tions to  the  manufacturing  capacity  of  the  iron  and  steel  plants  of 
the  Steel  Corporation  by  the  various  accjuisitions  described  in  this 
chapter,  and  new  construction,  down  to  the  close  of  1910  is  afforded 
by  the  following  table,  compiled  from  official  figures: 


UNITED  STATES  STEEL  CORPORATION. 


269 


TiBLE  a.~ADDITI0N8  TO  MANUFACTURING  CAPACITY  OF  STEEL  CORPORATION  BY 
PURCHASE  OF  COMPETING  CONCERNS  AND  BY  NEW  CONSTRUCTION,  APRIL  1,  1901, 
TO  JANUARY  1, 1911. 

(Note.— The  capacity  figures  below  are  based  on  the  assumption  that  every  department  will  be  operated 
to  its  maiJTnnTn  capacity  during  the  entire  year,  subject  only  to  normal  ^utdowns  for  ordinary  repairs 
sod  owhaoling.  All  tonnage  figures  shown  are  gross  tons.  Percentages  which  are  based  on  original 
capacity  in  1901,  were  computed  by  Bureau.] 


Prodoct 


Capao> 
Ity. 

Apr.  1, 
1901. 


BUst-f  urnace 
products 

Steel  ingots 

RoQed  and  other 
steel  and  iron 
products  for  sale. 

raivenaJ  Portland 
cement 


7,440,232 
9.425,406 


Additions. 


By  purchase  of 

Union.  Clair- 

ton,  and  Shelby 

Steel  Tube 

eompani<w.> 


Ton». 
1,228,000 
1,258,400 


7,710,022 

Borreb. ! 

450.000 


1.106,420 


P,et. 
1&5 
13.3 


14.3 


By  purchase  of 
T.  C,  I.  and 
R.  R.  Co. 


Tofu. 
1,000,000 


500,000      5.3  6,855,192 


400,000 


1 


By  new  con- 
struction and 
improvements. 


Tons, 
6,572,468 


5.2  5,322,885 
BaneU. 


P.ct. 
88.3 
72.7 


60.0 


Total  additions. 


Ton». 
8,800,468 
8,613,592 


6,828,314 
Bands 


P.ct. 
118.3 
91.3 


Capacity 

Jan.  1. 

1911. 


T<ms. 
16,240,700 
18,039,000 


88.514,547,336 
Barrels. 


7,600,0001,688.97,600,0001,688.9,  8,060,000 


I  Also  indttdes  the  small  capacity  added  through  purchase  of  Troy  Steel  Products  and  Trenton  Irofi 
companies.  It  may  be  noted  that  whUe  the  Shelby  Steel  Tube  Company  has  elsewhere  been  considered 
as  COS  of  tlie  constituent  concerns,  it  is  here  treated  for  convenience  as  a  subsequent  acquisition. 

This  tarble  shows  at  a  glance  that  the  additions  to  plant  capacity 
through  the  purchase  of  competing  concerns  have  been  greatly  over- 
shadowed by  those  eflfected  through  new  construction.  Thus,  the 
total  addition  to  blast-furnace  capacity  by  the  Union,  Clairton, 
Shelby,  and  Tennessee  concerns  combined  was  a  little  le.ss  than  30  per 
cent  of  the  Corporation's  original  capacity  in  April,  1901,  whereas 
the  additions  through  new  construction  during  this  period  exceeded 
^<S  per  cent.  Similarly,  the  additions  to  steel-ingot  capacity  (this 
covering  three  concerns,  the  Shelby  concern  having  no  steel  works) 
aggregated  less  than  19  per  cent  as  against  an  addition  of  nearly 
73  per  cent  through  new  construction.  Tlie  increase  in  capacity  of 
the  rolling  mills  by  these  three  acquisitions  was  nearly  20  per  cent, 
whereas  the  increase  due  to  new  construction  was  69  per  cent. 

In  addition  to  these  increases  in  the  capacities  of  iron  and  steel 
works  proper  down  to  the  close  of  1910,  the  Corporation  had  in- 
creased its  capacity  for  the  production  of  cement  from  450,000  barrels 
to  over  8,000,000  barrels  (not  including  the  capacity  of  new  works 
under  construction). 

Section  12.   Prodnctioii  and  volume  of  business  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  actual  production  of  the  Steel  Corporation,  as  distinct  from  its 
capacity,  for  the  entire  period  1901-1910,  is  given  in  Table  30.* 


^The  relation  of  the  Corporation's  production  to  the  country's  total  Is  discussed  in 
Chapter  IS. 
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It  is  apparent,  therefore,  that  there  has  been  a  very  great  expansion 
of  the  production  of  the  Steel  Corporation  in  practically  every  im- 
portant department  Thus,  in  the  case  of  ore  the  total  production 
increased  from  13,023,755  tons  in  1901  to  25,245,816  tons  in  1910,  the 
highest  for  any  year. 

The  increase  in  coke  production  was  from  8,967,969  tons  in  1901  to 
13,649,578  tons  in  1910,  the  production  of  the  latter  year,  as  in  the 
case  of  ore,  being  the  high-record  figure. 

The  production  of  pig  iron  (not  including  spiegel,  ferroman- 
ganese,  etc.)  increased  from  6,662,862  tons  to  11,645,510  tons,  the  1910 
figures  again  being  the  highest  yet  recorded,  although  in  1906  and 
1909  the  production  exceeded  11,000,000  tons. 

The  production  of  steel  ingots  increased  from  8,854,820  tons  in 
1901  to  14,179,369  tons  in  1910,  the  production  of  the  latter  year  being 
well  in  excess  of  the  previous  high-record  figure  (reached  in  1906). 
It  is  important  to  call  attention  in  this  connection  to  the  very  great 
increase  in  the  production  of  open-hearth  steel,  which  rose  from 
slightly  less  than  2,750,000  tons  in  1901  to  over  8,380,000  tons  in 
1910.  The  production  of  Bessemer  steel,  on  the  other  hand,  shows 
an  absolute  decrease  during  this  period,  from  6,109,306,  in  1901,  to 
5,796,223  tons  in  1910.  These  figures  well  illustrate  the  transition 
that  took  place  in  the  steel  industry  in  this  respect. 

The  percentage  increases  in  the  Corporation's  production  of  the 
raw  materials  and  in  the  primary  products  for  the  period  1901-1910, 
given  in  Table  30,  compare  as  follows : 


Iron   ore 93.  8 

Coke 52.2 


Pig  iron   74.  S 

Ingots 60.1 


With  respect  to  finished  rolled  products  for  sale  the  increase  in 
production  has  been  much  less  marked,  the  actual  increase  being  from 
7,426,480  tons  in  1901  to  10,733,995  tons  in  1910,  a  gain  of  3,307,515 
tons,  or  44.5  per  cent. 

Taking  up  these  finished  products  in  detail  it  will  be  seen  that 
the  output  of  steel  rails  in  1910  exceeded  2,100,000  tons  as  against  a 
previous  high-record  figure  (in  1906)  of  1,982,000  tons.  The  1910 
figures  include  the  production  of  both  the  new  Gary  plant  and  of  the 
Tennessee  Coal,  Iron  and  Eailroad  Company. 

It  will  be  noted  that  the  Corporation's  output  of  tubing  and  pipe 
in  1910  was  considerably  smaller  than  the  output  of  several  preceding 
years.  There  was  also  some  reduction  in  wire  and  wire  products  in 
1910  as  compared  with  the  output  in  1909.  These  decreases  are  ap- 
parently in  part  attributable  to  the  increase  in  competition  in  these 
departments. 

The  great  increase  in  the  production  of  Portland  cement  has 
already  been  commented  upon.  It  may  be  noted  again  that  the 
production  of  1910  of  7,000,000  barrels  was  very  much  less  than  the 
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capacity  of  the  Corporation's  plants  for  this  product,  including  new 
construction  in  progress  at  the  close  of  1910. 

The  ten-year  period  1901-1910,  while  on  the  whole  a  distinctly 
prosperous  one,  included  two  years  of  marked  depression,  namely, 
1901  and  1908.  In  these  years  there  were  pronounced  declines  in  the 
Steel  Corporation's  output.  The  reaction  of  1904  was  especially 
reflected  in  the  production  of  ore  and  finished  steel ;  the  production 
of  pig  iron  in  that  year,  on  the  other  hand,  showed  a  slight  increase. 
The  depression  of  1908  was  reflected  in  the  figures  of  output  in  prac- 
tically every  important  product  except  cement.  Thus,  the  output  of 
ore  decreased  over  5,700,000  tons;  that  of  coke  over  5,300,000  tons, 
while  the  pig-iron  output  fell  off  3,800,000  tons ;  that  of  steel  ingots 
by  more  than  5,200,000  tons,  and  finished  steel  production  by  more 
than  4,100,000  tons;  moreover,  these  large  decreases  were  shown  in 
spite  of  the  fact  that  the  considerable  production  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company  was  included  in  1908  for  the  first 
time.  The  year  1909,  it  may  be  noted,  however,  brought  a  recovery 
in  all  the  raw  and  crude  products  above  the  large  production  of  1907. 
The  output  of  finished  rolled  products  in  1909,  however,  was  some- 
what under  the  1907  figures. 

These  comparisons  illustrate  the  abrupt  changes  which  charac- 
terize the  iron  and  steel  industry. 

IV.  PRESENT  OBaANIZATIOK  OF  STEEL  COBPORATION. 

Section  13.  Beorganization  and  coordination  of  the  variona  constituent 
properties. 

In  connection  with  the  various  acquisitions  and  extensions  described 
in  this  chapter,  the  Steel  Corporation  undertook  a  rather  compre- 
hensive rearrangement  of  its  principal  subsidiary  concerns  so  as  to 
place  those  plants  manufacturing  similar  products,  or  those  com- 
panies owning  the  same  kind  of  property,  under  the  control  of  cer- 
tain principal  constituent  concerns.  This  rearrangement  obviously 
tended  to  facilitate  a  more  eflScient  and  economical  operation  of  these 
properties.  A  particular  advantage  was  the  reduction  in  the  number 
of  high-salaried  officials.  As  this  rearrangement  was  generally  ac- 
companied by  a  considerable  reduction  in  the  capitalization  of  the 
subsidiary  concerns,  there  was  also  some  saving  in  taxes  on  capital 
stock. 

AIeboer  of  old  Cabnegie,  National  Steel,  and  American  Steel 
Hoop  companies. — One  of  the  most  important  of  these  rearrange- 
ments was  the  merger,  on  April  1, 1903,  of  the  Carnegie  Company  of 
Sew  Jersey,  the  National  Steel  Company,  and  the  American  Steel 
Hoop  Company  under  the  New  Jersey  charter  of  the  National  Steel 
C(»npany,  the  name  being  changed,  however,  to  Carnegie   Steel 
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Company.    The  capital  stocks  of  the  three  older  concerns  aggregated 
$252,000,000,  as  follows : 

Carnegie  Company $160,000,000 

National   Steel   Company 59,000,000 

American  Steel  Hoop  Company 33,000,000 

Total 252, 000,  000 

The  capital  stock  of  the  new  Carnegie  Steel  Company,  however, 
was  fixed  at  $63,000,000,  or  exactly  one-quarter  the  total  for  the  three 
older  concerns  combined.  Apparently  this  capitalization  was  de- 
termined upon  without  reference  to  the  value  of  the  properties,  but 
with  a  view  to  having  a  convenient  basis  for  the  exchange  of  the 
stocks  of  the  three  constituent  companies.  The  reduction  in  capitali- 
zation permitted  a  considerable  saving  in  annual  taxes  and  in 
fees.  The  principal  object  of  the  consolidation,  however,  was  to 
secure  economies  of  management  by  reducing  the  number  of  high- 
salaried  officials  and  by  the  simplification  of  accounts.  Moreover, 
as  above  suggested,  there  was  a  practical  advantage  in  having  all  of 
these  concerns  directed  from  a  single  source.  The  Carnegie  Company 
and  the  National  Steel  Company,  as  already  shown  in  this  report, 
were  large  producers  of  pig  iron  and  steel  billets  and  other  heavy  steel 
products.  The  Carnegie  Company,  moreover,  produced  merchant 
bars  and  other  products  similar  to  those  made  by  the  American  Steel 
Hoop  Company.  Most  of  the  plants  of  the  Steel  Hoop  company,  it 
may  be  noted,  were  conveniently  located  in  relation  to  the  plants 
of  the  National  Steel  Company  and  the  Carnegie  concern,  so  that 
the  consolidation  resulted  in  very  substantial  advantages  from  an 
operating  standpoint. 

The  plants  of  the  old  National  Steel  and  American  Steel  Hoop 
companies  are  owned  in  fee  by  the  Carnegie  Steel  Company  of  New 
Jersey.  The  old  Carnegie  plants  are  owned  by  the  Carnegie  Steel 
Company  of  Pennsylvania.     (See  Exhibit  7,  p.  407.) 

Merger  of  coke  properties. — On  the  same  date  (April  1,  1903) 
the  coke  properties  of  the  various  subsidiary  concerns  of  the  Corpo- 
ration were  transferred  to  the  H.  C.  Frick  Coke  Company,  the  capital 
stock  of  which  was  increased  from  $10,000,000  to  $20,000,000.  There 
had  previously  been  some  unification  of  the  coke  properties,  but  prior 
to  this  date  the  Steel  Corporation  had  maintained  several  other  sub- 
sidiary coke  concerns,  namely,  the  Southwest  Connellsville  Coke  Com- 
pany, which  held  the  coke  property  of  the  Federal  Steel  Company ; 
the  American  Coke  Company,  the  coke  concern  of  the  American  Steel 
and  Wire  Company;  the  Continental  Coke  Company,  owning  the 
similar  properties  of  the  National  Steel  Company;  and  the  United 
Coal  and  Coke  Company  and  the  McClure  Coke  Company.  These 
subsidiaries  had  virtually  been  managed  through  the  H.  C.  Frick 
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Coke  C<Hnpany,  but  their  formal  transfer  to  that  concern  resulted  in 
distind  advantages  from  an  operating  standpoint. 

Merger  of  Sheet  Steel,  and  Tin  Plate  companies. — On  December 
31,  1903,  a  further  intercompany  consolidation  was  effected  through 
the  purchase  by  the  American  Sheet  Steel  Company  of  all  the  prop- 
erty of  the  American  Tin  Plate  Company.  The  name  of  the  Sheet 
Steel  company  was  changed  to  the  American  Sheet  and  Tin  Plate 
Company.  The  capitalization  of  the  Sheet  Steel  company  was  re- 
tained unchanged,  but  that  of  the  American  Tin  Plate  Company  was 
reduced  from  $46,325,000  to  the  nominal  figure  of  $25,000.  The  con- 
^olidation  of  these  companies  permitted  much  better  coordination  of 
sheet  and  tin-plate  mills  than  was  possible  under  their  separate 
operaticMi. 

Consolidation  of  tube  works. — Another  similar  instance  of  inter- 
company rearrangements  was  the  placing  of  the  plants  of  the  Lorain 
Steel  Company  (at  Lorain,  Ohio,  where  a  large  tube  plant  was 
added)  under  the  control  of  the  National  Tube  Company. 

Merger  or  ore  properties. — In  1904  all  the  various  ore  properties 
of  the  Steel  Corporation  were  placed  under  the  active  control  of  the 
Oliver  Iron  Mining  Company. 

Lease  of  Union  Steel  properties. — Another  intercompany  re- 
arrangement was  the  lease  of  the  various  properties  of  the  Union 
Steel  Company  to  other  subsidiary  concerns  of  the  Corporation.  Thus, 
the  blast  furnaces  and  the  steel  works  were  leased  to  the  Carnegie 
Steel  Company ;  the  wire  plants  to  the  American  Steel  and  Wire  Com- 
pany. The  organization  of  the  Union  Steel  Company  was  preserved, 
however,  and  the  revenue  from  these  leases  went  into  its  treasury. 
The  arrangement,  however,  relieved  the  Union  Steel  Company  from 
the  direct  operation  of  these  plants,  and  thus  effected  a  substantial 
saving  in  salaries  and  other  expenses,  while  further  contributing  to 
the  systematization  of  the  operation  of  the  various  properties. 

Organization  of  export  department  by  the  Steel  Corporation. — 
For  some  time  after  the  organization  of  the  Steel  Corporation,  each 
subsidiary  company  which  had  occasion  to  engage  in  export  trade 
conducted  its  sales  independently  of  the  others.  In  the  latter  part 
of  September,  1903,  however,  the  United  States  Steel  Products  Ex- 
port Company^  was  formed  to  look  after  the  foreign  trade  of  all 
the  various  subsidiary  companies  of  the  Steel  Corporation.  The 
new  company  acts  as  selling  agent  in  the  foreign  trade  for  all  the 
subsidiary  concerns  of  the  Steel  Corporation.  This  organization 
of  a  special  ccxnpany  was  the  result  of  an  intention  on  the  part 
of  the  Steel  Corporation  to  develop  the  export  trade  more  thoroughly. 
As  a  matter  of  fact,  there  was  a  marked  increase  in  export  business 
in  1904;  this,  however,  was  partly  attributable  to  the  depressed 

^  The  name  was  In  1910  changed  to  United  States  Steel  Prodacts  Company.  The  com- 
Pftnj  has  a  capital  stock  of  |1,000,000  and  is  a  subsidiary  of  the  Federal  Steel  Company. 
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condition  of  the  domestic  market  in  that  year,  which  naturally  led  to 
a  more  serious  consideration  of  the  possibilities  of  foreign  markets. 
With  the  return  of  greater  prosperity  in  the  home  market,  the  export 
business  fell  off  somewhat. 

Creation  of  new  suBsmiARiES. — As  already  pointed  out,  in  the 
construction  of  its  great  plant  at  Gary  the  Steel  Corporation  organ- 
ized a  new  subsidiary  concern,  the  Indiana  Steel  Company,  and  simi- 
larly, in  the  case  of  its  works  at  Duluth,  it  formed  a  local  corporaticm, 
the  Minnesota  Steel  Company.  It  also  organized  in  1907  the  Great 
Western  Mining  Company  to  manage  the  ore  properties  controlled 
under  the  Hill  lease.  (See  p.  260.)  The  incorporation  of  the  l"ni- 
versal  Portland  Cement  Company  may  also  be  mentioned  in  this 
connection.  This  creation  of  new  subsidiary  concerns  is  in  line  with 
the  character  of  the  Steel  Corporation  as  a  holding  company.* 

Section  14.  Constituent  concerns  of  Steel  Coiporation  on  July  1,  1911. 

As  a  result  of  these  various  rearrangements  and  new  acquisitions, 
the  list  of  principal  constituent  concerns  of  the  Corporation,  the 
stocks  of  which  were  directly  held  by  it  on  July  1,  1911,  was  as 
follows : 

Table  31.— CONSTITUENT  CONCERNS  OF  THE  UNITED  STATES  STEEL  CORPORATION 
WHOSE  STOCKS  WERE  DIRECTLY  HELD  BY  IT  JULY  1,  19U. 


C/ompaiiy^. 


Carne^e  Steel  Company  of  New  Jersey • . 

Fe<leral  Steel  Company 


American  Steel  and  Wire  Company  of  New  Jersey 


National  Tube  Company. 


American  Sheet  and  Tin  Plate  Company . 

American  Bridge  Company,  New  Jersey. 
Shelby  Steel  Tube  ('ompany 


Lake  Superior  Consolidated  Iron  Mines 

Pittsburg  Steamsh  ip  Company 

Union  Steel  Company 

Clairton  Steel  Company 

Tennessee  Coal,  Iron  and  Railroad  Compnny . 


Class  of  stock. 


Common. 
Preferred. 
Common . 
Preferred. 
Common . 
Preferred. 
Common . 
Preferred. 


Common. 
I*referred. 


Total  out- 
standing capi- 
tal stock. 


Common 

Preferred 

Ouaranteed    pre- 
ferred. 


S65,2S0,00O.0O 
46,484,300.00 
53,200,900.00 
60,000,000.00 
40,000.000.00 
40,000,000.00 
40,000,000.00 
24.500,000.00 
24.500,000.00 
10.000,000.00 
8,151.50a00 

5,000,  ooa  00 

29.887,448.97 

7,880.000.00 

20,000,000.00 

3,500,000.00 

32.529,997.50 

124,500.00 

178,600.00 


Amount  owned 

by  United 

States  Steel 

Corporation. 


165,250.000.00 
46,484.300.00 
53.260,900.00 
49,989,400.01 
39.999,000.00 
40.000.000  00 
40.000.000.01 
24,499.60aa[) 
24.499,600.00 

10. 000.  ooa  00 

8.151,500  m 

5, 000.  ooa  ot) 

29,887.44^9; 

»221.7«).O0 
20.000.000  110 

3,500.000.0) 
32,442.796.00 


1  The  balance  of  the  capital  stock  of  Pittsburg  Steamship  Company  ($7,658,300)  is  owned  by  Carnegie 
Steel  Company. 

It  should  be  understood  that  the  companies  given  in  this  list  are 
simply  the  constituent  concerns  whose  stocks  are  directly  held  by  the 

^  The  stocks  of  all  these  new  subsidiaries  are  owned  by  some  of  the  constituent  com- 
panies of  the  Corporation  and  not  by  the  Corporation  Itself. 
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Steel  Corporation,  and  that  these  constituent  concerns,  in  turn,  have 
a  large  number  of  subsidiary  corporations,  in  addition  to  fee  prop- 
erties. A  statement  of  the  subsidiary  companies  of  these  constituent 
concerns  is  given  in  Exhibit  7,  on  page  407. 

Several  of  these  constituent  companies,  as  well  as  many  of  their 
subsidiaries,  had  a  large  amount  of  indebtedness  which  is  not  here 
shown.  A  considerable  part  of  this  indebtedness  was  owned  within 
the  organization. 

The  Carnegie  Steel  Company,  as  already  shown,  was  a  merger  of 
the  old  Carnegie  Company  of  New  Jersey,  the  National  Steel  Com- 
pany, and  the  American  Steel  Hoop  Company.  The  aggregate  capital 
stock  of  these  companies  at  that  time  was  $252,000,000,  whereas  in 
the  merger  the  capital  stock  was  first  fixed  at  $63,000,000.  As  a  result 
of  this  reduction,  the  consolidated  company  entered  surplus  on  its 
books  to  the  amount  of  the  capital  stock  thus  extinguished,  or 
$189,000,000. 

The  Carnegie  Steel  Company  (the  present  company)  subsequently 
increased  its  capital  stock  by  $2,250,000,  or,  as  the  above  table  shows, 
to  $65,250,000. 

In  the  merger  of  the  American  Sheet  Steel  Company  and  American 
Tin  Plate  Company,  as  above  shown,  the  capitalization  of  the  old 
American  Sheet  Steel  Company  was  continued  unchanged,  and  that 
company  entered  on  its  books  a  surplus  of  $46,325,000,  this  being 
equal  to  the  entire  outstanding  stock  of  the  American  Tin  Plate 
Company. 

The  table  shows  that  the  present  capitalization  of  the  American 
Bridge  Company  of  New  Jersey  is  $10,000,000.  This  is  a  reduction 
of  $52,324,600  from  the  previous  capitalization.  This  amount,  there- 
fore, as  in  the  case  of  the  American  Tin  Plate  and  Carnegie  com- 
panies, was  written  into  the  surplus  account  of  the  company. 

These  are  the  only  instances  of  reductions  in  capital  stock.  It  may 
be  noted  that  the  Union  Steel  Company's  stock  is  $20,000,000.  Most 
of  the  properties  of  this  concern,  as  already  stated,  are  operated  by 
constituent  or  subsidiary  companies  of  the  Corporation.  The  stock 
of  the.  Lake  Superior  Consolidated  Iron  Mines  has  been  increased  by 
$462,508  since  the  Steel  Corporation  was  organized,  this  amount  rep- 
resenting the  treasury  stock  issued  since  the  acquisition  of  the  com- 
pany by  the  Steel  Corporation.  The  issued  stock  of  the  Pittsburg 
Steamship  Company,  which  in  1901  was  $1,330,000,  has  been  increased 
to  $7,880,000. 

The  one-sixth  interest  in  the  stock  of  the  Oliver  Iron  Mining  Com- 

k  pany,  which  was  subsequently  acquired  in  1901   (see  p.  106),  does 

not  appear  in  this  list  for  the  reason  that  this  fraction  was  transferred 

[    to  the  Carnegie  Steel  Company,  which,  therefore,  now  owns  the  entire 

i    stock  of  the  Oliver  concern. 


CHAPTER  VI. 

ADDITIONS  TO  INVESTMERT  OF  TTNITED  STATES  STEEL  COBPOBA- 

TION  SINCE  1901. 

Section  1.  Introductory. 

The  valuation  of  $682,000,000  for  the  tangible  property  of  the  Steel 
Corporation  at  its  organization  in  1901,  as  computed  in  Chapter  III, 
may  fairly  be  regarded  as  substantially  the  investment  in  such  tangi- 
ble property  of  the  Corporation  at  that  time,  reduced  to  a  cash  basis. 
In  order  to  obtain  an  estimate  of  the  investment  in  such  tangible 
property  of  the  Corporation  at  the  present  time,  it  is  necessary  to 
ascertain  the  actual  cost  of  the  net  additions  since  the  company's  or- 
ganization. These  additions,  as  shown  in  the  preceding  chapter,  have 
been  made  in  two  ways — ^first,  through  new  construction  and  through 
other  additions  directly  from  earnings  or  from  capital  otherwise  pro- 
vided; and,  second,  through  the  acquisition  of  competing  concerns. 
By  combining  the  cost  of  these  various  additions  to  the  property 
(after  certain  allowances  for  depreciation;  see  pp.  292-309)  with  the 
original  investment  in  the  property  in  1901,  as  already  computed,  an 
approximate  total  of  the  actual  investment  in  the  physical  property 
of  the  Corporation  at  the  present  time  is  obtained.  The  value  of  such 
property,  and  especially  of  the  natural  resources,  is  referred  to  later. 
For  the  purposes  of  the  present  discussion,  however,  and  of  judging 
the  reasonableness  of  the  profits  of  the  Corporation,  which  are  dis- 
cussed in  Chapter  VII,  a  statement  of  the  actual  investment  in,  rather 
than  the  value  of,  its  property  is  essential. 

It  should  be  pointed  out  that  in  addition  to  the  tangible  properties 
of  the  Steel  Corporation,  its  intangible  assets  have  a  value.  Indeed, 
the  very  merging  and  coordinating  of  the  various  tangible  properties 
of  the  Corporation  imparts  to  them  collectively  a  value  somewhat  in 
excess  of  the  sum  of  the  values  of  their  tangible  assets  alone.  The 
Corporation,  in  fact,  contends  that  this  "  merger  value,"  as  it  may  be 
termed,  is  a  very  important  factor  in  its  total  assets.  Since,  however, 
this  merger  value  must  be  partly  due  to  the  restriction  or  elimination 
of  competition,  and  since  the  portion  thus  created  can  not  be  segre- 
gated from  that  due  to  the  introduction  of  economies,  it  is  imprac- 
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ticable  in  this  discussion  to  make  any  quantitative  allowance  for 
merger  value  of  any  sort  whatever.  A  brief  consideration  of  this  and 
himilar  factors  is,  however,  taken  up  later.     (See  p.  326.) 

There  will  first  be  considered  here  the  additions  directly  made  from 
earnings,  or  from  new  capital,  and  then  the  cost  of  additions  made 
through  acquisitions  of  other  concerns. 

Seetion  2.  Cost  of  additions  to  Steel  Corporation's  property  other  than  by 
purchase  of  competiiig  concerns,  1901  to  1910,  by  classes. 

The  Steel  Corporation  in  its  annual  reports  gives  a  summary  of 
those  direct  additions  to  fixed  property  for  each  year  which  are 
charged  to  capital  account.  This  summary  classifies  such  expendi- 
tures by  the  following  kinds  of  property:  Manufacturing,  ore,  coal 
and  coke,  transportation,  miscellaneous. 

In  order  to  arrive  at  a  statement  of  the  total  additions  to  the  assets 
of  the  Corporation,  account  must,  of  course,  be  taken  of  the  increase 
in  other  assets  as  well.  These  remaining  assets  are  grouped  in  the 
blance  sheets  of  the  Corporation  under  the  following  heads:  (1) 
Deferred  charges  to  operations,  representing  chiefly  advanced  mining 
royalties;  (2)  investments;  (3)  sinking  and  reserve  fund  assets;  (4) 
current  assets,  this  including,  in  addition  to  the  ordinary  quick  assets 
and  inventories,  sundry  securities. 

In  the  following  table  are  given  the  yearly  additions  to  the  fixed 
property  of  the  Corporation^  (other  than  the  original  cost  of  the 
Union  Steel  Company,  the  Clairton  Steel  Company,  and  the 
Tennessee  Coal,  Iron  and  Railroad  Company),  together  with  the 
annual  increases  in  its  other  assets,  for  the  period  from  April  1, 1901, 
to  December  31,  1910.  For  convenience  in  later  discussion  (see  pp. 
3ia-323)  the  total  additions  for  the  period  1901-1907  are  also  given. 

It  should  be  kept  in  mind  that  the  additions  to  fixed  property  given 
in  this  table  are  gross  amounts.  Account  must  also  be  tarken  of  the 
depreciation  and  exhaustion  of  the  Corporation's  properties  during 
this  interval.  This  matter  is  one  of  considerable  intricacy.  It  is 
taken  up  in  sections  5  and  6  of  this  chapter. 

*  The  addltione  to  fixed  property  given  In  Table  32  are  substantially  identical  with  the 
'^loim  given  in  the  pabllsbed  reports  of  the  Corporation.  In  a  few  cases,  however,  they 
•Itffer.  either  as  to  the  distribution  of  certain  items  which  in  the  annual  reports  are  given 
>D  a  lump  sum,  or  becanse  of  certain  revisions  made  subsequent  to  their  original  publica- 
tion. 
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Section  3.  sCost  of  properties  acquired  throngli  purchase  of  competing 
concerns. 

The  additions  to  fixed  property,  as  above  stated,  do  not  include  the 
original  cost  of  the  fixed  properties  of  the  Union,  Clairton,  and 
Tennessee  Coal,  Iron  and  Railroad  companies,  although  they  do 
include  the  subsequent  capital  expenditures  upon  these  properties. 
In  order  to  obtain  a  grand  total  of  the  additions  to  the  property 
account  of  the  Steel  Corporation  since  its  organization,  therefore,  it 
is  necessary  to  add  to  these  classified  totals  shown  in  the  preceding 
table  the  original  investment  of  the  Corporation  in  the  fixed  prop- 
erties of  the  three  concerns  named.  The  current  assets  of  these  con- 
cerns are  included  in  the  totals  already  given,  since  the  Bureau's 
statement  of  such  assets  is  made  up  directly  from  balance  sheets  of  the 
Steel  Corporation. 

The  Steel  Corporation  acquired  a  few  other  small  concerns,  such  as 
the  Troy  Steel  Products  Company  and  the  Trenton  Iron  Company. 
The  cost  of  these  acquisitions,  however,  is  included  in  the  yearly 
totals  of  capital  expenditures  given  in  T&ble  32,  so  that  these  minor 
purchases  need  not  be  considered  separately. 

In  the  case  of  the  Union  and  Clairton  steel  companies,  a  distribu- 
tion of  the  original  cost  by  the  principal  clarsses  of  property  was  made 
by  the  Steel  Corporation  itself,  as  noted  below.  No  such  distribution, 
however,  was  made  in  the  case  of  the  Tennessee  Coal,  Iron  and  Rail- 
road Company,  and  no  classification  need  be  made  at  the  moment, 
since  in  the  official  estimate  by  the  Steel  Corporation  of  the  value  of 
its  property  at  the  close  of  1907,  already  referred  to,  the  property  of 
the  Tennessee  concern  is  not  so  classified. 

The  cost  of  these  three  concerns  may  now  be  briefly  analyzed. 

Cost  of  Union-Sharon  steel  properties. — In  payment  for  the 
Union  Steel  Company  (which,  it  will  be  recalled,  had  just  absorbed 
the  Sharon  Steel  Company;  see  p.  252),  the  United  States  Steel  Cor- 
poration guaranteed  an  issue  of  $45,000,000  of  Union  Steel  Com- 
pany bonds.  Of  this  total,  $29,113,500  were  issued  at  the  time  for 
the  property,  $8,512,500  were  sold  to  the  vendors  to  be  paid  for  in 
cash  at  par  under  the  agreement,  while  $3,500,000  were  reserved  to 
retire  bonds  outstanding  against  the  Sharon  properties,  and  $3,874,000 
were  reserved  for  future  construction  and  improvements. 

The  aggregate  cost  of  the  fixed  propertias  was  stated  by  the  Cor- 
poration at  $30,860,501.    Payment  was  made  in  the  following  manner. 
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Bonds  of  the  Union  Steel  Ck>mpany  (guaranteed  by  the 

United  States  Steel  Corporation) $29,113,500 

Underlying  bonds  assumed 3,591,000 

Cash 497. 990 

Total 33, 202, 490 

Less  liquid  assets  acquired 2, 341, 989 

Total  cost  fixed  properties '30,860,501 

This  total  was  allotted  by  the  Corporation  among  the  different 
classes  of  property  acquired,  as  follows: 

Manufacturing  properties $14,832,875 

Coal  and  coke 6,104,207 

Ore 8, 550, 007 

Transportation 1, 004, 463 

Miscellaneous 368,349 

Total 30, 860, 501 

The  following  is  an  excerpt  from  an  official  statement  of  the  Cor- 
poration regarding  the  transaction : 

The  Steel  Corporation  pay  the  exact  cost  of  the  manufacturing 
plants,  to  be  determined  by  auditors  appointed  for  that  purpose. 
For  the  real  estate,  ore  properties,  and  the  coal  lands  they  will 
pay  something  more  than  tne  cost  value,  but  not  to  exceed  the 
present  market  value.  The  stockholders  of  the  Union  and 
Sharon  plants  agree  to  furnish  about  $10^000,000  new  cash,  to  be 
expended  in  the  completion  of  improvements  and  further  devel- 
opment of  the  properties  in  such  manner  as  the  Steel  Corpora- 
tion may  determine. 

The  manner  of  paying  for  the  property  will  be  by  a  bond  issue 
of  $45,000,000,  secured  on  the  property  and  the  principal  and 
mterest  guaranteed  by  the  Steel  Corporation.  For  the  actual 
money  put  into  the  manufacturing  property  the  stockholders 
will  receive  these  bonds  at  par.  For  the  value  of  real  estate,  ore, 
and  coal  they  will  receive  bonds  at  par,  and  for  the  $10,000,000 
of  new  cash  they  will  receive  bonds  at  par.  The  remaindei*  of 
the  bonds  will  be  kept  in  the  treasury  for  use  at  some  future 
time  in  such  further  development  of  the  property  as  may  be 
decided  on  by  the  Steel  Corporation. 

The  sellers'  profit  in  the  transaction  arises  solely  from  their 
profit  in  operating  their  plants  to  date,  and  in  the  increased  value 
of  their  ore,  cobIj  and  real  estate,  which  were  purchased  some 
time  ago. 

There  appears  to  be  no  reason  to  doubt  the  accuracy  of  the  state- 
ment with  respect  to  the  manufacturing  properties.  It  seems  prob- 
able that  the  investment  in  these  manufacturing  plants  reached  the 

^Tliia  total  Inclades  the  cost  of  a  minority  interest  In  a  subsidiary  concern  of  the  Sharon 
St««l  Company.  This  parcel  was  purchased  in  1903  and  the  cost  is  included  in  the  addi- 
tion for  that  year  in  Table  32.  It  is  Included  here  for  convenience  in  discussion,  but  18 
not  duplicated  in  the  final  computation.     (Sec  Table  33.) 
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for  these  would  have  been  almost  exactly  the  same  per  ton  as  in  the 
case  of  the  Sharon  mine.  Two  important  mines  of  the  Donora  Min- 
ing Company,  however,  were  leaseholds,  and  the  equity  of  the  lessee 
in  such  ore  holdings  was  worth,  much  less  than  the  interest  of  the 
owner  of  the  fee.  This  gives  added  force  to  the  other  indications  of 
overvaluation. 

It  will  be  recalled  that  the  official  announcement  issued  by  the 
Steel  Corporation  stated  that  while  the  manufacturing  properties  had 
been  taken  over  at  their  actual  cost,  the  ore  properties,  coal  lands,  and 
real  estate  had  been  taken  over  at  above  the  cost,  but,  it  was  claimed, 
at  not  more  than  the  current  market  value.  The  price  paid  for  these 
properties  was  very  greatly  in  excess  of  the  original  cost  to  the  Union 
Steel  interests.  Thus,  the  Sharon  mine,  for  which  the  Steel  Corpora- 
tion paid  approximately  $4,000,000,  exclusive  of  improvements,  origi- 
nally cost  the  Sharon  Steel  Company,  according  to  reliable  trade 
reports,  only  $150,000.  Undoubtedly,  at  the  time  of  its  transfer  to 
the  Steel  Corporation  it  was  worth  a  very  much  greater  sum,  since 
the  amount  of  ore  in  the  mine  proved  to  be  very  much  larger  than 
that  originally  estimated.  The  original  cost  of  the  properties  of  the 
Donora  Mining  Company  is  not  definitely  known,  but  it  was  un- 
doubtedly but  a  small  fraction  of  the  price  which  was  later  paid  by 
the  Steel  Corporation. 

There  can  be  no  question  that  the  prices  paid  by  the  Steel  Corpo- 
ration for  both  the  coal  and  the  iron-ore  properties  were  considerably 
in  excess  of  a  fair  valuation  at  the  time  of  the  transfer.  The  real 
significance  of  the  transaction  seems  to  be  that  the  Steel  Corporation 
desired  to  eliminate  the  competition  of  certain  influential  interests 
back  of  the  Union  concern,  particularly  that  of  Mr.  Frick,  and  that 
the  amount  necessary  to  induce  these  owners  to  retire  from  such  com- 
petition was,  in  effect,  charged  against  the  ore  and  coal.  Nevertheless, 
the  amount  of  this  overvaluation,  when  compared  with  the  enormous 
value  of  the  assets  of  the  Steel  Corporation  as  a  whole  is  not  impor- 
tant, and  the  Bureau  has  entered  these  properties  in  its  computation 
at  the  actual  cost  to  the  Corporation. 

Claikton  Steel  purchase. — The  properties  acquired  through  tlie 
purchase  of  the  Clairton  Steel  Company  have  already  been  described 
in  Chapter  V.  (See  pp.  254-2.')5.)  The  terms  of  this  purchase  were 
given  in  the  annual  report  of  the  Steel  Corporation  for  1904,  where 
it  was  stated  that  the  Corporation  paid  to  the  vendors  $1,000,000, 
par  value,  in  the  Corporation's  10-60  year  5  per  cent  bonds,  which 
had  been  acquired  by  it  for  this  purpose  in  the  open  market  at 
$813,850,  and  that  in  addition  the  Corporation  guaranteed  the  out- 
standing bonded  indebtedness  of  the  Clairton  concern  to  the  extent 
of  $10,230,000,  as  follows : 
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ClAlrton  Steel  Ck>iDi]any  5  per  cent  mortgage  bonds $5, 000, 000 

St.  Clair  Furnace  Company  first-mortgage  bonds 2, 980, 000 

St  Clair  Steel  Company  first-mortgage  bonds 2,260,000 

Total 10,  230. 000 

In  addition  to  these  there  were  outstanding  against  the  properties 
of  the  Clairton  Steel  Company  and  its  subsidiary  companies  the  fol- 
lowing bonds  and  mortgages : 

St  Clair  Terminal  Railroad  Company  first-mortgage  bonds $1,000,000 

Real-estate  mortgages :—    1,666,715 

Total 2, 666, 715 

While  these  latter  bonds  and  mortgages  were  not  guaranteed  by 
the  Steel  Corporation,  they  were  a  lien  against  important  parts  of 
the  property  acquired  by  it,  and  therefore  they  practically  represented 
an  addition  to  the  cost  of  the  acquisition. 

In  addition  to  the  fixed  property,  the  Corporation  acquired  with 
the  plants  working  assets  at  par  to  the  amount  of  $2,951,005,  making 
the  indicated  cost  of  the  fixed  properties  $10,759,560,  as  follows : 

steel  Corporation  5  per  cent  bonds  ($1,000,000)  at  cost $813,850 

Bouds  of  the  Clairton  Steel  Company,  St.  Clair  Furnace  Company, 

St.  Clair  Steel  Company,  guaranteed 10, 230, 000 

St  Clair  Terminal  Railroad  Company  bonds  and  real-estate  mort- 
gages, not  guaranteed 2,666,715 

Total 13, 710, 565 

Net  working  assets 2, 951, 005 

Cost  of  fixed  proi)erties  to  Steel  Corporation 10, 759, 560 

This  total  cost  of  the  fixed  property  was  distributed  by  the  Cor- 
poration as  follows : 

Manufacturing $6,915,196.94 

Iron  ore  _. 1, 176, 797. 81 

Coal  and  coke 1, 365, 557. 95 

Transportation 1, 093, 163. 61 

Miscellaneous  (limestone  and  town  site) 208,844.11 

Total  cost  of  fixed  property 10,759,560.42 

The  Bureau  has  accepted  this  cost  as  representing  an  equivalent 
addition  to  the  investment  of  the  Steel  Corporation.  The  plants  of 
the  Clairton  concern  had  a  capacity  of  about  475,000  tons  of  pig  iron 
annuaUy  and  about  400,000  tons  of  steel.  The  company  had  extensive 
ore  properties,  over  2,600  acres  of  desirable  coking-coal  land,  and 
considerable  terminal  railroad  property.  These  facts  and  the  further 
fact  that  the  company  was  in  the  hands  of  receivers  at  the  time  of 
its  acquisition  suggest  that  the  price  paid  was  not  unreasonable.    As 
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in  the  case  of  the  Union  properties,  the  price  was  in  the  form  of 
bonds.^ 

Total  cost  of  fixed  property  of  Union  and  Clairton  com- 
panies.— In  the  following  table  the  cost  of  the  fixed  properties  of  the 
Union  Steel  Company  and  the  Clairton  Steel  Company  are  com- 
bined. The  current  assets  are  not  included  in  this  table,  for  the 
reason  that  they  have  already  been  included  in  Table  32,  since  such 
total  current  assets  were  arrived  at  by  comparing  the  balance  sheets 
of  the  Steel  Corporation  from  year  to  year. 


Table  33. 


-COST  OP  FIXED  PROPERTIES  OF  UNION  AND  CLAIRTON  STEEL 
COMPANIES  TO  THE  STEEL  CORPORATION. 


Description. 


Manafitcturing. 
Ore 

Coal  and  ooke. 
Transportation 
Miscellaneous. . 

Total.... 


Union  Steel 
Co.» 


$14,335,838 

8,467,776 

6,104,207 

1,004,402 

368,340 


30,280,632 


Clairton  Steel 
Co. 


I6,9U»,197 

1,176,798 

1,365,558 

1,003,163 

206,844 


10,759,560 


Total. 


$21,251,035 

9,644,574 

7,469,765 

2,097,625 

577.193 


41,040,192 


1  The  cost  of  the  Union  Steel  Company  property  here  given  excludes  an  item  of  $579,869  for  a  minority 
interest  in  a  subsidiary  concern,  that  interest  not  having  been  acquired  until  1903  and  being  included  in 
the  capital  expenditures  of  that  year  given  in  Table  32,  page  280.  This  explains  the  difference  between 
the  amounts  here  given  for  the  manufacturing  properties  and  the  ore  and  those  stated  on  page  283. 

Purchase  of  Troy  Steel  Products  Company  and  other  smalx^ 
CONCERNS. — Reference  has  already  been  made  in  Chapter  V  to  the  ac- 
quisition by  the  Steel  Corporation  of  the  Troy  Steel  Products  Com- 
pany and  the  Trenton  Iron  Company.  These  acquisitions  have  been 
taken  account  of  on  the  books  of  the  Steel  Corporation  through  the 
additions  to  fixed  property  given  in  Table  32.    Since  these  purchases 

^  It  may  be  noted  that  the  actual  investment  made  in  those  Clairton  properties  by  the 
original  owners  at  the  time  of  the  transfer,  aH  computed  by  the  Steel  Corporation,  was 
117,063,287.09,  distributed  as  follows : 

Manufacturing  plant $10,  294,  774.  06 

Railroad 1,  093. 163.  61 

Coal 1,  365,  557.  96 

Iron  ore 1,  749,  942.  47 

Limestone   (credit) 1^891.41 

Town  Bite 210,735.52 

Total 14,  712,  282.  20 

Net  working  a8.set8 2,951,004.89 

Grand  total 17,  663,  287.  09 

While  this  apparently  expresses  the  actual  investment  in  the  Clairton  properties  by 
the  former  owners  (this  amount  including  additions  made  only  by  incurring  certain 
indebtedness,  which,  however,  was  assumed  by  those  interests),  the  Bureau  has  deemed 
It  proper  to  consider  the  value  of  the  Investment  at  the  time  of  transfer  as  fully  repre- 
sented by  the  cost  to  the  Steel  Corporation. 
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were  made  on  a  cash  basis  and  since  they  were  relatively  unimportant, 
they  do  not  call  for  detailed  analysis  or  criticism,  and  both  the  total 
cost  and  the  distribution  as  made  by  the  Steel  Corporation  have  been 
accepted  by  the  Bureau. 

It  is  worth  while,  however,  to  make  passing  reference  to  certain  cir- 
cumstances connected  with  the  acquisition  of  the  Troy  Steel  Products 
Company,  noted  on  page  250.  The  price  paid  for  this  concern  was 
$1,100,000.  The  company  had  been  unsuccessful,  and,  in  fact,  had 
been  sold  under  reorganization  in  August^  1895.  John  D.  Rockefeller 
and  H.  H.  Rogers,  both  of  whom  were  at  that  time  directors  in  the 
United  States  Steel  Corporation,  were  interested  in  the  Troy  Ste6l 
Products  Company.  It  is  impossible  to  say  whether  their  connection 
with  the  two  concerns  had  any  influence  upon  the  purchase  or  on  the 
price  paid,  but  it  is  proper  to  repeat  that  the  plant  had  been  idle  for 
several  years  prior  to  this  transfer,  and  that  it  was  never  operated  by 
tlie  Steel  Corporation.  It  should  be  stated,  however,  that  the  stock- 
holders of  the  Steel  Corporation  were  specifically  advised  of  the  con- 
nection of  these  directors  with  the  Troy  concern  in  a  notice  of  a  meet- 
ing at  which  this  transaction  was  submitted  to  them,  and  that  they 
approved  the  purchase. 

The  acquisition  of  the  Trenton  Iron  Company  was  such  a  small 
matter  that  it  need  not  be  discussed  in  detail. 

Cost  of  Tennessee  Coal,  Ibon  and  Railroad  Company's  plants. — 
As  previously  stated,  the  Steel  Corporation  in  its  reports  has  not  dis- 
tributed the  cost  of  the  Tennessee  Coal,  Iron  and  Railroad  Company 
by  the  principal  classes  of  property.  Furthermore,  in  the  official 
estimate  of  the  value  of  the  different  kinds  of  property  by  the  Steel 
Corporation  as  of  January  1,  1908,  given  on  page  314,  the  property 
of  this  concern  is  not  distributed.  No  apportionment  of  this  price, 
therefore,  need  be  made  in  this  discussion.  At  the  moment  it  may 
simply  be  repeated,  as  shown  in  Chapter  V,  that  the  total  cost 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company's  fixed  property 
at  the  date  of  acquisition  on  November  1,  1907,  as  entered  in  the 
Steel  Corporation's  balance  sheet  of  December  31,  1907,  was  $48,- 
901^208.83.  There  was  expended  during  the  months  of  November  and 
December,  1907,  on  construction  work  on  the  Tennessee  company's 
properties,  $984,886.74,  thus  making  the  total  cost  of  the  fixed  prop- 
erty up  to  the  close  of  December,  1907,  as  carried  on  the  Steel  Cor- 
poration's balance  sheet,  $49,946,095.57. 

The  value  of  this  Tennessee  company's  property  has  been  the  sub- 
ject of  much  dispute.  It  has  been  argued,  on  the  one  hand,  that  the 
property  was  worth  much  less  than  it  cost,  and,  on  the  other,  that  the 
Steel  Corporation  acquired  this  property  at  what  was  virtually  a 
forced  sale.    The  stated  cost  of  the  fixed  property  to  the   Steel 
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Corporation  on  November  1,  1907,  of  $48,961^8.83,  was  arrived  at 
by  the  Corporation  as  follows : 

Tablb  34.— analysis  OF  COST  OF  FIXED  PROPERTY  OF  TENNESSEE  COAL. 
IRON  AND  RAILROAD  COMPANY  TO  UNITED  STATES  STEEL  CORPORATION  AS 
OF  NOVEMBER  1,  1907. 


For  ftill-paid  oommon-stock  certificates 

For  common  stock  subscription  receipts,  20  per  cent  paid 


Total  paid  for  with  lx>nd8 

For  20  per  cent  installment  paid  Dec.  15, 1907,  on  sub> 
scription  receipts 


Total  acquired  and  cost  of  the  same. 
Less,  par  of  stock  acquired 


Excess  cost  of  stock  over  par  as  computed  by 

Steel  Corporation 

Fixed  property  investment  per  books  of  Tennessee  Coal, 
Ironand  Railroad  as  of  Oct.  31, 1907,  after  adjustments 
and  write-otis  of  $1,181,084.84  by  the  Steel  Corporation. 


Total 

Less,  balance  of  undivided  surplus  of  Tennessee  Coal, 
Ironand  Railroad  on  Oct.  31, 1907,  remaining  after  the 
adjustments  made  by  the  Steel  Corporation 


Total  cost  as  per  United  States  Steel  Corporation'!* 
annual  report,  1907 , 


Par  value  of 
T.  C,  I.  and 

R.  R.  Co. 

common  stock 

acquired. 


129.109,615.00 
632,055.00 


29,742,170.00 


632,655.00 


30,374,825.00 


10-60  bonds  at 

par  delivered 

in  nayment 

thereof. 


134,654,000.00 
753,000.00 


35,407,000.00 


35,407,00a00 


Par  value  of 
bonds  directly 
issued,  and  cost 
of  bonds  par- 
chased,  for  de- 
livery per  pre- 

cedmi::  also 
amount  of  cash 
payment  made. 


133,949,28:!.  4>v 
735,695.16 


34,684,977.64 


1632,655.0) 


35,317.632.64 
30,374.825.00 


4,942,807.64 


44,037,139.65 


48,979,947.29 


18.738.46 


48,961,206.83 


» Cash. 


In  explanation  of  this  table  it  may  be  noted  that  the  total  cost  of 
$48,961,208.83  is  the  book  cost  of  the  Tennessee  Coal,  Iron  and  Rail- 
road fixed  properties,  after  certain  adjustments  made  by  the  Steel 
Corporation,  plus  the  excess  ($4,942,807.64)  paid  for  the  stock  of  that 
company  by  tlie  Steel  Corporation  over  its  par  value.  This  cost 
applies  only  to  fixed  properties.  The  excess  of  $4,942,807.04  is 
arrived  at  by  counting  $30,000,000  of  United  States  Steel  bonds 
directly  issued  from  the  Corporation's  treasury  at  their  par  value, 
but  counting  the  remaining  $5,407,000  delivered  in  part  payment 
at  the  actual  cost  to  the  Steel  Corporation  in  the  open  market, 
namely,  $4,684,977.64;  a  small  amount  of  cash  ($632,655)  was  also 
paid  as  part  of  the  total  consideration.  It  should  be  understood, 
therefore,  that  the  total  cost  of  $35,317,632.64  for  the  Tennessee  com- 
pany's stock,  as  given  in  this  table,  is  not  a  cash  equivalent  price, 
since  the  market  value  of  the  total  bonds  delivered  in  payment  for 


UNITED  STATES  STEEL.  CORPORATION.  291 

the  Stock  would  have  been  considerably  less  than  $36,317j632.64,  the 
amount  here  entered,  as  these  bonds  at  that  time  were  selling  at 
only  about  86  per  cent  of  their  par  value.  In  fact,  at  the  market 
value  of  the  bonds  issued,  the  total  consideration  was  almost  exactly 
equal  to  the  par  value  of  the  Tennessee  company's  stock  purchased. 

The  valuation  of  the  fixed  property,  as  per  the  books  of  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  after  the  adjustments  made 
hy  the  Steel  Corporation,  was  made  up  as  follows : 

Plants  and  equipment $15,382,233.71 

Real   estate 26,  525, 143.  93 

Birmingham  Southern  Railroad— 1,442,698.11 

Land  and  town-site  companies 289, 063. 90 

Potter  Ore  Ck)mpany- 398, 000. 00 


Totail '44,037,139.65 

This  book  valuation  of  $15,382,234  for  the  plants,  which  does  not 
include  the  sites,  .seems  rather  liberal,  and  likewise  that  of  $26,525,144 
for  the  real  estate,  which  also  covers  the  extensive  mineral  lands  of 
the  company  (except  for  the  Potter  Ore  Company),  seems  high.  It 
is  true  that  the  mineral  resources  of  the  company  were  enormous, 
both  with  respect  to  ore  and  coal.  However,  the  vast  amount  of  such 
resources  in  this  region  and  the  somewhat  restricted  market  demand 
therefor  resulted  in  a  very  low  market  value  for  them,  and  it  is  a 
very  fair  question  whether  these  mineral  properties  and  detached 
real  estate  of  the  Tennessee  company  could  have  been  readily  sold 
for  cash  for  $26,500,000. 

The  price  paid  for  the  stock,  as  above  given,  namely,  $35,317,633 
(chiefly  in  bonds),  indicates  an  average  price  of  $116  per  share.  The 
book  value  of  this  stock,  as  indicated  by  the  balance  slieet  of  October 
'U,  1907,  before  the  adjustments  made  by  the  Steel  Corporation,  was 
104  per  cent  of  its  par  value.  The  stock  had  sold  on  the  New  York 
Stock  Exchange  for  some  years  at  very  considerably  above  these  fig- 
ures. For  the  two  years  prior  to  its  sale  to  the  Steel  Corporation  the 
average  price  was  about  $146  per  share.  The  stock  was,  however,  a 
very  speculative  security,  so  that  the  market  quotations  are  not  a  very 
satisfactory  guide.  Moreover,  the  price  of  the  stock  would,  of  course, 
W  influenced  by  intangible  considerations  which  are  not  taken  ac- 
count of  by  the  Bureau.  Nevertheless,  it  is  fair  to  consider  these 
market  quotations  in  connection  with  the  discussion  of  the  tangible 
assets.  It  appears  also  that  certain  of  the  chief  holders  of  this  stock 
who  made  the  arrangements  for  exchanging  it  for  Steel  Corporation 
lionds  stipulated  that  all  the  holders  of  this  stock  should  have  the 
k  privilege  of  exchanging  on  the  same  terms ;  and  it  also  appears  that 
practically  all  holders  of  this  stock  availed  themselves  of  these  terms, 

*  It  should  be  observed  that  this  la  not  the  cost  to  the  Steel  Corporation. 
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although  some,  at  least,  were  under  no  financial  necessity  of  doing  so. 
It  should  be  kept  in  mind  that  the  Steel  Corporation,  by  this  ac- 
quisition, eliminated  a  competitor  of  growing  importance,  and  that 
the  price  paid  may  have  been  swelled  on  this  account. 

Taking  all  the  evidence  together,  it  seems  probable  that  while  the 
price  paid  may  have  somewhat  exceeded  a  fair  valuation  of  the  prop- 
erty the  discrepancy  would  not  be  of  sufficient  importance  to  call  for 
a  detailed  analysis. 

Section  4.  Total  gross  additions  to  the  investment  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  original  cost  of  the  fixed  properties  of  the  three  concerns 
above  discussed  and  of  the  additions  made  directly,  as  per  Table  32. 
page  280,  are  summarized  below. 

Table  35.— TOTAL  GROSS  ADDITIONS  TO  PROPERTY  OF  THE  STEEL  CORPORATION 

APRIL  1, 1901,  TO  DECEMBER  31, 1910. 


Class  of  property. 


Additions 

directly  made, 

as  per  Table  32 

CP.28D). 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Otner  assets: 

Deferred  charges 

Investments 

Sluicing  funds .-. 

Net  cuRBUt  assets 


1130,229,414 

52,449,357 

26,642,538 

72,443,404 

4,971,363 

13,243,678 

2,128,364 

16,067,666 

101,683.544 


Total 

Gary  plant  1 

Tennessee  Coal,  Iron  and  Railroad  Company  *. 
Sundry  adjustments ' 


419,859,328 

69,978,605 

60,468,518 

3,063,594 


Grand  total. 


553,370,135 


Cost  of  Union 

and  Clairton 

companies,  as 

per  Table  33 

(p.  288). 


121,251,036 

9,644,574 

7,460,765 

2,097,625 

677,193 


41,040,192 


41,040,192 


Total  before 
allowing  for 
depredation. 


1161,480.449 

62,093.931 

34,112.3U.) 

74,541.tt» 

5, 548. 556 

13,243,fi7S 

2.128.364 

16,067.ti^ 

101,683.544 


460,899.520 

e9,978.6»3 

60.468.olS 

3.063.5^ 


594,410.32; 


1  Includes  city  of  Gary  and  railroad  property.    Tliis  is  the  book  cost. 

*  Original  cost  to  Steel  Corporation  of  fixed  property  plus  subsequent  additions, 

«  Sundry  adjustments  not  distributed  by  classes  of  property. 

Section  6.  Depreciation  allowances  of  the  Steel  Corporation. 

As  already  made  clear,  the  additions  to  the  fixed  property  of  the 
Steel  Corporation  above  given  are  gross;  that  is,  they  do  not  allow 
for  depreciation  (including  exhaustion  and  obsolescence).  In  order 
to  arrive  at  the  net  investment  at  any  given  time,  therefore,  it  is 
necessary  to  consider  this  question  of  depreciation.  This  is  a  matter 
of  considerable  importance  and  one  which  is  not  readily  intelligible 
from  the  annual  reports. 
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The  Steel  Corporation  has  written  off  very  large  amounts  from 
the  book  value  of  its  fixed  property.  Thus,  whereas  the  total  capital 
expenditures  on  its  fixed  property  down  to  the  close  of  1910  (ex- 
clusive of  the  original  cost  of  the  Union,  Clairton,  and  Tennessee 
Coal,  Iron  and  Railroad  purchases)  was  $371,285,674,  the  company 
wrote  off  from  such  property  no  less  than  $329,892,199,  or  nearly  90 
per  cent  of  the  additions. 

These  large  amounts  thus  written  off,  however,  do  not  represent 
exclusively  true  depreciation  of  the  physical  properties  of  the  Steel 
Corporation.  Instead,  a  large  part  of  these  amounts  really  represent 
arbitrary  deductions  intended  to  offset  the  inflated  valuations  at 
which  tiie  property  is  carried  on  the  Steel  Corporation's  books. 
(See  p.  295.) 

In  fact,  the  Corporation  itself  has  stated  that  the  amounts  written 
off  its  property  account  on  the  balance  sheet  afford  no  real  indication 
of  the  actual  depreciation  of  its  physical  properties.  The  Bureau, 
therefore,  made  a  careful  study  of  this  question  of  depreciation  with 
officials  of  the  Corporation. 

Gexeral  principle  on  which  depreciation  is  computed. — Before 
discussing  the  problem  in  detail  it  is  desirable  to  make  clear  the 
general  principle  which  governs  the  depreciation  charges  of  the 
Steel  Corporation  and  its  subsidiary  concerns. 

In  the  first  place,  the  depreciation  and  exhaustion  charges  proper 
are  based  upon  the  original  investment  in  the  physical  properties  by 
the  constituent  concerns,  and  not  upon  their  replacement  cost.  This 
is  a  fundamentally  correct  method.  In  the  second  place,  a  distinc- 
tion is  made  between  true  depreciation  as  computed  by  the  subsidiary 
wmpanies  on  their  book  investment  in  the  various  physical  proper- 
ties and  the  so-called  depreciation  written  off  by  the  Corporation 
itaelf  from  its  own  books  because  of  the  higher  values  assigned  some 
of  these  properties  on  such  books  to  offset  its  own  inflated  capitali- 
zation. For  example,  suppose  a  subsidiary  company  was  capitalized 
at  $25,000,000  but  that  the  Steel  Corporation  had  issued  its  stock 
for  this  subsidiary  company  to  the  amount  of  $50,000,000.  Under 
these  circumstances  the  property  account  of  the  subsidiary  company 
would  have  to  be  increased  on  the  books  of  the  Steel  Corporation 
in  order  to  balance  the  larger  amount  of  securities  issued  by  the  latter. 
The  subsidiary  company  would  arrive  at  its  depreciation  provisions 
on  the  basis  of  its  investment  figure  at  $25,000,000.  However,  these 
provisions  would  be  an  entirely  inadequate  allowance  for  the  Steel 
Corporation  in  respect  to  this  particular  property  because  of  the 
higher  valuation  at  which  it  carried  the  same  property.  Therefore, 
)  the  Steel  Corporation  must  and  does  write  off  from  its  books  further 
^iiins  in  addition  to  those  provided  by  the  subsidiaries;  otherwise 
it  would  not  be  conserving  its  own  capital  (or  what  it  considers  to 
l«its  own  capital). 
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These  further  sums,  however,  assuming  that  the  provisions  of  the 
subsidiary  companies  were  properly  arrived  at,  do  not  represent  true 
depreciation  or  exhaustion  of  physical  property,  but,  instead,  are 
simply  bookkeeping  provisions  necessary  to  maintain  the  nominal 
investment  of  the  Steel  Corporation  intact.  In  other  words,  they 
amount  to  writing  down  water  in  the  Steel  Corporation's  capitali- 
zation. While  this  procedure  is  eminently  proper,  and  in  fact  de- 
sirable from  the  Steel  Corporation's  standpoint,  accepting  its  organi- 
zation on  the  basis  actually  followed,  these  further  sums  should  be 
disregarded  in  the  Bureau's  calculation,  which  is  expressly  aimed  to 
establish  an  investment  which  would  exclude  the  water  as  well  as 
intangible  considerations.  A  part  of  these  further  provisions  is  in 
the  form  of  sinking  funds  of  the  Steel  Corporation's  own  bonds,  but 
a  considerable  part  is  written  off  the  property  account  from  surplus. 

So  far  as  the  amounts  written  off  for  bond  sinking  funds  are  con- 
cerned, it  is  apparent  that  these  have  no  necessary  correspondence 
to  depreciation  requirements,  since  they  are  usually  governed  by  the 
terms  of  the  indentures  and  can  be  considered  as  representing  depre- 
ciation only  on  the  ground  that  the  amounts  otherwise  provided  are 
not  suflSicient.  The  Steel  Corporation's  sinking-fund  provisions  are 
admittedly  not  necessary  to  provide  for  depreciation  in  the  value  of 
the  physical  property.  The  sinking-fund  provisions  of  some  of  the 
subsidiary  companies,  however,  may  for  convenience  be  treated  as 
the  equivalent  of  depreciation,  although  not  necessarily  such  in 
principle. 

The  book  value  of  the  various  properties  in  the  Steel  Corporation's 
accounts  is  not  itemized  in  such  a  way  as  to  show  the  valuations  as- 
signed particular  properties  or  claases  of  property;  therefore,  the 
property  account  of  the  Steel  Corporation  can  not  be  compared  in 
detail  with  the  property  accounts  of  the  several  constituent  concerns. 
However,  practically  the  entire  excessive  or  increased  valuation  of 
the  property  as  entered  on  the  Steel  Corporation's  books  to  balance 
its  capitalization  may  be  regarded  as  applicable  to  natural  resources, 
particularly  ore  and  coal.  This  is,  indeed,  admitted  by  the  Steel 
Corporation  itself.  Moreover,  this  is  indicated  by  the  valuations  of 
the  various  properties  as  shown  in  the  Hodge  suit,  and  also  in  the 
Corporation's  1907  appraisal,  discussed  subsequently.  That  is  to  say* 
the  properties  other  than  natural  resources  are  carried  on  the  Steel 
Corporation's  books  at  approximately  correct  valuations  and,  there- 
fore, the  depreciation  provisions  of  the  subsidiary  companies  for 
these  classes  of  property  do  not  have  to  be  increased  by  the  Steel 
Corporation  itself,  but,  in  the  case  of  the  natural  resources,  the  Steel 
Corporation  must,  because  of  the  inflated  valuations  at  which  it  car- 
ries these  properties,  write  off  further  so-called  depreciation  allow- 
ances in  addition  to  those  made  by  the  subsidiary  concerns.    Fol- 
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lowing  is  a  statement  by  an  official  of  the  Steel  Corporation  on  this 
point: 

The  several  subsidiary  companies  have,  except  as  to  iron  ore 
and  fuel,  been  charging  out  depreciation  in  their  own  accounts 
on  basis  of  the  values  placed  upon  all  of  the  various  classes  of 
property  as  listed  in  the  Corporation's  appraisal  of  January  1, 
1908.  These  valuations  are  in  all  cases  the  original  construction 
cost  (estimated  if  actual  not  known)  of  the  improvements  or 
other  property  subject  to  depreciation.  In  respect  of  iron  ore 
and  fuel,  the  subsidiaries  have  charged  depreciation  on  basis 
only  of  their  own  respective  investments  in  those  properties. 

On  the  foregoing  oasis,  therefore,  the  subsidiary  companies 
have  been  charging  sufficient  depreciation  to  cover  the  exhaustion 
transpiring  in  the  capital  investment  as  represented  in  the  Steel 
Corporation's  appraisal  of  1908,  except  as  to  the  two  classes  of 
property  namea,  viz,  iron  ore  and  fuel.  Now,  this  difference, 
1,  e.,  the  difference  between  the  depreciation  charged  out  by  the 
subsidiaries,  and  the  pro  rata  depreciation  which  should  be 
charged  out  on  basis  or  the  investment  as  represented  by  the  par 
of  Steel  Corporation  stock  and  bonds,  is  covered  by  the  charge 
for  bond  sinking  fund  on  United  States  Steel  Corporation 
bonds  made  by  the  latter  company  in  its  own  accounts.  As  the 
depreciation  charges  made  by  the  subsidiaries  are  based  upon 
investment  valuations  for  all  proj>erties  as  represented  in  Steel 
Corporation's  appraisal,  except  as  to  ore  and  fuel,  it  follows 
that  the  depreciation  allowances  made  by  United  States  Steel 
Corporation  proper  in  its  own  accounts  through  bond  sinking 
fund  charges,  must  cover  the  depreciation  taking  place,  through 
exhaustion,  in  the  appreciated  values  for  ore  and  fuel  as  repre- 
sented by  the  difference  between  the  investment  in  those  classes 
of  property  per  the  books  of  the  subsidiary  companies  and  the 
value  thereof  as  represented  in  United  States  Steel  Corporation 
securities. 

Since,  however,  as  just  stated,  the  Bureau  is  considering  the  actual 
investment  and  not  the  inflated  investment  shown  on  the  books  of  the 
Steel  Corporation,  no  further  attention  need  be  paid  to  these  so- 
oalled  additional  depreciation  provisions  made  by  the  Steel  Corpora- 
tion itself,  which,  as  just  stated,  are  practically  equivalent  to  writing 
down  the  water  in  its  capitalization.  The  provisions  made  by  the 
subsidiary  companies  themselves  may  now  be  taken  up.  In  doing 
this  it  will  be  convenient  to  discuss  briefly  the  provisions  for  the 
maintenance  and  improvement  of  the  Corporation's  properties  as  a 
whole.  These  provisions  fall  under  four  general  classes — (1)  ordi- 
nary maintenance  and  repairs;  (2)  extraordinary  replacements;  (3) 
depreciation  and  exhaustion  allowances;  (4)  new  construction  and 
capital  expenditures. 

Ordinary  maintenance  and  repairs. — ^The  expenditures  for  ordi- 
nary maintenance  and  repairs  were  defined  by  the  Corporation  as 
follows: 

Charges  to  "repairs"  comprehend  expenditures  incurred  in 
keeping  in  repair  all  operating  machinery  and  equipment;  also 
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cost  of  replacing  broken  and  worn-out  parts.  In  the  case  of  a 
billet  mill,  it  would  include  repairs  to  heating  furnaces,  soaking 
pits,  charging  and  drawing  cranes  and  machinery;  engines,  roll 
trains  and  roll  tables,  ingot  buggies,  shears,  shear  tables,  mill 
cranes,  and  hydraulic  machinery;  motors  and  electrical  ma- 
chinery; scales,  scrap  conveyers,  etc.;  in  short,  all  cost  of  re- 
pairing and  maintaining  the  so-called  ^^  active ''  portion  of  the 
manu&cturing  equipment. 

Charges  to  "maintenance,"  on  the  other  hand,  kre  restricted 
to  the  parts  of  a  mill  which  are  less  directly  involved  in  the 
product  of  a  mill,  or  at  least  are  not  influenced  to  the  same 
extent  by  the  output.  Maintenance  charges  might  be  high  in  a 
month  when  but  little  product  is  made.  The  account  includes 
cost  of  repairing  and  maintaining  mill  buildings  and  roo&. 
trestles,  tracks,  track  scales,  fences,  sidewalks,  cleaning  and 
keeping  yards  and  roadways;  repairs  and  maintenance  of  sewers 
and  gas  mains,  subways  and  viaducts.  It  also  includes  all  cost 
of  appliances  for  fire  protection  and  the  cost  of  operating  these. 
There  is  also  this  dinerence  between  the  "  repair  "  and  "  main- 
tenance" account,  namely,  that  the  latter  includes  charges  in 
the  nature  of  maintaining  yards,  fences,  roadwavs,  buildings, 
etc.,  which  are  general  to  the  entire  plant,  while  "repairs"  are 
always  specific ;  in  fact,  for  short,  we  frequently  distinguish  the 
one  as  "  product  repairs  "  and  the  other  as  "  general  repairs.*' 

From  this  statement  it  would  appear  that  the  ordinary  maintenance 
and  repair  expenditures  alone  go  far  toward  maintaining  the  prop- 
erty in  a  state  of  efficiency.  This  is,  moreover,  indicated  by  the  -ize 
of  these  expenditures,  which  for  the  ten-year  period  aggregate, 
roughly,  $259,000,000  (1901  figures  being  estimated,  at  $14,000,000, 
because  exact  data  have  never  been  compiled),  as  follows: 

Table  36.— ANNUAL  EXPENDITURES  OP  UNITED  STATES  STEEL  CORPORATION 
FOR  ORDINARY  MAINTENANCE  AND  REPAIRS.  BY  CL.\SSES  OF  PROPERTY, 
1001-1910. 


Year. 


1901. 
1902. 
1903. 
1904. 

iga5. 

1906. 
1907. 
1908. 
1909. 
1910. 


Manufactur- 
ing prop- 
erties. 


$16,099,217.94 
16.046,275.00 
12.857,738.82 
16,661,943.49 
20.648,213.19 
23,256,791.26 
15.991.141.20 
21,504.281.07 
25,147,444.00 


1901-1910 ....  168, 213, 045. 97 
1901-1907....  105,570, 179.70(1,868,541. 04 


Iron-ore 
properties. 


Coal  and 
coke  prop- 
erties. 


Railroads. 


Steamships 
and  docks. 


$355.22a 
299,204. 
209,475. 
274,443. 
292,086. 
438,110. 
572.406. 
716,816. 
896,723. 


I 


12  S881. 804. 7713,541,654.27 


79  967,706.491 
11  083,389.61 
751.472,450.57 
711,453,759.13 
561,527,545.74 
871,740.563.61 
92*2. 238, 858. 40 
29;2,406,666.74 


4. 064, 487. 1213,674,743.06  53, 002, 352. 53 
7,286,655.31  30, 113, 707. 37 


3,989,669.49 
3,679.735.90 
4,898,956.24 
6.137,244.71 
7,863.446.76 
6,049.275.69 
7,591,806.24 
9,337,563.23 


1313,801.37 
389,368.61 
291,103.24 
532,412.13 
640,063.34 
740.458.53 
628,927.20 
533.221.36 
690,626.07 


4,750,881.85 
2,907,207.22 


Miscella^ 
neous  fixed 
propwties. 


ToUlall 
propertic& 


$35,519. 
153. 190. 
134,065. 
136,423. 
145.543. 
195,340. 
168,851. 
316,400. 
291,957. 


..» 114,000,000.00 
66  21.230,218.13 


00 
75 
20 


36  29,316.910.44 


39 
13 
87 
88 


1,477,872.26 
800,072. 


21,845.411  as 
18.155.498.4:} 
23, 976. 629.  »i 


34.021.693.24 
25.151.164.70 
32,801,474.86 

38.7T2.8Sa22 


269,2n,882.78 
361162,546,363.00 


1  Figures  for  1001  have  never  been  compiled,  but  have  been  estimated  at  |14,000,000  for 
all  classes  of  property. 
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The  expenditures  for  ordinary  maintenance  and  repairs  on  the 
Tennessee  Coal,  Iron  and  Kailroad  properties  during  the  three  years 
1908-1910,  which  are  included  in  the  above,  were  as  follows : 

Manufacturing $3, 560,  »84 

Iron  ore 825, 387 

Coal  and  coke 1, 666, 935 

Bailioad 745, 881 

Miscellaneous 74, 638 

Total 6, 863, 805 

ExTRAOBDiNART  REPLACEMENTS. — ^The  nature  of  the  extraordinary 
replacement  and  renewal  funds  is  indicated  by  the  following  state- 
ment taken  from  the  Corporation's  annual  report  for  1904,  regarding 
the  funds  maintained  for  such  expenditures : 

These  funds  are  used  to  improve,  modernize,  and  strengthen 
the  properties.  They  are  not  used  for  ordinary  maintenance, 
repairs,  and  renewals  (such  expenses  are  included  in  current 
operating  costs),  but  for  the  rehabilitation  of  departments  and 
plants  through  entire  rebuilding  or  rearrangement,  the  instal- 
lation of  labor-saving  devices,  and  the  substitution  of  improved 
and  modem  machinery,  equipment,  facilities,  etc.,  for  oDsolete 
types,  etc  They  are  desimed  to  provide  for  the  current  depre- 
ciation and  obsolescence  which  is  constantly  taking  place  in  the 
physical  condition  of  a  property,  but  can  not  be  definitely  cared 
tor  by  replacement  or  substitution  from  year  to  year. 

The  expenditures  for  extraordinary  replacements  are  essentially 
depreciation  charges.  They  are  not,  however,  exclusively  so,  be- 
cause in  some  instances  a  portion  of  the  amount  so  expended  repre- 
^nted  net  capital  additions  to  the  property.  The  expenditures  for 
blast-furnace  relining,  which  are  charged  directly  into  the  cost  of 
operation  through  a  stated  allowance  per  ton  for  every  ton  of  pig 
iron  produced,  may  also  be  considered  in  the  nature  of  depreciation. 

Depebciation  and  extinouishment  ruND. — A  further  part  of  the 
provisions  for  depreciation  and  exhaustion  (more  especially  the 
latter)  is  made  through  what  is  known  as  the  "  depreciation  and 
extinguishment  fund."  Certain  amounts  are  set  aside  from  the  earn- 
ings to  this  fund  each  year.  Such  provisions  are  intended  chiefly  to 
represent  the  exhaustion  of  natural  resources,  like  ore,  coal,  and  nat- 
ural gas.  A  very  small  part  may  represent  depreciation  of  other 
propoly.  The  expenditures  from  this  fund  are  not,  however,  neces- 
Harily  applied  to  the  replacement  of  such  properties,  but  may  be 
used  for  any  purpose  to  which  the  Corporation  sees  fit  to  apply  them. 

Other  depbeciatiox  provisions. — In  addition  to  these  provisions 
for  extraordinary  replacements,  the  Steel  Corporation  provides  for 
a  certain  amount  of  depreciation  through  the  bond  sinking  funds  of 
subsidiary  companies.    While,  as  already  stated,  the  retirement  of 
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bonded  debt  through  sinking  funds  does  not  necessarily  have  any 
relation  to  the  depreciation  of  property,  for  convenience  it  may  be 
assumed  that^  in  the  absence  of  sufficient  depreciation  chargiss  through 
other  means,  amoimts  so  set  aside  for  the  redemption  of  bonds  are 
equivalent  to  allowances  for  depreciation.  This  is  the  view  taken  by 
the  Steel  Corporation  with  respect  to  the  sinking-fund  operations  of 
several  of  its  subsidiary  companies,  and  it  has  been  accepted  by  the 
Bureau,  in  the  main,  so  far  as  these  companies  are  concerned,  for  the 
practical  reason  of  convenience.  It  should  be  emphasized,  however, 
that  the  Bureau  is  not  indorsing  the  principle  that  the  redemption  of 
bonds  through  sinking  funds  affords  any  real  measure  of  the  true 
depreciation  of  the  property. 

The  expenditures  for  ordinary  maintenance  and  repairs  are  charged 
directly  into  the  cost  of  production.  This,  as  just  stated,  is  also  true 
of  the  provisions  for  blaat-fumace  relining.  The  provisions  for 
extraordinary  replacements  and  renewals  likewise  are  charged  by  the 
Oorporation  te  earnings  and  are  not  capitalized.^ 

The  capital  expenditures  by  the  Corporation,  which  are  designated 
as  "  construction  expenditures,"  are  over  and  above  these  other  charges. 

Section  6.  Analysis  of  the  depreciation  allowances  of  the  Corporation. 

The  total  provisions  for  depreciation,  exhaustion,  and  obsolescence 
made  by  the  Steel  Corporation's  subsidiary  companies  during  the 
period  1901-1910 — ^this  not  including,  for  reasons  already  explained, 
the  arbitrary  amounts  written  off  by  the  Steel  Corporation  itself, 
nor  the  proviai(ms  for  sinking  funds  for  the  Corporation's  own 
bonds — ^were  $241,295,477  ^ ;  this  includes  blast-furnace  relining  pro- 
visions of  $19,569,636.  The  great  bulk  of  the  total  represents 
amounts  set  aside  from  earnings  to  the  various  funds  above  discussed, 
particularly  the  extraordinary  replacement  fund,  the  depreciation 
and  extinguishment  fund,  and  the  bond  sinking  funds  of  subsLdiary 
companies;  in  a  few  instances  there  were  special  provisions  in  addi- 
tion to  these. 

The  amounts  thus  provided  by  even  the  subsidiary  companies  them- 
selves, however,  exceeded  in  some  cases  the  necessary  allowance  for 
depreciation  and  exhaustion  of  the  physical  properties.  This  is  ad- 
mitted by  the  Steel  Corporation  itself.  In  the  aggregate,  it  wa.s 
decided  after  discussion  with  the  C(Mi>oration  that  substantially 
$88,285,000  of  the  amounts  thus  provisionally  set  aside  was  unneces- 
sary.   In  order  to  arrive  at  a  corrected  or  true  total  of  the  estimated 

^  In  one  or  two  inntanceH,  certain  amounts  expended  from  the  extraordinary  replacement 
fuads  bare  been  devoted  to  new  oonatniction.  Such  Inatanccs  hare  been  duly  taken 
account  of  by  the  Bureau. 

'  The  total  does  not  Include  an  Item  of  $385,181  representing  interest  on  Tarloua  depre- 
ciation funds. 
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physical  depreciation,  exhausti(»i,  and  obsolescence  of  the  physical 
properties  it  is  necessary  therefore  to  deduct  this  excess  from  the 
total  of  $241^95,477  above  given.  This  is  done  in  the  following 
table,  which  gives  the  total  provisions  from  all  sources  for  deprecia- 
tion, exhaustion,  and  obsolescence  by  classes  of  property,  and  also  the 
blast-furnace  relining  provisions  and  expenditures.  In  the  second 
column  are  given  those  portions  of  the  amounts  thus  provisionally 
set  aside  which  have  been  designated  as  unnecessary  and  excessive. 
The  third  column  (which  represents  the  difference  between  the  pro- 
visional amounts  as  stated  in  the  first  column  and  the  excessive 
amounts  given  in  the  second  column)  shows,  therefore,  the  approxi- 
mate true  depreciation  and  obsolescence  of  the  various  classes  of 
property.  The  fourth  column  shows  the  amounts  actually  expended 
on  these  properties  during  this  interval  to  make  up  such  depreciation 
and  exhaustion,  and  the  fifth  column  shows  the  unrestored  balance, 
which,  therefore,  represents  what  may  be  termed  the  "  net  accrued," 
or  net  outstanding,  depreciation  at  the  close  of  the  ten-year  period. 

Tamj:  37.— revision  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910. 

[Ttiew  flgnres  do  not  Indade  certain  proTlslons  by  the  Steel  Corporation  itself  for  so-called 
depreciation,  but  which  really  are  not  depreciation.    See  text.] 


Total  amount 

provided 

from  all 

sources  for 

depredation 

and  obsoles- 

oenee. 

eluded  as 
excessive. 

Estimated 
true  depre- 
dation. 

made  good 
by  expendi- 
tures not 
capitalised. 

Net  out- 
deprecia- 
tion. 
(See  Table 
38.1) 

$4,035,050 

15,215,425 

7,320,581 

5,871,265 

8,735,067 

16,060,087 

14,171,770 

8,428,130 

12,486,503 

12,007,103 

*$1,S00,000 
7,000,000 

*  860,000 

*  900,000 

85,525,960 

8,215,425 

8,170,581 

8,771,255 

8,725,657 

10,088,067 

10,321,770 

7,728,136 

11,795,593 

12,107,193 

13,354,107 
5,730,370 
7,618,197 
6,280,063 
7,373,244 
11,916,165 
14,844,162 
8,169,048 
4,988,293 
4,819,578 

or  the  TsmrsflSEs  coai.,  iwok 

m  lAILIOAD  COMFAKT. 

Uantetiiring  properties: 

1»1  (9months) 

12,  m,  848 

2,485,066 

364,384 

1,482,173 

1,853,413 

*  1,880,098 

U,Si9,S99 

8,807,300 
7,287,817 

IW 

1903 

IHM 

19» 

190S 

^  000, 000 

3,850,000 

700,000 

600,000 

590,000 

1W7 

1908 

1900 

1910 

Total 

105,005,027 

15,580,000 

89,425,627 

74,299,244 

15,128,383 

>  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
^7  Uttir  opefBtins  eflldency.    They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
k  fnm  that  aounw,  {rfus  an  allowance  for  obsolescence. 

*  ^Dount  added  to  cover  estimated  deficieney  for  each  year  in  original  pro^sloBS. 
*N>t  additions  not  capitalised  over  and  above  true  defnedation. 
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Tablh  37.— BEVIBION  OF  DEPBBCIATION  AND  OBSOLESCENCE  CHARGES  OF  8U& 
SIDIABY  COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION.  lOOl- 
1910 — Continued. 


A.  PBOPEBTIBS  OTHBB  THAN  TH08B 
or  THE  TINNB8SBK  COAL,  IBON 
AND  KAILBOAD  COMPANT— OOn. 

ManofBCturhig  properties— Con. 
Blast-foraaoe  rellning— 

1901  (9  monttm) 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 


Total  rellning 

Total  manufacturing. 


Iron-ore  and  timber  properties: 

1901  (9  months) 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 


Total. 


Coal  and  coke  properties: 

1901  (9  months) 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 


Total. 


Total  amount 

provided 

from  all 

sources  for 

depreciation 

and  obaoles- 

cenoe. 


1800,000 
1,247,383 
3,439,4n 
1,270,950 
2,016,744 
2,345,586 
2,267,212 
1,347,525 
2,314,331 
2.085,235 


19,134,426 


124,140,063 


1.524,236 
3.117,296 
2,669,994 
1.938,914 
3.271,256 
3,410,383 
4,750,147 
2,790,113 
3,729,714 
3,691.444 


30,893,497 


874,516 
1.865,592 
1,515.451 
2.120.942 
3,418,181 
3,138,998 
2.914.062 
1.712,785 
2,682,180 
2.578,289 


22,820,986 


Amounts  ex- 
cluded as 
excessive. 


*%1»,000 

*  180,000 
2,000,000 

*  $00,000 


Estimated 
true  depre- 
ciation. 


1920,000 
1.427,303 
1,439,471 
1,470,069 
2,016,744 
2,345,586 
2,267,212 
1,347,625 
2,314,331 
2.085,235 


1,500,000 


17,080,000 


600,000 


600,000 


17,634,426 


107,060,053 


1,524,236 
2,517,296 
2,660,994 
1,938,914 
3,271,256 
3,410,383 
4,750,147 
2.790,113 
3,729,714 
3.691,444 


30,293.497 


200,000 
*  50,000 
100,000 
800.000 
300,000 
250.000 


1.600.000 


874,516 
1.665,692 
1,565,451 
2.020,942 
2.618,181 
2.838,998 
2,664,052 
1,712.785 
2.682.180 
2,578,289 


21,220.986 


Amount 
made  good 
by  expendi- 
tures not 
capitalised. 


Netoat^ 
standing 
dM»recia> 

tion. 
(See  Tabic 
38.1) 


$743,000 
1,245,583 
2,672,068 
1,413,022 
801,902 
1,177,017 
1,480,810 
2,127,910 
1,028,108 
1,030,355  < 


14,610,265 


88,918,500 


S177.00( 

ISl.TSC 

57.931 
1.214.SC 
l,168.oS 

788.90! 
S7»,» 
1,2».223 

154.  SSO 

3,015,  IQ 


18,141,5(4 


212,020 
152,828 
316,402 
312,038 
428,142 
370,820 
216,820 
326,046 


2,345,016 


1.524.2K 
2,517.2M 
2.457.974 
l,786.»a 
2.954,8S4 
3,098.3ti 
4. 322.601 
2. 410.294 
3.512.9M 
3.9d4,vH 


96.941 
194.132 
676,085 
1.304,679 
1.171,422 
773,550 
593,629 
385,115 
339,112 


5.534.665 


27,948,481 

874.514 
1.568.fi61 

1.371.311 
1.344,853 
1.313..VII 
1.667.571 
1.880.  Ml 
1.119.154 
2, 297.00 
2.239.17* 


15.68fi.su 


» These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicted 
by  their  openting  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  aoeroed 
from  that  source,  plus  an  allowance  for  obsolescence. 

1  Amount  added  to  cover  estimated  deficiency  for  each  year  In  original  provisions. 

*Net  additions  not  capitalised  over  and  above  true  depreciation. 
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TiBLX  37.— REVISION  OP  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1001- 
1910 — Continued. 


I 

Total  amoant 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ez> 
eluded  as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalised. 

Net  out- 
standing 
d^>reciar 

tion. 
(See  Table 
38.1) 

A.  norXKIIBS  OTHER  THAN  THOSE 
OP  TBS  TENNESSEE  COAL,  IBON 
iXD  EADJtOAD  COMPANY— <^n. 

RaQroads: 

19(n(»  months) 

1902 

$2,031,257 
2,206,246 
2,466,878 
2,402,210 
4,904,126 
4,655,610 
5,664,881 
3,804,288 
4,337,802 
5,421,371 

$100,000 

347,272 

677,702 

463,836 

2,460,088 

1,701,388 

2,436,572 

1,088,543 

1,266,460 

716,348 

• 

$1,031,257 
1,858,074 
1,780,061 
1,048,375 
2,444,038 
2,864,122 
3,218,300 
2,806,745 
3,071,342 
4,706,023 

$06,603 

360,605 

072,160 

76,110 

1,854,027 
707,321 

1,658,062 

81,061 

060,821 

886,780 

$1,834,654 

1,408,270 

816,012 

1,872,256 

190 

1901 

1906 

600,011 

1906 

2,156,801 

1907 

1,560,227 

1908 

2,723,704 

1909 

2,101,521 

1910 

3,818,234 

• 

Total 

37,074,564 

Ml, 338, 208 

26,636,266 

7,663,5J7 

•18,072,680 

Steamsfaipi: 

I90l(9mootfas) 

451,161 

010,076 

574,687 

740,901 

1,007,567 

1,060,720 

830,562 

743,401 

1,364,584 

1,065,780 

<  175,000 
175,000 

626,161 

744,076 

574,687 

740,001 

1,007,567 

1,060,720 

830,562 

743,401 

1,364,584 

1,085,780 

76,756 
102,318 
481,672 
107,062 
784,044 
1,631,510 
100,565 
200,088 
554,610 
706,610 

540,406 

552,668 

03,015 

im 

1903 

1901 

551,010 

1906 

1,123,523 
*Sei,790 

1906 

1907 

630,007 

1908 

444,363 

1909 

800,065 

1910 

370,170 

'^          Total 

•0,607,348 

0,607,348 

5,115,123 

4.582.225 

1 

ItteeUaaeoiB  fixed  properties: ' 
1901(0  months) 

74,248 
386,186 
338,882 
482,525 
074,440 
1,168,700 

*  70,000 

*  90,000 

*  90,000 

*  86,000 
220,000 
125,000 

144,248 
466,186 
428,882 
567,525 
754,440 
1,043,700 

144.248 

1902 

53,612 

13,738 

35,587 

228,764 

802,048 

412,574 
415.144 

1901 

1904 

531,038 

I9Q6 

525,676 

1908 

151,751 

*  Tbese  amoants  do  not  neoessarlly-  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  tbeir  operating  efBdeocy.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  aocrued 
^nthatsooroe,  plus  an  allowanoe  for  obsolesoenoe. 

>  Of  this  total  of  $11,338,208  the  sum  of  $4,148,055  is  the  estimated  excess  allowanoe  for  amortisation  of 
I   tDTcstount  aoooottt  Duluth,  Misaabe  6t  Northern,  Duluth  &  Iron  Range  Railroad,  and  St.  Clair  Terminal 

^ailioad  Co.;  the  balance  represents  allowances  made  for  additions  and  betterments. 
I     'Ibis  balsDoe  of  $18,072,680  indades  $6,712,612  of  allowances  for  amortisation  account  investment  in 
(^  Ooliith,  liisnbe  A  NMtticni  and  Duluth  A  Iron  Range  Railroad;  the  corporation  contends  that  no  actual 
J  Uminntion  of  property  values  to  this  extent  has  thus  tar  taken  place. 
I     4  Amoant  added  to  cover  estimated  deficiency  for  each  year  in  original  ivovisions. 

*  Net  additions  not  cspitaUxed  over  and  above  true  depredation. 

*  This  total  includes  $1,844,414  of  credits  for  receipts  from  sale  of  boats  and  allowances  for  values  of  boats 
lost 

'  Indades  miscellaneous  docks;  in  Table  38  such  docks  are  included  under  transportation. 
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Tablb  37.— revision  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  8TRBL  CORPORATION,  1901- 
1910 — Continued. 


Total  amount 

provided 

from  all 

sources  for 

depreciation 

and  obsoles- 

cenoe. 


Ainomit8«x- 
oludedas 
ezoeasiye. 


Estimated 
true  depre- 
ciation. 


Amount 
made  good 
by  expendi- 
tures not 
capitalized. 


Net  out- 
standing 
deinecia- 

(See  Table 
38.0 


A.  PlIOFEBnSS  OnOBB  THAN  THOSK 
OP  TBI  TKNlriSSKB  COAL,  ISON 
AND  BAILBOAD  COMPANT— OOU.  ' 

ICiaoeUaneous  fixed  properties— 
Continued. 

lam 

1908 

mo 

Total 

SumnuoTf,  eteliuive  of  Tennetsee 
Coal,  Iron  and  RaUroad  prop- 
ertiet, 

UanulKtmiog  properties , 

Blast-fiimaoe  roUning. , 

Total  mannhcturing 

Inm  ofB  and  timber  propertiea. . . . . 

Coal  and  coke  pcoperties 

Railroads 

Steamships 

liisoaUaneous  fixed  properties 

Special  allowenoe  in  1003  used  to 
oovwoonstruotloiL 

Qrand  total 

B.  TBinnEasEB  goal,  xbob  and 

■ULBOAD  OOlfPANT. 

If  anufBOturing:  properties: 

1907  (2  months,  November  and 

December) 

1908 

1909 

1910 

'iy>tal 


fBM,2ti 
180,892 
341,921 
380,883 


880,000 

*100,C00 

26,000 


8854,291 
280,892 
319,821 
385,883 


1565,877 

57,820 

88,072 

193,396 


MS,  414 
2B,272 
311,719 
182,488 


5,245,987 


5,245,967 


2,118,713 


3,127,2S4 


106,006,627 
19,134,426 


16,680,000 
1,600,000 


89,425,827 
17,634,426 


124,140,068 
80,888,407 
22,820,966 
37,974,564 
>  9,607,348 
5,245,967 

7,607,069 


17,060,000 

600,000 

1,800,000 

•11,338,298 


107,060,063 

30,203,497 

21,220,966 

26,636,266 

9,607,348 

5,245,967 


7,6ff7,050 


238,439,474 


47,996 
232,088 
360,263 
490,126 


38,285,357 


200,154,117 


47,995 
232,688 
360,263 
490,120 


1,131,072 


1,131.072 


74,209,244 
14,619,265 


15,126,383 

3,015.161 


88,918,500 
2,345,016 
6,534,665 
7,663,577 
5,115,123 
2,118,713 


18,141.544 

27,948,461 
15,086,321 

*  18,9».6l« 
4,582,225 
3,127,254 


111,095,608 


32,174 
348,077 
411,382 
261,372 


88,458,514 


15,821 
•  tlS,S89 

228,754 


1,053.006 


78.087 


ICB 


>  These  anounts  do  not  neoessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  Indloatpd 
by  their  operating  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  aoerwd 
from  thai  soinoe,  plus  an  allowance  for  obsolesoenoe. 

s  Amoont  added  to  cover  estimated  deficiency  for  eadi  year  in  original  proviskms. 

a  Of  this  total  of  811.338,298  the  sum  of  84,148,955  is  the  estimated  excess  allowance  fur  amoitStattoo  o( 
inveatBMOt  account  Duluth.  Missabe  ii  Northern,  Duluth  A  Iron  Range  Railroad,  and  St.  CMr  Tsrmiosl 
Railroad  Co.;  the  balance  represents  allowances  made  for  additions  and  bettormants. 

«  This  balance  of  818,972,680  includes  88,712,612  of  allowances  for  amortisation  aoooont  investment  in 
Duluth,  Missabe  &  Northern  and  Duluth  &  Iron  Range  Railroad ;  the  corporation  contends  that  no  aeCosl 
diminuti<m  of  property  values  to  this  extent  has  thus  far  taken  place. 

*  This  total  includes  81,844,414  of  credits  for  receipts  from  sale  of  boats  and  allowances  for  values  of  boats 
lost. 

•  Net  additions  not  capitalized  over  and  above  true  depreciation. 
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Tabu  3?.^RfiTI8ION  OF  DBPltBCIAl'ION  AND  0B80LEBCENCR  CHARGES  OF  BUB- 
SIDIART  COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910— Continued. 


Total  amoimt 

from  all 

aonfces  for 

depreciation 

and  obaoies" 

eenee. 

Amountaex 
dndedas 
exoeasive. 

Esttmated 

true  depre- 

dadon. 

Amount 

madenod 

by  expendl- 

tureanot 
caidtaHxed. 

Netout^ 
standing 
depc^BOia- 

tton. 

(See  Tame 

38.t) 

B.  nwMm  COAL,  iKM   aa> 

mn.enAT)  coMPAifT— eon. 

Uanolacturing  properties— Con. 
Bbst-ftunaoe  leHnlng— 
lKI7(lnonait,  Noivember  end 
I>MQBllHlr) 

816,929 
111,090 
139,280 
168,303 

•16,030 
111,090 
139.289 
108,303 

9k,m 

49,881 
172, 9U7 
116,004 

IH.204 

1906 

01,800 

imo 

*SS,618 

1910. 

81,088 

Total 

436,210 

438,210 

800,017 

90,188 

Total  IBIDlHBPtlirittB.  ..••>.■■ 

1,600,283 

1,000,282 

1,383,002 

178,200 

Imaom: 

1907  (2  aonths,  November  and 

December) 

im. 

13,039 

08,700 

t00,4K 

79,252 

13,039 

93,700 

101,408 

79,252 

4,683 

5,0M 

10,4tt 

20,241 

8.450 

88,010 

not. 

981,080 

1910 

63,011 

Total 

295,484 

295,484 

40,351 

249,133 

Coftl  and  coke: 

IWt  (2Tnonths,  Novembtf  and 
neeanbor) 

44,080 
2U,684 
236,102 
216,571 

44,080 
213,684 
230,192 
216,571 

0,OSI 

20,641 

123,027 

160,403 

87,070 

1108. 

198,0«8 

1009 

113, 106 

mo. 

56,168 

Total 

710,377 

710,377 

310,022 

400,866 

Raflroad: 

itOf  {2iaeiitbiiy  If irraBibsr  asod 
Deoamber) 

25,143 
53,416 
79,673 
00,028 

26,148 
53,416 
79,673 
00,  ow 

376 

701 

71,182 

11,240 

24,768 

1008 

62,716 

neo 

8,341 

1010 

49,388 

Total 

218,860 

218,860 

83,448 

136,412 

ViMBtlaniieuB  faced  yieperClea: 
1007  (2  montba,  November  and 
D<^^«1[bD 

2,512 
12,021 
16,508 
33,459 

2,512 
12,521 
16,608 
33,459 

2,512 

IflB 

12,821 

1009 

• 

10,608 

1010 

33,459 

Total 

05,000 

65,000 

65,000 

Total  Tennesaee  Coal,  Iron 

2,869,008 

2,850,003 

1,832,843 

1,023,100 

oTBaa  voeai,  an  piupeinee, 
lOOKmO*. 

S24,2*5,4n 

839,385,357 

•  303,010,120 

113,698,440 

•  80,481,074 

^TbeM  aaooDto  do  not  neoeaaaiilsr  r^msent  an  aotual  net  less  in  tlie  values  of  tbe  plants  as  indleatod 
^  their  (Renting  efficiency.  Tbey  aie  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
tiOD  that  aooroe,  plus  an  aUowanoe  for  obsolescence. 

*  Net  additions  not  capitattied  over  and  above  true  depreciation. 

*  Does  not  indode  an  Item  of  8386,181  (repreoenttng  Interest  accumulations  on  sundry  depreciation  ftmds) 
vhich  coold  not  be  distilboted. 


304  THE  STEEL  INDUSTRY. 

From  this  table,  therefore,  it  will  be  seen  that  the  estimated 
deterioration  or  exhaustion  of  the  physical  properties  of  the  Steel 
Corporation  during  the  entire  period  from  April  1, 1901,  to  December 
31,  1910,  including  an  allowance  for  obsolescence,  and  also  including 
blast-fumaoe  relining,  amounted  to  $203,000,000,  this  being  the 
amount  after  excluding  that  portion  of  the  provisional  allowances 
which  was  regarded  as  unnecessary.  Of  this  total  a  little  over 
$113,500,000  had  actually  been  made  good  by  expenditures  upon  these 
various  properties,  leaving  a  balance  of  about  $89,500,000,  which  may 
be  termed  the  net  accrued  or  net  outstanding  depreciation  on  Decem- 
ber 31,  1910.  This  latter  figure,  it  should  be  kept  in  mind,  includes 
an  allowance  for  obsolescence.  This  obsolescence  is  not  always  ap- 
parent in  the  physical  condition  of  the  property  but  must  nevertheless 
be  allowed  for  in  order  to  avoid  unduly  large  depreciation  charges 
at  some  future  period. 

By  deducting  the  amounts  which  represent  the  net  accrued  or  net 
outstanding  depreciation  from  the  sum  of  the  original  investment 
plus  subsequent  capital  expenditures,  the  total  net  investment  in  the 
fixed  properties  of  the  Steel  Corporation  at  the  end  of  1910  may  be 
established.  It  will  be  understood,  of  course,  that  in  so  far  as  the 
estimated  depreciation  or  deterioration  of  the  property  is  made  good 
by  actual  expenditures  thereon,  to  this  extent  the  assiuned  reduction 
in  the  value  of  the  property  has  been  restored ;  therefore,  to  arrive  at 
the  actual  condition  of  the  property  at  the  end  of  1910,  obviously 
there  should  not  be  deducted  from  the  gross  investment  the  full 
amount  of  the  estimated  depreciation,  but  simply  the  balance  not 
made  good,  or,  as  it  is  here  called,  the  net  outstanding  depreciation. 
(See  p.  299.) 

Before  doing  this,  however,  it  is  worth  while  to  analyze  the  figures 
of  adjusted  or  true  depreciation  given  in  the  preceding  table  by 
classes  of  property,  with  a  view  to  determining  whether  or  not  these 
amounts  are  reasonable  and  proper. 

Manutacturing  PROPERTIES. — The  total  estimated  true  deprecia- 
tion of  the  manufacturing  properties,  including  blast- furnace  relining 
(but  excluding  the  Tennessee  Coal,  Iron  and  Railroad  Company),  is 
$107,060,053,  or  an  average  of  $10,980,518  per  year  for  the  entire 
period.  The  original  investment  in  these  manufacturing  prop- 
erties, as  shown  on  page  188,  has  been  placed  at  $250,000,000,  and 
the  subsequent  additions,  including  the  original  cost  of  the  Union 
and  Clairton  companies,  as  well  as  the  cost  of  the  Gary  property,  for 
the  entire  period  were  $221,459,144.*  The  average  investment  in  these 
manufacturing  properties  (exclusive  of  the  Tennessee  concern)  has 

^  There  is  Included  in  this  total  the  investment  of  the  Gary  plant  in  terminal  railroad 
property,  but  the  amount  of  this  is  not  large  enough  to  affect  the  calculations  here  made  te 
a  significant  extent. 
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been  approximately  $359,000,000.  Of  this  amount,  however,  probably 
not  less  than  $50,000,000,  on  the  average,  represents  the  value  of  land 
on  which,  taken  as  a  whole,  there  has  been  no  depreciation,  but  in- 
stead  a  rather  marked  appreciation.  Deducting  this  figure  gives  an 
average  of  $309,000,000  for  the  average  investment  in  manufacturing 
plants  (steel  works,  blast  furnaces,  etc.).  The  average  annual  true 
depreciation  of  $10,980,518,  above  given,  is  equivalent  to  3.6  per  cent 
on  this  estimated  average  investment  (excluding  land).  This,  at  first 
j>ight,  may  seem  rather  low.  However,  during  this  period  the  expen- 
ditures for  ordinary  maintenance  and  repairs  upon  these  manufac- 
turing properties,  again  excluding  the  Tennessee  Coal,  Iron  and 
Railroad  properties,  aggregated  approximately  $176,500,000  (the 
expenditures  in  1901,  which  have  never  been  compiled,  being  esti- 
mated) .  Adding  this  figure  to  the  total  depreciation  of  $107,060,058, 
above  given,  gives  a  total  for  maintenance,  repairs,  depreciation,  and 
obsolescence  combined,  of  $283,560,053,  and  an  average  of  about 
$29,000,000  per  year,  which  is  equivalent  to  9.4  per  cent  on  the  aver- 
age indicated  investment  of  $309,000,000.  The  Bureau  is  of  the 
opinion  that  this  is  sufficient  to  fully  maintain  the  property  and  allow 
for  all  actual  depreciation  and  obsolescence. 

It  will  be  recalled  (see  Table  29,  p.  269)  that  the  total  pig-iron 
capacity  of  the  Steel  Corporation,  other  than  that  acquired  through 
the  Tennessee  Coal,  Iron  and  Railroad  purchase,  was  increased  dur- 
ing the  period  from  April  1,  1901,  to  December  31,  1910,  by  about 
105  per  cent,  and  its  steel-ingot  capacity  was  increased  by  86  per  cent, 
while  its  capacity  for  finished  steel  products  was  increased  by  over 
83  per  cent.  Besides  this,  as  already  shown,  there  was  an  enormous 
increase  in  the  capacity  of  the  Corporation's  cement  works.  The  total 
gross  expenditures  upon  its  manufacturing  properties  during  this 
period  (including  the  original  cost  of  the  manufacturing  properties 
of  the  Union  and  Clairton  concerns,  as  given  in  Table  35,  p.  292) 
was  about  $221,450,000.  This,  it  will  be  seen,  is,  roughly,  88^  per  cent 
of  the  total  estimated  value  of  $250,000,000  for  its  manufacturing 
properties  in  1901  as  computed  by  the  Bureau.  In  other  words,  an 
addition  of  88^  per  cent  to  its  investment  in  these  manufacturing 
properties  resulted  in  an  increase  of,  roughly,  from  83  to  105  per  cent 
in  their  capacity,  this  not  including  the  great  increase  in  its  cement 
departm^it.  lliese  figures  do  not  fairly  state  the  case,  since,  in 
addition  to  this  great  increase  in  capacity,  there  has  been  extensive 
modernization  of  plants,  which  greatly  increased  their  efficiency.^ 

>  It  shoald  be  pointed  out  that  the  flgnres  of  Increase  in  capacity  here  glren  include  the 
Shelby  Steel  Tube  Company,  while  the  Increaae  In  inyestment  does  not,  since  that  concern 
baa  been  treated  as  one  of  the  original  constituent  companies.  The  capacity  of  that  con- 
cern was  BO  small,  howerer,  that  this  method  of  treatment  does  not  appreciably  affect 
tbe  comparison  here  made. 
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These  figures  show,  therefore,  that  the  increase  in  capacity  has  been 
rather  more  rapid  than  the  increase  in  capital  investment.  In  view 
of  this  fact  and  of  the  other  evidence  presented,  it  appears  certain 
that  the  adjusted  or  so-called  true  depreciation  allowances  of  $107,- 
060,058  for  these  manufacturing  properties,  as  shown  in  Table  37,  are 
quite  sufficient. 

IiiOK-OB£  PROPBBTOSS. — The  estimated  eiidiaustion  and  depreciation 
of  the  iron^re  and  timber  properties,  after  adjustments  (again  ex- 
cluding the  Tennessee  property),  as  shown  in  Table  87,  was  $80,- 
298,497.  This  is  over  and  above  ordinary  maintenance  and  repair 
expenditures  on  the  same  properties  of  approximately  $8,200,000. 

A  part  e^  this  item  of  $80,298,497  represents  depreciation  of  mining 
improv^nents  and  mining  equipment,  and  a  small  part  the  exhaus- 
ti<m  of  timber  property.  The  gi^at  bulk  of  it,  however,  nominally 
represents  the  exhaustion  of  the  ore  itself.  During  the  period  from 
1901-1910,  inclusive,  the  Steel  Corporation's  production  of  Northern 
(Lake)  ore  was  176,500,000  tons.  Had  all  of  this  item  of  $80,298,497 
r^resented  eaiiaustion,  therefore,  it  would  have  been  equivalent  to 
about  17  cents  per  ton.  Even  allowing  for  the  other  considemtions 
just  noted,  this  allowance  appears  to  be  excessive  on  the  basis  of 
valuation  arrived  at  by  the  Bureau.  It  will  be  recalled  that  in 
Chapter  III  the  value  of  the  ore  property  of  the  Corporation 
in  1901  was  placed  at  $100,000,000.  This  included  the  improve- 
ments, the  book  investment  in  which  at  that  time  was  approximatdy 
$9,000,000.  Deducting  this  amount  leaves  a  total  of  $91,000,000  for 
the  ore  itself  (taking  fee  ore  and  leaseholds  collectively),  which,  on 
the  accepted  basis  of  a  deposit  of  700,000,000  tons,  would  be  equiva- 
lent to  18  cents  per  ton.  This,  however,  takes  the  fee  ore  and  the 
leaseh<dds  collectively.  So  far  as  the  fee  ore  is  concerned,  it  has 
been  shown  that  a  fair  valuation  in  1901  would  be  somewhat  less 
than  15  cents  per  ton,  and  it  is  not  likely  that  the  subsequent  pur- 
chases of  fee  ore  by  the  Corporation  would  bring  the  average  of  all 
its  fee  holdings  above  that  figure.  So  far  as  the  leaseholds  are 
concerned,  any  such  average  would  be  greatly  excessive,  since,  as 
pointed  out  in  Chapter  III,  the  value  of  the  equity  in  these  lease- 
holds held  in  1901  can  not  be  considered  as  worth  more  than  6  cents 
per  ton.  The  average  investment  in  the  leaseholds  subsequently  se- 
cured was  somewhat  higher,  but  the  average  investment,  in  all  the 
leased  mines  which  the  Corporation  operated,  during  this  period 
would  undoubtedly  be  much  less  than  10  cents  per  ton. 

It  is  important  to  point  out  that  the  great  bulk  of  the  production 
of  the  Steel  Corporation's  ore  thus  far  has  been  from  leased  mines 
and  not  from  fee  properties.  In  the  case  of  leaseholds  secured  with- 
out the  payment  of  a  bonus  the  Steel  Corporation  does  not  have  to 
provide  for  the  exhaustion  of  the  ore  itself  (which  is  a  matter  that 
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concerns  the  owner  of  the  mines,  the  lessor),  but  simply  has  to  pro- 
vide for  the  depreciation  of  its  mining  improvements  and  equipment. 
Where  a  bonus  was  paid,  the  Corporation  properly  should  provide 
for  its  extinguishment  as  well  as  for  the  improvements  subsequently 
made.  Granting  that  bonus  payments  in  later  years  were  scmiewhat 
higher  than  those  prevailing  in  1901,  the  average  investment  in  all 
leasdudd  properties  of  the  Corporation  operated  during  the  entire 
period  covered  wonld  be  very  small. 

Therefore,  since  most  of  the  production  thus  far  has  been  from 
leased  mines,  it  is  certain  that  if  exact  data  were  readily  available 
the  allowance  made  by  the  Steel  Corporation  for  exhaustion  of  its 
ore  might  be  substantially  cut  down.  However,  the  amount  of  the 
reduction,  while  considerable  in  itself,  would  be  relatively  unim- 
portant as  compared  with  the  total  investment  in  the  ore  property, 
and,  moreover,  such  an  analysis  would  require  a  vast  amount  of 
d^iled  information.  For  these  reasons  it  was  deemed  better  to  allow 
the  estimated  depreciation  and  exhaustion  of  the  ore  property  to 
stand  instead  of  revising  it. 

Goal  and  coke  VBOFEtmrn, — ^llie  estimated  true  depreciation  and 
exhaustion  of  the  Corporation's  coal  and  coke  property,  exclusive  of 
Southern  coal  and  coke  property,  during  the  period  from  April 
1,  1901,  to  December  31,  1910,  as  will  be  seen  from  Table  87,  was 
$21,220,986.  This  was  over  and  above  expenditures  of  something  in 
excess  of  $12,000,009  on  the  same  properties  for  ordinary  maintenance 
and  repairs.  The  great  bulk  of  this  item  of  $21,220,986  represents 
the  exhaustion  of  coal  in  the  ground,  although  a  portion  of  it  repre- 
sents depreciation  of  coke  ovens  and  other  equipment  The  amount 
which  may  be  regarded  as  the  exhaustion  proper,  is  equivalent  to 
about  10  c^its  per  ton  for  cdking  coal  in  the  ground ;  the  depreciation 
of  eolki^  ovens  and  other  equipment,  and  the  exhaustion  of  other  coal 
make  up  the  remainder.  Taking  good  Connellsville  coal  land  at  an 
average  cost  of  $1,200  per  acre,  and  assuming  an  average  yield  per 
acre  of  10,000  tons,  the  value  in  ih»  ground  would  be  about  12  cents 
per  ton.  This  average,  however,  is  undoubtedly  somewhat  in  excess 
of  ttie  true  cost  of  the  Corporation's  Connellsville  coal ;  therefore  an 
allowance  equivalent  to  10  cents  per  ton  for  exhaustion  of  such  coal 
seems  sufficient. 

Bailroad  fropebties. — ^The  estimated  depreciation  of  the  railroad 
property,  as  given  in  Table  87,  after  revision,  was  $26,636,266.  This 
includes  an  allowance  of  $6,712,612  for  obsolescence.  The  estimated 
depreciation  seems  too  high  in  view  of  the  very  liberal  expenditures 
for  ordinary  maintenance  and  repairs,  which,  for  the  ten-jrear  period, 
were,  rou^ly,  $M,000,000  (estimating  the  1901  expenditures  at 
$2^000,000  and  excluding  the  Tennessee  property  in  both  instances). 
It  is  a  fair  question,  in  view  of  the  large  expenditures  for  maintenance 
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and  repairs,  whether  anything  should  be  allowed  for  depreciation  of 
this  property.  However,  since  there  is  a  reasonable  doubt  on  this 
point,  the  Bureau  has  allowed  the  adjusted  amount  in  its  calcula- 
tions. 

This  estimated  depreciation  of  $26,636,266  and,  likewise,  the  net 
outstanding  depreciation  of  $18,972,689  include  the  above-mentioned 
allowance  of  $6,712,612  for  obsolescence,  as  distinct  from  depreciation 
proper.  Ordinarily,  it  has  not  been  possible  to  show  what  has  been 
allowed  for  obsolescence  specifically,  but  the  records  of  ceitain  rail- 
roads were  kept  in  such  a  way  as  to  permit  this.  It  is  probable  that 
the  Corporation  is  justified  in  the  case  of  certain  of  its  railroads  in 
making  some  allowance  for  obsolescence.  With  respect  to  its  Lake 
ore  railroads  in  particular,  it  is  the  opinion  of  the  Corporation's  ex- 
perts that  when  the  ore  is  eventually  exhausted  there  will  be  very 
little  business  for  these  railroads  and  that  they  will  lose  the  great 
bulk  of  their  value.  This  is  a  debatable  question,  and,  moreover,  the 
probable  life  of  the  ore  deposits  extends  so  far  into  the  future  as  to 
call  for  only  a  very  small  amount  of  obsolescence  per  annum  at  best 
While,  however,  the  allowance  actually  made  seems  somewhat  exces- 
sive, nevertheless  the  Bureau  has  not  reduced  it. 

The  Steel  Corporation  takes  the  position  that  while  it  is  justified 
in  deducting  this  estimated  obsolescence  from  its  earnings,  no  de- 
duction should  be  made  from  the  investment  so  long  as  these  rail- 
roads are  in  active  operation.  In  other  words,  the  Corporation  con- 
tends that  the  provisions  for  obsolescence,  while  deducted  annually 
from  the  earnings,  should  not  be  deducted  from  the  investment  until 
a  distant  date  when  the  so-called  estimated,  or  expected,  obsolescence 
becomes  an  accomplished  fact. 

The  Bureau  has  not  accepted  this  view  of  the  Corporation,  although 
admitting  that  the  question  is  a  debatable  one,  but  instead  has  de- 
ducted this  amount  from  the  investment  as  well  as  from  the  earnings. 
(See  p.  340.) 

Steamship  properties. — ^The  estimated  true  depreciation  of  the 
steamship  properties,  it  will  be  seen,  was  $9,697,348,  or  at  the  rate  of 
almost  exactly  $1,000,000  a  year  for  the  nine  and  three- fourths  year 
period.  During  this  interval,  moreover,  several  millions  of  dollars 
were  expended  upon  these  properties  in  ordinary  maintenance  and 
repairs. 

It  will  be  recalled  that  the  value  of  the  steamship  property  of  the 
Corporation  at  its  organization  in  1901  was  placed  at  $20,000,000. 
On  this  basis,  without  allowing  for  subsequent  additions,  the  depreci- 
ation allowance  here  given  would  amount  to  almost  exactly  5  per  cent 
per  annum.  This  does  not  appear  excessive.  On  the  other  hand,  in 
view  of  the  fact  that  the  ordinary  maintenance  and  repair  expendi- 
tures cover  a  good  many  items  which  might  possibly  come  under  the 
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head  of  depreciation,  it  has  been  accepted  as  sufficient.  Of  this  total 
estimated  true  depreciation  of  $9,697,348,  only  $5,115,123  had  been 
made  good,  leaving  a  net  outstanding  depreciation  of  $4,582,225. 

Miscellaneous  fixed  pboferties.— The  estimated  depreciation  of 
these  miscellaneous  properties  (chiefly  detached  dock  property, 
natural  gas,  and  limestone) ,  aggregating  $5,245,967,  appears  reason- 
able and  may  be  accepted  without  discussion. 

Tennessee  Coal,  Iron  and  Railboad  Company's  properties. — In 
the  case  of  these  properties,  the  total  provisions  for  depreciation  were 
allowed  to  stand  without  deduction. 

Su3CMART. — ^It  would  appear,  therefore,  that  the  revised  allowances 
for  true  depreciation  of  the  various  properties,  while  liberal,  are  in 
the  main  reasonable,  and  they  have  been  used  by  the  Bureau.  As 
already  shown,  a  considerable  part  of  this  estimated  depreciation, 
exhaustion,  and  obsolescence  had  been  made  good  by  actual  expendi- 
tures on  the  property.  Therefore,  in  order  to  ascertain  the  true 
investment  in  the  properties  at  the  close  of  1910,  there  should  be 
deducted,  not  the  total  amount  of  the  true  depreciation  as  thus  esti- 
mated, but  only  that  portion  of  such  amount  which  had  not  actually 
been  made  good  up  to  that  date;  in  other  words,  the  so-called  un- 
restored  balance,  or  net  outstanding  depreciation.  The  total  of  this 
amount  for  all  properties,  as  already  stated  (including  blast-furnace 
relining),  was  $89,481,674. 

Section  7.  Het  additions  to  the  tangible  property  of  the  Steel  Corporation, 
1901-1910. 

Fixed  properties. — ^The  net  outstanding  depreciation  above  ar- 
rived at  covered  not  only  the  original  property  of  the  Steel  Cor- 
poration but  also  the  additions  thereto  up  to  the  close  of  1910.  For 
convenience,  however,  this  outstanding  depreciation  may  be  set 
against  the  capital  additions  to  the  fixed  properties  of  the  Corpora- 
tion, as  given  in  Table  35,  page  292,  in  order  to  arrive  at  what  may  be 
called  the  total  net  additions  to  such  property  during  this  period. 
This  is  done  in  Table  38,  on  page  310,  below,  which  gives  first  the 
total  gross  capital  additions,  as  stated  in  Table  35,  then  the  deduc- 
tions for  net  outstanding  depreciation  as  given  in  Table  37,  leaving 
a  total  which  represents  net  capital  additions  to  these  fixed  properties 
for  this  period. 

Net  additions  to  other  assets. — In  the  case  of  the  assets  other 
than  fixed  properties,  the  figures  of  increases  given  in  Table  32,  on 
page  280,  are  net.  It  may  be  noted  that  the  net  current  assets,  as 
there  stated,  include  in  the  inventories  certain  bookkeeping  profits 
which  have  been  nominally  made  by  some  subsidiary  concerns  on  the 
sale  of  such  materials  or  products  to  other  subsidiary  companies, 
but  which  have  not  been  actually  realized  because  such  products 
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have  not  been  sold  to  an  outside  interest.  The  Corporation  in  its 
annual  reports  since  1904  has  deducted  such  ^^  locked  up  '^  or  ^  de- 
ferred" pr(^ts,  as  they  may  be  called,  from  its  operating  profits 
before  arriving  at  what  it  terms  its  net  earnings.  This  matter  is  more 
fully  discussed  in  the  diapt^  on  profits.  (See  p.  833.)  Had  the 
Bureau  adopted  the  Corporation's  present  practice  of  deducting  the 
deferred  intercompany  profits  in  inventories  from  the  earnings,  a 
corre^>Qnding  deduction  from  the  investment  would  also  have  been 
necessary.  While  the  Corporation's  practice  in  this  respect  is  con- 
servative, for  the  purposes  of  this  discussion  the  Bureau  determined 
not  to  deduct  deferred  intercompany  profits  from  the  earnings,  nor. 
to  make  the  corresponding  deduction  from  investment  The  table 
showing  the  net  additions  to  the  investment  from  1901  to  1910 
follows : 


Table  88.— NET  ADDITIONS  TO  INVESTMENT  OF  STEEL  CORPORATION,  APRIL  1,  1901, 

TO  DECEMBER  81, 1910. 


DtteilpUon. 

Total 
addltlonB,as 
per  Table  36. 

Estimated^ 
tme  depred- 
ation. 

ASMNmt 
made  good 

byeoKpendl- 
turesnot 

capltallied. 

Netoat- 

deprsolatiion 

tobede- 
doctedfpom 
InTCBtment. 

Netaddi- 
ttooato 

Fixed  propertr  (axeloBiY*  of  Gary 
and  Tennessee  CoaJ,  Iron  and 
Railroad  Company): 
Mannftictnrtnif 

8151,480,440 

02,088,031 

34,112,303 

74,541,UG» 

5,548,556 

13,243,678 

2,128,364 

16,087,686 

101,668,644 

8107,060,063 

80,298,497 

21,220,986 

37,336,956 

4,248,626 

888,918,600 

2,940,016 

6,634,665 

13.462,331 

1,435,082 

818,141,644 

27,948,481 

15,686,821 

23,874,024 

2,807,644 

8133,338,006 
84,146,460 

Imi  ova.  ..•••■•.'...         

Coal  and  coke. 

16.425.962 

60,666,406 

MlnwiHimeoiw  fixed  property. . . 
Other  assets: 

Defenad  ohaisee 

2,741,0U 
13,243,678 

Tnvqsfnentff 

2,128,304 

flinMnv  fnqdf-  -  - 

16.007.666 

Net  eunent  assets 

101,688,644 

Ttotal 

460,890,680 

60,978,686 

60,468,618 

3,068,504 

200,164,117 

111,696,608 

88,458,514 

872,441,006 

Gary  nlant  * 

68,9^606 

69,445,368 
3,063,594 

\Mim.j  ^fi^mMv     •■••.••• 

TennesseeCoal,  Iron  and  R.  R.  Co.*. 
Sundry  adjustments 

2,866,003 

1,832,843 

1,023,160 

Orand  total 

694,410,327 

<  203, 010, 120 

113,628,446 

«  88, 481, 674 

504,928,653 

1  Indades  dty  of  Gary  and  railroad  property.  The  fignre  is  the  construction  cost.  Depredation  of 
this  plant  is  induded  in  the  figures  given  above.  The  total  amount  of  accrued  depreotatton— 4ioi  inolQd* 
ing  certain  amounts  for  terminal  railroad  property  which  could  not  be  segregated— was  81,239,393. 

•  Original  cost  of  fixed  pmpeily  plus  subsequent  additions. 

«  Exduding  an  item  of  8385,181  which  could  not  be  distributed. 

Section  8.  Total  inTestment  in  tangible  property  of  Steel  Corporation, 
December  SI,  1910. 

In  the  following  table  the  total  net  additions  to  the  property  of  the 
Steel  Corporation  ivom  1901  to  1910,  as  given  in  Table  88,  are  added 
to  the  investment  of  the  Corporation  on  April  1, 1901  (see  Table  23), 
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thus  giving  what  may  be  regarded  as  the  total  investment  in  the 
properties  of  the  Corporation  at  the  close  of  1910;  as  previously 
noted,  the  ooat  of  the  Gary  plant  and  of  the  Tennessee  Coal,  Iron  and 
Railroad  Company  are  stated  separatdy  instead  of  being  distributed, 
la  this  table  the  otbw  assets  are  given  by  classes  and  in  exact  figures, 
instead  of  in  a  single  round  sum,  as  in  TaUe  23. 

TABLI39.— INVfiSTMBNT  IN  TANGIBLE  PROPERTY  OF  8TBBL  CORPORATION  ON  DE- 

CSMBERIl.me,  AS  COMPUTBn  BY  BUREAU. 


BBC 


Description. 


Filed  property  (exclusive  of  Gary  and  Tennoowe  Coal, 
Iran  and  RaUnMd  Company): 

Hantdteturtiig 

IroD  on 

Coal  and  ooke 

Transportation 

ICisoeUaneoas  fixed  property 

Otter 


HfteniTCBt 


Total 

Gary  plant* 

l>wiwee  Coal,  Imq  and  Railroad  Company. 
tandryadJaitBBMis' <.... 


InTettne&t 
1901. 


•250,000,000 

100,000,000 

80,000,000 

01,500,000 

24,000,000 

2,008,027 
K1,Q90 


134,  S4, 060 


682,063,S85 


Grand  total. 


602,053,885 


Net  addition 
1901-1010.1 


$133,338,005 

34,145,450 

18,425,982 

50,081,405 

2,7a,  012 

13,243,078 

2,128,884 

16,007,888 

101,683,644 


372,441,006 

80,078,605 

S50, 445,358 

3,063,504 


504,928,653 


Total  invest- 
ment Dec.  31, 
1910. 


$383,338,905 

134,145,450 

08,428,982 

148,188,406 

28,741,012 

15,381,705 

2,300,304 

18,087,905 

,907,633 


1,054.404,301 

60,978,605 

59,445,358 

3,063,504 


1,188,902,038 


1  AapcrTabtoSS. 

>  Includes  city  of  Gary  and  railroad  property.    See  note  1  to  Table  38. 

*  Original  ooat  of  fixed  piuptutjr  and  additions  tiiereto  since  its  acquisition. 

•  Sondiy  adjortments  made  la  the  balanoa  slieet  without  distribution  by  daaat  of  property. 

It  should  be  repeated  that  the  Bureau's  figures  of  investment  do 
not  necessarily  represent  the  value  of  such  investment  in  1910.  So 
far  as  the  properties  other  than  natural  resources — ore,  coal,  natural 
gas,  and  land — are  concerned,  it  is  reasonably  safe  to  place  the  value 
at  about  the  known  cost,  after  allowing  for  depreciation  in  the  man- 
ner above  explained.  With  respect  to  the  natural  resources  of  the 
Corporation,  however,  the  case  is  different.  In  sonne  instances 
the  value  may  have  decreased  or  disappeared  altogether.  In 
general,  however,  the  value  of  these  classes  of  property,  particu- 
larly  of  ore  property  and  land,  has  increased.  Undoubtedly,  this 
increase  in  the  value  of  the  ore  (and,  to  a  less  extent,  of  the  cc^ing- 
coal  property)  has  been  due  in  cwisiderable  measure  to  the  great 
concentration  of  ownership  of  such  property  during  the  past  ten 
years  and,  to  no  small  extent,  to  the  very  substantial  concentration 
of  such  ownership  in  the  hands  of  the  Steel  Corporation  alone.  This 
matter  is  discussed  elsewhere.     (See  p.  325.)     At  the  moment  it  is 
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desired  simply  to  empnasize  that  the  mere  addition  of  the  cost  of 
such  natural  resources,  secured  since  April,  1901,  to  their  estimated 
value  on  that  date  may  not  give  a  fair  indication  of  their  value  at 
the  present  time.  The  following  table  gives  the  net  investment  in 
the  property  of  the  Steel  Corporation  at  the  close  of  each  year  from 
1901  to  1910,  arrived  at  by  adding  to  the  original  investment  in  1901 
the  gross  additions  as  given  in  Tables  32  and  33  and  deducting  from 
the  combined  results  the  net  accrued  or  outstanding  depreciation  as 
given  in  the  last  column  of  Table  37.  The  current  assets  as  given 
are  net.    (See  note  7  to  Table  32.) 

Table  40— TOTAL  INVESTMENT  OF  STEEL  CORPORATION  IN  TANGIBLE  PROPERTY. 
AS  REVISED  BY  BUREAU,  BY  CLASSES,  AFTER  DEDUCTIONS  FOR  NET  ACCRUED 
DEPRECIATION,  AT  CLOSE  OF  EACH  YEAR,  1901-1910. 


Description. 

1901. 

1902. 

1903. 

1904. 

1905. 

Fixed  property  (exdaaive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 
If  annflacturinff.  x  r  -  r  - 

1266,988,756 

101.836,880 

80,300,648 

91,421,116 

24,586,185 

1,737,466 
3,871,954 

245,319 
138,110,545 

U8,i03 

098,869,756 

1278,630,273 

109,934,668 

86,879,373 

93,281,569 

24,480,613 

1,633,391 

1,874,872 

1,388,862 

165,007,905 

463.393 

$300,317,051 

109,544,653 

89,555,933 

97,330,868 

24,899,687 

2,177,046 

2,412,149 

3,607,448 

176,070,249 

700,895 

S317,883,734 

110,991,640 

91,067,136 

96,607,182 

24,926,627 

2,440,739 

1,920,176 

"     6,968,449 

162,770,486 

6n,974 

S323.879.618 

Iron  oTB  and  timber .  x 

111.286.611 

Coal  and  ooke ^  -  -  - 

93.982.630 

TYansDortation . .  -  

105,024.010 

26,404,163 

3.197.7Z3 

Miscellaneous  fixed  property. . . 
Other  assets: 

In^WtniftTits 

1,180.343 

flInVtnfr  hindff ... 

16,736.553 

Net  current  assets  * 

191,881.062 
1,318.187 

Sundry  adjustments 

Grand  total 

763,574,919 

806.615,979 

818,238,148 

874.840,921) 

Description. 


1906. 


Fixed  property  (exclusive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 

Manufarturing S337. 

Iron  ore  and  timber i  113, 

I 

Coal  and  coke i    93, 

Transportation 114, 

Miscellaneous  fixed  property. . .     26. 

Other  assets: 

Deferred  charges 4. 

Investments 1 , 

Sinking  funds 

Net  current  assets  > 

Gary  plant  * 

Tennessee  Coal,  Iron  and  Railroad 
Company 

Sundry  adjustments 


Grand  total. 


27. 
222. 

4. 


456,214 
771,916 
354,423 
062.751 
409.597 

272,622 
617,351 
443,945 
895,896 
720,159 


1.403,010 


1907. 


1908. 


$364,441,140  $380,145,004 


119.879,749 
95,557,206 

127,013,556 
26,236,798 

6,204,734 

1,717,120 

32.442,402 

229,347,482 

24,063.388  , 

49.842,295 
2.017.733 


126.212,909 
96,376.451 

131.947.097 
26.390,851 

9.106,666 
3,083,000 

23,263.035 
196.190,322 

42.797.229 

53.009.973 
1.902.890 


1909. 


$379,465,023 
130.474,304 

96,166,272 
133,867,228 

26.383,107 

12,763,101 

2,353,110 

21,738.953 

229,873.440 

53,906,844 

56,031.607 
1,854.824 


19ia 


I  , 

947,397.884  1 1,078. 763,602   1.090. 425.4S7    1.146,875,993 


$383,338,906 
134,145.450 

96,425,9(C 
142,166.406 

26.741,0L' 

15.331.706 

2,38e.3W 

16,067.91V. 

235. 907.  W< 

69,978. 6i«5 

69,445,358 
3.063.9M 


1,186,982,018 


1  8w  note  7,  Table  32. 


>  See  note  1,  Table  88. 
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In  Table  44,  on  page  328,  this  net  investment  is  stated  in  the  form 
of  a  constructive  balance  sheet.  .  The  property  account  is  there  given 
in  total  instead  of  by  classes,  while  the  current  assets  are  given 
in  gross  as  weU  as  the  current  liabilities  instead  of  simply  stating 
the  net  current  assets  as  in  Table  40. 

Section  9.  Comparison  of  Bureau's  figures  of  investment  in  tangible  prop- 
erties of  Steel  Corporation  at  the  close  of  1907  with  the  Corporation's 
estimate  of  their  value  on  that  date. 

Before  discussing  further  the  indicated  investment  of  the  Corpi^ra- 
tion  at  the  dose  of  1910,  it  is  desirable  to  present  the  figures  of  in- 
vestment up  to  the  close  of  1907,  for  the  reason,  already  noted,  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  properties  as 
of  that  date.  This  appraisal  was  apparently  made  with  considerable 
care.  The  various  properties  of  the  Corporation  were  itemized  in 
great  detail.  The  figures  for  manufacturing  properties  were  largely 
based  on  the  known  or  estimated  construction  cost  and  not  on  an  en- 
gineering appraisal.  The  real  estate  and  natural  resources,  however, 
were  entered  at  the  estimated  current  value.  The  real  estate  was 
valued  separately  from  the  improvements  thereon,  while  in  the  case 
of  ore  properties  the  holdings  were  carefully  scheduled  and  the 
tonnages  estimated,  both  by  ranges  and  by  qualities. 

This  valuation  by  the  Corporation  of  its  various  properties  at 
the  dose  of  1907  is  compared  in  Table  41  with  the  investment  in 
these  properties  as  computed  by  the  Bureau,  this  being  arrived  at 
by  adding  to  its  figures  of  value  on  April  1,  1901,  the  net  additions 
thereto  up  to  the  close  of  1907,  computed  in  the  same  manner  as  in 
Table  38.  The  Corporation's  figures,  like  those  of  the  Bureau,  take 
account  of  depreciation. 

4525"--ll 22 
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TABLB4L— BUREAU'S  SSTDCATE  OF  INVEaTMENT  IN  PROPERTY  OF  8TEBL  CORPORA 
TION  AT  CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT 
THAT  TDfB. 


Description. 


Fixed  property  (exclusive  of  Oary  and  Tennesaee  Cool, 
IrMi  and  Rattnad  Cempany  >: 

Manuteoturlng 

Iron  ore  and  timber 

Cealaadookai. 

TtftfKppoflaltli, 

MisiMUaiiaoaB  flaed  property 

Other  anets: 

Oi 

la 

Stalking  funds 

Net  current  assets 

Total 

Gary  plant « 

TauuBMee  Oeal;  Iroiraod  Railroad  Company 

ryadjBitmei 

Grand  total 


computed  by 
BqimilD 
3l7lw7. 


e^e«f  WyAWr 

119,879,740 

9S»6ir,a9» 

26.236, 7W 

9,a0l»7M 

1,719,106 

32.442,108 

229,347,483 


1,002,840,186 

24,063,388 

49,841,296 

2»617,788 


1,078,763,602 


Valmarestl- 
mated  byCor- 


1641,242,880 

i4i^m,flt» 

19,619,062 


82»44a^402 
229,.347,483 


M77,8M,00I 
24,063,388 
4i,Mr,7SS 


1,611,606,  IC 


Difference. 


0,191.090 
£21,363.131 
46,9i4.7QB 
1%  06^481 
•  tf,617.740 


67S»aU,8U 


sf,«r7.7B 


573,9a,9« 


>  Includes  about  65,700,000  of  tknbev  property. 

s  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  liact  that  In  oom- 
putlnir  tbe  laiwitaient  In  1901-  the  Bureau  alleired  tt  very  Inderal  vahtatian.  The  Cevperatkni  eoaisods 
that  Ma  1007  ai^raiaal  of  these  propertits  was  very  conservative. 

*  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  speciflcaUy,  but  whk^,  hov- 
tmr,  allowa  fbv  moat  of  them  in-other  itemsi 

*  laohldea  oity  of  Gary  and  railroad  property, 

*  Excess  over  Corporation's  estimate. 

It  will  be  seen  at  once  from  this  taUe  that  the  most  marked  differ- 
ences between  the  investment  as  computed  by  the  Bfureau  anod  the 
valuation  as  arrived  at  by  the  Corporation  occur  in  the  case  of  the 
iron-ore  property  (including  timber)  and  the  coal  and  coke  property. 
In  the  former  the  excess  of  the  Corporation's  figure  over  that  of  the 
Bureau  is  more  than  $521,000,000,  while  the  excess  in  the  case  of  the 
coal  and  coke  is  nearly  $47,000,000. 

The  Corporation's  valuation  of  its  manufacturing  properties 
naturally  agrees  very  closely  with  that  of  the  Bureau  because  the 
Bureau's  figure  was  partly  based  upon  that  of  the  Corporation. 
(See  p.  188.)  Moreover,  the  Corporation's  figures  for  these  manu- 
facturing properties  are  stated  to  be  substantially  the  construction 
cost.  The  real  estate,  however,  was  put  in  at  the  appraised  current 
value. 

It  may  be  noted  that  blast-furnace  valuations  frequently  ran  in 
excess  of  $750,000  per  furnace,  and  in  some  instances  above  $1,000,000; 
some  of  the  larger  furnaces,  in  fact,  were  valued  at  more  than 
$1,500,000. 
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The  land  valuations  often  were  very  high.  Thus,  land  in  the  Pitts- 
burg district  was  frequently  valued  at  $20,000  per  acre,  in  several 
cases  at  as  much  as  $50,000,  while  in  one  instance  the  valuation  ran 
as  hifb  as  $300,000  per  acre,  and  there  were  several  ixistanoes  where 
the  valuations  were  as  much  as  $100,000  per  acre.  The  extreme  prices 
named  were  for  exceptionally  valuable  parcels  of  real  estate,  some- 
times in  central  locations  in  a  city.  However,  the  figures  generally 
indicate  a  liberal  basis  of  valuation. 

The  Corporation's  appraisal  vahie  of  its  transportation  properties, 
it  will  be  noted,  exceeds  the  Bureau's  figure  of  investment  by  about 
$18,000,0001  This,  on  the  whole,  is  not  an  extraordinary  difference, 
but  the  Bureau  regards  its  own  figure  as  sufficiently  liberal. 

The  Bureau's  figure  for  the  Gary  plant  is  the  Corporation's  figure 
of  constmcticm  cost.  It  will  be  observed  that  this  is  given  in  a  single 
total,  and  not  classified.  The  Gary  plant  has  no  ore  or  coal  prop- 
erty, and  the  great  bulk  of  the  inve^ment  is  in  manufactuidng  plants. 
It  has,  however,  an  extensive  investment  in  transportation  property, 
and  some  investment  in  miscellaneous  property.  Since,  however,  the 
Corporation  in  its  appraisal  did  not  classify  this  property,  it  was  not 
necessary  for  the  Bureau  to  make  a  distribution  of  the  total  cost. 
The  depreciation  of  this  plant  is  not  shown  separately,  as  complete 
data  were  not  available;  the  total  amount  (see  note  1,  p,  310)  was 
small.  *  The  Bureau,  for  reasons  already  stated,  entered  the  Tennessee 
Coal,  Iron  and  Railroad  property  at  its  cost  as  computed  by  the  Cor- 
poration, includhig  expenditures  made  after  the  purchase  in  1907. 
(See  p.  28&.) 

The  excess  of  appniximately  $47,000,000  in  the  Corporation's  figure 
for  its  coal  and  coke  {property  over  that  of  the  Bureau  is  principally 
due  to  the  fact  that  the  Corporation  was  dealing  with  an  appraised 
raluation  whereas  the  Bureau's  figure  largely  represents  the  invest- 
ment cost  (in  other  words,  the  valuation  in  1901  plus  the  actual  cost 
>f  subsequent  additicms),  and  does  not  allow  for  any  appreciaticm 
iuring  this  interval.  As  a  matter  of  fact,  there  bad  been  some 
ippreciation  in  this  property,  although  perhaps  not  to  the  extent 
claimed  by  the  Corporation,  A  part  of  this  appreciation,,  it  should 
>e  noted,  must  be  attributed  to  the  concentraticm  of  the  most  desir- 
ible  coking-coal  lands  in  the  hands  of  the  Steel  Corporation. 

An  idea  of  the  liberal  basis  upon  which  coal  and  coke  valuations 
isreie  oompoted  by  the  Corporation  may  be  obtained  from  the  mere 
statement  that  considerably  more  that  one-half  of  its  coking  coal 
iras  entered  at  an  average  valuation  of  $1,750  per  acre,  while  the 
owest  valuation  for  any  coking  coal,  with  the  exception  of  a  small 
ract  of  about  250  acres,  was  $1,200  per  acre.  The  latter  valuation 
ipplied  to  coking  coal  in  the  so-called  Klondyke  region.    Its  steam 
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Tabls4L-«BUR£AU'S  estimate  OF  INVESTMENT  IN  PROPERTY  OF  8TEBL  CORPORA 
TION  AT  CLOSE  OP  1W7  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT 
THAT  fDCS. 


jBia-i- 


Bosorlptlon. 


Ffaced  property  (ezdusivs  of  Gary  and  Tenmsaee  Coal, 
IfOD  and  RallRMd  Company): 

Mannfanturing 

Iron  ore  and  timber 

Cealaadooi». 


MtooeUaneous  fljoed  property. 
Other  aasets: 


Staikixifl^limds 

Net  current  aaaets. 


Total 

Gary  plant  * 

Teaneane  Coal^  Ireland  Railroad  Company. 
Sundry  adJmtBMnts. 


Gnmd  total. 


'  computed  by 
Boreao,  D 
3l7lW7. 


119,879,748 

26,236,798 

6>,20«>784 

1,71^126 

32,442,402 

229,347,483 


1,(XB,S40,186 

24,063,388 

49,8«,296 

2,617,733 


1,078;  763, 662 


ValWAB-estt- 
mated  byCor- 


>  641,242,880 

l4i^ilf,9i» 

146^046,  Ott 
19,610,062 


32»442»4Q2 
229,^347,483 


1,677,894,001 
24,063,388 
4t,  747, 768 


l,6n,686,10 


DUIcrence. 


tt,191,090 

621,363,131 

46,66i,?08 

l%06i»4» 

*6»6i7,7^ 


675»aiS,815 


M,0r7,7» 


672,901,540 


>  Includes  about  $5,700,000  ol  tkaber  property. 

*  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  fact  that  In  oom> 
puting  the  inwtment  In  1901-  the  Bareaa  allofred- »  very  Hliefal  vaHiatloB.  The  Cevporatlon  eoBfeods 
that  ila  1907  ai^ralsal  of  these  pfopeftiea  was  very  oonaervatWe. 

•  Excess  over  Corporation's  estimate,  which  did  not  indude  these  items  speciflcally,  but  which,  hov* 
SUNT,  aHowi  for  most  of  them  la- other  llenisi 

*  loaladetolty  of  Gary  and  railroad  property. 

•  Excess  over  Corporation's  estimate. 

It  will  be  seen  at  once  from  this  taUe  that  the  most  marked  diifcr- 
ences  between  the  investment  as  computed  by  the  Boveau  mad  the 
valuation  as  arrived  at  by  the  Corporation  occur  in  the  case  of  the 
iron-ore  property  (including  timber)  and  the  coal  and  coke  property. 
In  the  former  the  excess  of  the  Corporation's  figure  over  that  of  the 
Bureau  is  more  than  $521,000,000,  while  the  excess  in  the  case  of  the 
coal  and  coke  is  nearly  $47,000,000. 

The  Corporation's  valuation  of  its  manufacturing  properties 
naturally  agrees  very  closely  with  that  of  the  Bureau  because  the 
Bureau's  figure  was  partly  based  upon  that  of  the  Corporation. 
(See  p.  188.)  Moreover,  the  Corporation's  figures  for  these  manu- 
facturing properties  are  stated  to  be  substantially  the  construction 
cost.  The  real  estate,  however,  was  put  in  at  the  appraised  current 
value. 

It  may  be  noted  that  blast-furnace  valuations  frequently  ran  in 
excess  of  $760,000  per  furnace,  and  in  some  instances  above  $1,000,000; 
some  of  the  larger  furnaces,  in  fact,  were  valued  at  more  than 
$1,500,000. 
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The  land  valuations  often  were  very  high.  Thus,  land  in  the  Pitts- 
burg district  was  frequently  valued  at  $20,000  per  acre,  in  several 
cases  at  as  much  as  $50,000,  while  in  one  instance  the  valuation  ran 
as  high  as  $300,000  per  acre,  and  there  were  several  instances  where 
the  valuations  were  as  much  as  $100,000  per  acre.  The  extreme  prices 
named  were  for  exceptionally  valuable  parcels  of  real  estate,  some- 
times in  central  locations  in  a  eity.  However,  the  figures  generally 
indicate  a  liberal  baas  of  valuaticm. 

The  Corporation's  appraisal  vahie  of  its  transportation  properties, 
it  will  be  noted,  exeeeds  the  Bureau's  figure  of  investment  by  about 
$18,000/X)0i  This,  on  the  whole,  is  not  an  extraordinary  difference, 
but  the  Bureau  regards  its  own  figure  as  sufficiently  liberal. 

The  Bureau's  figure  for  the  Gary  plant  is  the  Corporation's  figure 
of  constructicm  cost.  It  will  be  observed  that  this  is  given  in  a  single 
total,  and  not  classified.  The  Oary  plant  has  no  ore  or  coal  prop- 
erty, and  the  great  bulk  of  the  investment  is  in  manufacturing  plants. 
It  has,  however,  an  extensive  investment  in  transportation  property, 
and  some  investment  in  miscellaneous  j^xiperty.  Since,  however,  the 
Corporati(m  in  its  appraisal  did  not  classify  this  property,  it  was  not 
necessary  for  the  Bureau  to  make  a  distribution  of  thne  total  cost. 
The  depreciation  of  this  plant  is  not  shown  separately,  as  complete 
data  were  not  available;  the  total  amount  (see  note  1,  p,  310)  was 
^mall.  •  The  Bureau,  for  reasons  already  stated,  entered  the  Tennessee 
Coal,  Iron  and  Railroad  property  at  its  cost  as  computed  by  the  Cor- 
poration, including  expenditures  made  after  the  purchase  in  1907. 
(See  p.  289,) 

The  excess  of  approximately  $47,000,000  in  the  Corporation's  figure 
fcM*  its  coal  and  coke  property  over  that  of  the  Bureau  is  principally 
due  to  the  fact  that  the  Corporation  was  dealing  with  an  appraised 
valuaticm  whereas  the  Bureau's  figure  largely  represents  the  invest- 
ment cost  (in  other  words,  the  valuation  in  1901  plus  the  actual  cost 
of  subsequent  additions) ,  and  does  not  allow  for  any  appreciation 
during  diis  interval.  As  a  matter  of  fact,  there  had  been  some 
appreciation  in  this  property,  although  perhaps  not  to  the  extent 
claimed  by  the  Corporation.  A  part  of  this  appreciation,,  it  should 
be  noted,  must  be  attributed  to  the  c<mcentration  of  the  most  desir- 
able coking-coal  lands  in  the  hands  of  the  Steel  Corporation. 

An  idea  of  the  liberal  basis  upon  which  coal  and  coke  valuations 
were  eompoted  by  the  Corporation  may  be  obtained  from  the  mere 
statement  that  considerably  more  that  one-half  of  its  coking  coal 
^as  enteied  at  an  average  valuation  of  $1,750  per  acre,  while  the 
lowest  valuation  for  any  coking  coal,  with  the  exception  of  a  small 
tract  of  about  260  acres,  was  $1,200  per  acre.  The  latter  valuation 
applied  to  coking  coal  in  the  so-called  Klondyke  region.    Its  steam 
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coal  was  put  in  at  $350  per  acre.    These  valuations  are  undoubtedly 
high. 

The  bulk  of  the  coke-oven  property  of  the  Corporation  was  valued 
on  the  basis  of  $1,400  per  oven.  Although  this  covered  improvements 
to  mines,  machinery,  and  equipment,  this  average  nevertheless  seems 
high. 

In  the  case  of  the  miscellaneous  fixed  property  the  Bureau's  figure 
of  investment  is  $26,236,798,  as  against  an  appraised  valuation  by 
the  Ciorporation  of  $19,619,052.  The  excess  of  the  Bureau's  figure 
over  that  of  the  Corporation  is  partly  due  to  the  fact  that  the  Bureau 
undoubtedly  allowed  a  very  liberal  valuation  for  the  natural-gas 
property  in  1901,  namely,  $20,000,000,  the  full  amount  claimed  by 
the  Steel  Corporation  in  the  Hodge  suit  (See  p.  182.)  In  this 
1907  appraised  valuation,  on  the  other  hand,  this  natural-gas  prop- 
erty was  valued  by  the  Corporation  at  only  about  $10,300,000.  While 
the  property  had  suffered  considerable  exhaustion  during  this  period, 
nevertheless  the  Corporation's  appraisal  in  1907  was  on  a  very  much 
more  conservative  basis  than  that  in  1902.  The  Corporation,  in  fact 
claims  that  its  1907  valuation  was  altogether  too  conservative,  and 
that  these  natural -gas  properties  were  easily  worth  $20,000,000  to 
$25,000,000. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  submitted 
in  the  Hodge  suit  in  1902,  the  principal  difference  between  its  figures 
and  those  of  the  Bureau  in  this  comparison  for  1907  lies  in  the  item 
of  iron  ore.  As  just  shown,  the  excess  of  the  Corporation's  estimate 
of  the  value  of  its  ore  property  over  the  Bureau's  estimate  of  the 
investment  in  that  property  at  the  close  of  1907  is  approximately 
$521,000,000.  It  may  be  conceded  that  the  Bureau's  figure  of  invest- 
ment somewhat  understates  the  value  of  this  ore  property  on  that 
date,  since  it  is  known  that  there  had  been  some  appreciation  in  the 
value  of  iron-ore  properties  during  the  period  from  April  1,  1901, 
to  December  31,  1907.  An  accurate  valuation  of  the  ore  property 
of  the  Corporation  at  the  close  of  1907  is  an  extremely  difficult  mat- 
ter because  of  the  effect  of  the  great  concentration  of  ownership  or 
control  of  ore  property  upon  such  values.  Where  a  very  few  holders 
own  or  control  the  great  bulk  of  a  given  natural  resource  of  this  sort, 
and  are  indisposed  to  sell,  the  values  may  not  only  be  artificially 
enhanced  but  also  difficult  to  determine. 

It  is  unnecessary  and  somewhat  impracticable  to  attempt  a  quanti- 
tative valuation  of  the  ore  property  of  the  Steel  Corporation  in  1907, 
because  of  the  influence  of  concentration  of  control  just  noted.  How- 
ever, it  is  very  easy  to  show  that  the  valuation  of  approximately 
$640,000,000  claimed  by  the  Corporation  is  grossly  excessive.  Of 
the  total  as  stated,  approximately  $607,000,000  was  for  the  ore  itself 
(taking  fee  property  and  leaseholds  together),  as  distinct  fi:om  the 
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improvements.  This  valuation  covered  a  total  of  approximately 
1  J82,00O,0OO  tons,  thus  giving  an  average  of  51  c^nts  per  ton  (taking 
fee  ore  and  leaseholds  collectively).  This  total  tonnage,  it  may  be 
noted,  does  not  include  the  extensive  deposits  acquired  through  the 
Hill  lease,  discussed  below ;  on  the  other  hand,  nothing  was  entered 
in  the  Corporation's  valuation  for  this  Hill  ore  property  except  for 
certain  expenditures  for  development  work  and  for  advanced 
royalties. 

Any  such  average  valuation  of  51  cents  per  ton  for  the  ore  prop- 
erty of  the  Steel  Corporation  at  the  close  of  1907  is  inadmissible. 
This  valuation  could  easily  be  discredited  by  discounting  the  aver- 
age rate  of  royalty  on  new  leases  taken  out  during  the  period  from 
1901  to  1907,  computed  in  the  same  way  as  has  already  been  done 
in  discussing  the  value  of  the  original  ore  property  of  the  Steel  Cor- 
poration in  Chapter  III.  (See  pp.  21ft-228.)  Such  a  detailed  discus- 
sion, however,  is  unnecessary.  Convincing  evidence  that  this  valu- 
ation of  $607,000,000,  claimed  by  the  Steel  Corporation  for  its  ore 
in  1907  is  excessive  is  afforded  by  the  mere  statement  of  the  actual 
cost  of  this  ore  property.  Thus,  the  total  capital  expenditures  by 
the  Corporation  upon  its  ore  property  from  April  1,  1901,  to  the 
close  of  1907,  before  deducting  depreciation,  were  $38,600,000.  Of 
this  total  approximately  $19,000,000  represents  the  expenditure  for 
ore,  including  fee  and  leasehold  properties  collectively  as  distinct 
from  improvements.  By  this  expenditure  of  approximately  $19,- 
000,000  (of  which  nearly  $9,000,000  was  for  the  Union  and  Clairton 
ore)  the  Steel  Corporation  added  to  its  ore  reserves  (again  taking 
fee  properties  and  leaseholds  together)  several  hundred  million  tons 
of  ore,  this  again  excluding  the  '^  Hill ''  ore.  The  exact  amount 
added  can  not  be  stated  because  large  increases  in  the  estimated  total 
have  been  made  by  proving  up  ore  lands  held  in  1901.  More- 
*  over,  the  amount  assumed  or  estimated  to  have  been  added,  at  the 
time  of  purchase,  rather  than  the  amount  actually  proved  by  later 
development  to  have  been  added,  is  the  really  significant  fact.  It  is 
entirely  conservative  to  place  the  additions  from  this  expenditure 
of  $19,000,000,  as  currently  estimated  at  the  time,  at  several  hundred 
million  tons.  This  means  that  the  average  cost  per  ton  of  the  ore 
acquired  since  1901  (again  treating  fee  and  leaseholds  collectively) 
was  only  a  few  cents,  whereas  the  total  value  claimed  by  the  Steel 
Corporation  at  the  dose  of  1907  was  equivalent  to  over  50  cents  per 
ton.  While,  as  already  pointed  out,  the  original  cost  of  a  mining 
property  is  not  a  reliable  indication  of  its  value  after  subsequent  de- 
^  velopment,  it  is  incredible  that  during  this  interval  of  less  than  seven 
<  years  fee  ore  and  leaseholds  which  cost,  on  the  average,  only  a  very 
few  cents  per  ton  could  have  increased  to  a  value  of  as  much  as  50 
cents  per  ton.   In  this  connection  it  may  be  noted  that  the  average  rate 
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of  royalty  on  new  leases  taken  out  by  the  Steel  Corporation  in  the 
Lake  Superior  region  from  1907  to  1910,  indusive,  apparently  is  not 
over  40  cents  per  ton  (see  p.  321),  as  compared  with  an  average  rate 
for  old  axkd  new  leases  combined,  in  1901,  of  about  28  oeots.  The 
quality  of  ore  covered  by  the  reoe&t  leases  may  have  been  Aomewhat 
lower,  but  allowing  for  this  tlie  advance  in  royalties  would  in  no  way 
justify  the  high  valuation  placed  on  its  ore  by  the  Corporaticm  in 
1907. 

A  very  important  consideration  to  be  kept  in  mind  is  that  the  bulk 
of  the  Steel  Corporation's  ore  property  in  1907  consisted  of  lease- 
holds and  not  ore  in  fee.  Apparently  two-thirds  at  least  of  ihe  total 
tonnage  was  simply  leased.  For  the  mining  of  ore  from  such,  leased 
properties  the  Corporation  must,  of  course,  pay  a  royalty,  so  that 
for  this  leased  property  the  Steel  Corporation  simply  has  an  equity 
interest  in  the  ore.  Even  if  all  the  new  leases  had  been  taken  out  at 
the  same  rate  of  royalty  as  prevailed  in  1901,  it  is  certain  that  the 
value  of  these  equities  in  the  aggregate  plus  the  value  of  the  ore 
owned  in  fee  would  not  equal  the  large  total  claimed  by  the  Corpo- 
ration in  its  1907  appraisaL  As  a  matter  of  fact,  the  royalties  on 
many  of  these  leases  were  considerably  higher  than  the  average  of 
28  cents  prevailing  in  1901.  This  increase  in  the  royalty  paid  by  the 
Steel  Corporation,  of  course,  does  not  mean  any  incroase  in  the  value 
of  its  equity,  since  as  clearly  shown  on  page  205  a  royalty  payable 
never  represents  an  asset  to  the  company  paying  it,  but,  instead,  a 
cost. 

Therefore,  the  inevitable  conclusion  is  that  the  Steel  Corporation 
in  appraising  its  ore  property  in  1907,  just  as  in  the  case  of  its  esti- 
mate in  the  Hodge  suit  in  1902,  used  a  very  extravagant  valuation. 
It  may  be  noted  incidentally  that  the  fact  that  the  average  valuation 
in  1907  of  about  50  cents  per  ton  very  thoroughly  discredits  the  esti- 
mate of  $1  per  ton  used  by  the  Steel  Corporation  in  the  Hodge  suit 
in  1902. 

Great  NoirrHEBN  ("Hill")  ore  lrasb. — It  will  be  recalled  that 
on  January  1,  1907,  the  Steel  Corporation  leased  the  bulk  of  the  ex- 
tensive ore  holdings  of  the  Great  Northern  Railway  system  on  the 
basis  of  an  85-cent  royalty  for  59  per  cent  (dried)  ore,  with  an  in- 
crease of  8.4  cents  per  ton  each  successive  year. 

This  high  rate  of  royalty  has  frequently  been  cited  in  discussions; 
of  the  ore  industry  as  conclusive  evidence  of  a  very  pronounced  ap- 
preciation in  the  value  of  ore  properties  sinoe  1901.  The  Bureau, 
however,  interprets  this  transaction  in  a  very  different  light. 

The  essential  facts  in  this  transaction  nuiy,  for  convenience,  be 
l»*iefly  restated: 
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1.  The  property  leaeed  oonsists  partly  of  fee  ore  and  partly  of 
leaaebdds  in  Minnesota,  owering  altogether  sometlimg  less  Uian 
4(^)00  acres  of  ore  Iwds. 

2.  Tbe  mtos  of  royalty,  which  ifidiide  the  diai^ges  for  the  rail 
tnm^itatioii,  as  well  ae  dockage  charges,  were  fl!S  follows  for  the 
v«arl9W: 


Pdreent 
iron. 

Royalty 
per  tan. 

Percfuit 
iron. 

Royalty 
per  ton. 

Peroent 
iron. 

lusAitr 

per  ton. 

49 

YLIOO 

1 

66 

81.4572 

61 

81.7464 

SO 

l.Sltt  : 

86 

1.8881 

62 

1.9848 

«1 

LttbU 

87 

1.8686 

68 

L84a8 

42 

1.2126  . 

88 

1.0018 

64 

1.8910 

83 

1.3008 

89 

1.6800 

66 

1.9903 

M 

1.4810 

«) 

1.8082 

68 

1.9874 

with  an  increase  of  3.4  cents  per  ton  every  year,  for  all  grades  speci- 
fied above. 

^  The  minimuin  tonnage  upon  which  royalty  must  be  paid  is  very 
high,  as  follows :  For  1907  a  minimum  of  750,000  tons,  with  a  cumu- 
lative additional  minimum  of  750,000  tons  for  each  year  thereafter 
until  1917^  when  the  minimum  will  reach  8,250,000  tons,  remaining 
fixed  at  that  figure  until  the  expiration  of  the  lease. 

4.  The  Great  Western  Mining  Company,  the  lessee  (a  subsidiary 
of  the  Steel  Corporation)  j  agrees  to  ship  all  the  ore  over  the  Great 
Northern  Railway  to  the  port  of  Superior,  on  Lake  Superior. 

5.  The  term  of  the  lease  extends,  with  respect  to  fee  ore,  "  until  all 
merchantable  ore  49  per  cent  and  richer  in  iron  shall  have  been 
shipped ;  ^  and,  with  respect  to  leaseholds,  during  the  "  term  of  the 
leases  under  which  such  lands  are  held,  less  three  months.'^ 

6.  A  special  provision  in  the  agreement,  however,  permits  the 
cancellation  of  the  lease  by  the  Steel  Corporation  on  January  1, 1915, 
up<m  giving  two  years'  previous  notice. 

For  ore  less  than  49  per  cent,  the  total  charge  is  fixed  at  $1.10  per 
ton  without  change  or  annual  increase,  provided  that  if  any  ores  are 
mined  from  subleases  on  which  there  is  a  higher  royalty  payment, 
then  the  Steel  Corporation's  royalty  shall  be  equal  to  that  stipulated 
in  the  original  lease.  There  were  some  minor  modifications  of  the 
arrangement,  particularly  with  respect  to  the  date  of  payment  of 
dockage  charges,  and  advance  royalties,  which  need  not  be  stated 
here. 

Of  these  various  provisions,  there  are  three  which  call  for  par- 
ticular attention,  namely,  (1)  the  very  high  rate  of  royalty,  with  the 
annual  increase  of  8.4  cents  per  ton ;  (2)  the  large  minimum  tonnages, 
and  (3)  the  right  of  the  lessee  to  cancel  the  lease  in  1915. 
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The  rate  of  $1.65  per  ton  for  59  per  cent  dried  ore  for  1907,  above 
given,  as  already  stated  in  Chapter  V,  includes  the  transportation  of 
the  ore  to  Lake  Superior,  and  dockage. there.  The  regular  charge  for 
this  service  has  always  been  80  cents  per  gross  ton  for  the  railroad 
in  question.  Therefore,  the  base  rate  of  royalty  for  1907  may  be  con- 
sidered as  the  difference  between  this  total  charge  of  $1.65  and  the  80 
cents  per  ton  for  transportation  and  dockage,  or,  in  other  words,  85 
cents  per  gross  ton.^ 

This  net  royalty  of  85  cents  for  59  per  cent  dried  ore,  however, 
applied  only  in  the  year  1907.  In  the  next  year  there  was,  as  already 
stated,  an  increase  of  3.4  cents  per  ton,  and  a  further  increase  of  a 
like  amount  in  every  succeeding  year,  thus  making  the  actual  net  roy- 
alties per  ton,  yearly,  for  the  period  from  1907  to  1916,  as  follows: 


Year. 

Net  base 

royalty 

per  ton. 

10.850 
.884 
.918 
.9S2 
.966 

Year. 

Netliase 
Toymhy 
per  ton. 

1907 

1912 

fl.020 

1908 

1918. 

1.054 

1909 

1914 

1.068 

1910 

1915 

1.122 

1911 

1916 

1.156 

This  increase  of  3.4  cents  per  ton,  yearly,  is  equivalent  to  4  per  cent 
simple  interest  on  the  original  net  royalty  of  85  cents  per  ton.  The 
same  addition,  however,  was  made  for  all  ore  of  49  per  cent  iron 
content  and  above,  irrespective  of  quality.  Therefore,  for  the  lower 
grades,  this  addition  of  3.4  cents  per  ton  is  equivalent  to  a  little  more 
than  4  per  cent.  On  the  other  hand,  of  course,  in  the  case  of  the 
higher  grades  of  ore,  it  would  be  somewhat  less  than  4  per  cent. 

The  royalties  thus  far  paid  under  the  lease  indicate  that  the  ore 
which  has  been  extracted  runs  only  a  little  less  than  59  per  cent  iron 
content  when  dried.  Such  ore  corresponds  approximately  to  a  53 
per  cent  ore  in  its  natural  state. 

1  The  net  royalties  for  the  other  grades  of  ore,  as  already  stated,  varied  in  aooordanoe  with  a  sUdlng^MtlB 
arraogement.    These  rojralties  in  1907,  less  transportation  charges,  would  have  been  as  follows: 


Percent 
iron. 

Royalty,  ' 
net,  per 
ton. 

Percent 
iron. 

Royalty,   ' 
net,  per 
ton. 

Percent 
1      iron. 

Rovalty, 

net,  per 

ton. 

Under  49 
49 
60 
61 
52 
53 
64 

10.3000    1 
.3680 
.4162 
.4644 
.5126 

.6090 

55 
56 
57 
58 
50 
60 
61 

SO.  6572 
.7054 
.7536 
.8018 
.8500 
.8982 
.9464 

62 

63 
64 
65 
66 

I 
1 

ia994e 

L0428 
1.0910 
1.1392 
1.1874 

For  each  successive  year  after  1907  there  is  also  an  Increase  of  3.4  cents  per  ton  for  ore  of  49  per  eent 
and  over. 
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This  ba55e  rate  of  royalty  in  the  Hill  lease  was  far  in  excess  of  the 
going  rates  for  similar  ore  at  this  time,  and,  taken  in  connection  with 
the  annual  increment  of  3.4  cents  per  ton,  which  was  a  very  extraor- 
dinary provision,  these  royalties  were  unprecedented.  It  is  true 
that  occasional  leases  had  been  made  at  as  high  as  a  dollar  per  ton, 
without,  however,  any  annual  increment  for  interest.  But  such 
leases  were  decidedly  exceptional,  and  also  applied  to  comparatively 
small  parcels  of  ore  of  superior  quality  or  availability.  The  royalty 
rates  on  new  leases  for  the  Steel  Corporation  during  the  period  from 
1907  to  1910  were  very  much  lower,  and  none  of  them  approached 
that  of  the  Hill  lease.  The  following  tabular  statement  shows  sub- 
stantially the  terms  of  royalty  for  all  leases  of  Mesabi  Range  proper- 
ties made  by  the  Steel  Corporation  from  1907  to  1910,  inclusive,  in- 
cluding renewals  of  former  leases. 

Table  42.— RATES  OP  ROYALTY  STIPULATED  IN  LEASES  HADE  BY  THE  STEEL 
CORPORATION  (INCLUDING  RENEWALS)  OF  ORE  PROPERTIES  IN  THE  MESABI 
RANGE,  1907-1910. 


Mine. 

Royalty. 

Mine. 

Royalty. 

I.  BcDewalsoreztensloosQlprforleosef: 
Park  Lot 

laeo 

.26 

I    «.35-.00 
1    •.20-.46 
.25 
.36 
.50 
.25 

III.  Other  leases,  1907-1910: 

S0.75 

Oscar  Mitchell  leaae 

1. 

4.35..45 

XL  Leases  made,  1007-1910,  but  under 

Republic  Forty 

•.35 

optJoa  ]»evioas  tbereto: 

1 

.75 

1 

.75 

I 

1 

.25-.35 

1 

1 

25 

1 

Simple  average  all  leases  (using  means 
where  royalty  takes  form  of  a  range  of 
price) 

1 

MooBva  lease 

.4378 

f*  — ***/  ••.•••••••-..-••.-•••••.••-••••-• 

^  Not  designated  by  name  of  mine  but  by  surveying  specifications. 

*  Ore  over  58  i»er  cent  iron  and  under  0.05  per  cent  phosphorus,  advancing  from  1908  to  1928. 
>  Other  ore  advancing  from  1908  to  1928. 

*  Thirty-five  cents  for  first  five  years. 

*  Taken  for  sur&ce  purposes  and  not  considered  valuable  for  ore. 

The  average  rate  of  royalty  for  these  Mesabi  Range  properties 
during  this  period  was,  therefore,  about  44  cents  per  ton. 

The  Steel  Corporation  during  this  period  entered  into  a  few  new 
leases  or  renewals  of  leases  on  the  old  ranges  and  also  in  the  Baraboo 
district — less  than  a  dozen  in  all.  Most  of  the  leases  of  old  range 
properties  provided  for  a  sliding-scale  royalty  dependent  on  the  price 
of  ore  at  Cleveland.  It  is  impossible,  therefore,  to  say  what  the 
royalty  at  any  future  time  will  be.  Using  the  highest  price  for  ore 
at  Cleveland  thus  far  reported — $5  per  ton — ^the  average  royalty  in 
these  leases  would  be  under  40  cents  per  ton.  The  royalties  in  the 
Baraboo  leases  ranged  from  only  10  to  20  cents  per  ton,  the  ore  in  this 
district  being  of  a  rather  low  grade. 
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Since  the  Hill  properties  leased  by  die  Sted  Corporation  were 
all  on  the  Mosabi  Baage^  it  seems  fairer  to  use  the  average  for  tbat 
range  only  lor  comparison  with  these  recent  leases  by  the  Goipora- 
tion,  although  die  averagfe  for  ibis  regkm  is  higher  than  thai  for  ail 
leases  made  by  the  Corporation  in  these  years  in  the  entire  Lake  dis- 
trict. The  ararage  raite  for  ail  the  leases^  excluding  those  in  the 
Baraboo  district,  as  nearly  as  oain  be  oomputed  from  available  data 
would  be  less  than  40  cents. 

It  is  beiieyed  that  the  average  content  of  the  ore  covered  by  the 
Mesabi  leases  listed  in  the  Conegeing  table  is  not  very  tar  from  53 
perceot — c»:  fi9  per  cent  when  dried — ^the  base  grade  in  the  Hill  lease. 
Tfaerelore,  it  seens  entirely  isdr  to  •compnjw  the  average  royalties 
shown  by  the  above  table  with  the  royalty  for  59  per  cent  dried  ore, 
as  stipulated  in  the  Hill  lease.  Extenshie  data  gathered  by  the 
Bureau  for  the  average  yield  of  Lake  ores  used  in  blast  furnaces  f r<Mn 
1902  to  1906,  indusive,  covering  a  large  percentage  of  the  Lake  ore 
sold  and  used  in  these  years,  show  an  average  natural  iron  content 
of  about  58.9  per  cent.  By  far  the  greater  part  of  this  was  Mesabi 
ore. 

It  will  be  seen  that  in  only  three  of  the  leases  mentioned  in  the 
foregoing  table,  namely,  the  three  leases  at  a  75-cent  royalty,  do  the 
royalties  approach  anywhere  near  the  base  royalties  of  the  Hill  lease 
for  the  year  1907,  and  when  account  is  taken  of  the  fact  that  the  Hill 
royalties  increase  each  year,  the  disparity  is  all  the  more  marked* 

The  question,  therefore,  arises  as  to  why  the  Steel  Corporation 
entered  into  this  lease  under  the  onerous  conditions  noted.  The  only 
reasonable  explanation  which  the  Bureau  has  found  for  this  unusual 
transaction  is  that  it  was  designed  to  prevent  this  ore  from  failing 
into  the  hands  of  competitors  of  the  Corporation.  Had  this  ore  been 
sold  or  leased  in  small  parcels  to  a  large  number  of  independent  pro* 
ducers,  this  might  have  tended  to  depress  the  price  of  ore  as  well  as 
to  foster  competition  in  the  manufacture  of  iron  and  steeL  On  the 
other  hand,  if  these  ore  lands  were  simply  held  by  the  Great  North- 
em  interests  without  development,  this  would  leave  the  opportunity 
open  for  the  organization  of  a  very  important  rival  to  the  Steel  Cor- 
poration. At  this  time,  however,  the  Steel  Corporation  was  the  only 
concern  in  the  iron  and  steel  business  which  was  in  a  position  to  con- 
sider the  acquisition  of  these  Hill  ore  lands  in  a  single  block.  By 
securing  control  of  these  enormous  reserves  the  Steel  Corporation 
obviously  strengthened  its  control  of  the  ore  industry  and  at  the  same 
time  put  substantial  obstacles  in  the  way  of  further  competition  in 
the  iron  and  steel  industry. 

The  Steel  Corporation  specifically  denies  that  this  lease  was  in- 
tended thus  to  head  off  competition,  and,  instead,  contends  that  it 
was  desired  merely  in  order  to  strengthen  the  Corporation's  ore 
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reserres.  At  the  time  this  lease  was  entered  into,  however,  the  Cor- 
poration had  fully  a  thirty  years'  supply  (and  perhaps  a  fifty  years' 
supply)  of  ore  under  its  control.  Had  this  Hill  ore  been  acquired 
at  a  bai^gain  price,  an  obvious  reason  for  its  acquisition  would  be 
furnished;  but  in  view  of  the  extraordinarily  high  rate  of  royalty 
at  which  this  ore  was  taken  over  and  the  other  onerous  conditions  in 
the  lease,  particularly  the  high  minimum  tonnage  stipulated,  the  only 
reasonable  explanation,  in  the  opinion  of  the  Bureau,  is  that  the 
Corporation  chiefly  desired  to  forestall  competition.  The  high 
royalty  named  in  this  lease,  therefore,  instead  of  being  proof  of  a 
marked  appreciation  in  ore  values,  is  rather  an  indication  of  the 
extent  to  which  the  Steel  Corporation  was  ready  to  go  in  order  to 
prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

In  view  of  the  exceptionally  high  royalties  stipulated  in  this  lease, 
it  is  hardly  surprising  that  the  Steel  Corporation  did  not  claim,  in 
its  appraisal  of  1907  above  discussed,  any  value  for  this  lease  in  the 
schedule  of  its  assets. 

Considering  the  great  value  which  has  been  claimed  for  it  by  some 
writers  upon  iron  and  steel  matters,  this  fact  is  at  least  interesting. 
Obviously,  however,  a  lease  at  a  royalty  far  above  the  going  rate  of 
royalty  for  ore  of  similar  character  has  no  transfer  value  and  there- 
fore no  equity  value  which  would  warrant  the  Corporation  in  treating 
it  as  an  asset.  Indeed,  in  view  of  the  extremely  high  rate  of  royalty 
and  the  high  minimum  requirements,  this  lease  may  jierhaps  be 
regarded  as  an  (merous  burden  rath^  than  an  asset. 

In  this  oonnection,  the  clause  in  the  lease  which  permits  the  Steel 
Corporation  on  two  years'  notice  to  cancel  the  lease  on  January  1, 
1915,  is  perhaps  significant.  Indeed,  there  have  been  rather  definite 
intimations  by  officials  of  the  Corporation  that  this  option  may  be 
exerdeed. 

SectioH  10.  Compariiaa  of  the  invettmeAt  of  the  Steel  Corporation  at  the 
dote  of  1910  with  itt  capitaUiatioB  at  that  date. 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  various 
properties  since  the  close  of  December,  1907.  The  investment  in 
these  properties  at  the  close  of  1910,  as  computed  by  the  Bureau,  has 
already  been  given  in  Table  39,  on  page  311.  This  investment  may 
now  be  compared  with  the  total  capitalization  of  the  Corporation. 
This  is  done  in  the  following  table,  which  also  gives  a  similar  com- 
parison for  each  year  of  the  period  1901-1910.  Purchase-money 
obligations  and  sundry  mortgages  are  here  as  elsewhere  included  as 
part  of  the  capitalization.    (See  also  Table  44,  p.  328. ) 
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Table  43.— COMPARISON  OP  TOTAL  INVESTMENT  IN  TANOIBLB  PROPERTY  OP  STEEL 
CORPORATION,  AS  COMPUTED  BY  BUREAU,  WITH  OUTSTANDING  CAPITALIZATION 
YEARLY.  1901-1910. 


Year  ended  Der.  31— 


1901  s 

1901. 

1902. 

1903. 

1904.. 

1906., 

1906.. 

1907.. 

1908.. 

1909. 

1910. 


Total  capitali- 


11,402,846,817 
1,398,241,589 
1,388,928,478 
1,442,006,000 
1,444,829,189 
1,441,999,234 
1,434,071,977 
1,474,182,812 
1,405,976,790 
1.477,731,505 
1.468,083,260 


Total  Inyest- 
ment  in  tangi- 
ble property  as 

oompatedby 
Bureau. 


>|682,Q63,385 

698,869,756 

763,574,919 

806,615,979 

818.238.143 

874,840,920 

947,397,884 

1,078,763,602 

1.090,425,487 

1.146.875,993 

1.186,962.038 


Intangible  con- 
siderations aod 
water. 


«  $720. 793. 432 
609,371,833 
625,353.550 
635,969,021 
626,501.046 
567.158,314 
487,574.003 
305,390.210 
375,551.308 
330,855.512 
281,051,222 


1  Including  bonds,  mortgages,  and  purcbaae-money  obligations,  but  excluding  luiacquiiwi^  stock  of  sub- 
sidiary companies.    (See  Table  44.) 

>  The  slls^t  difference  between  these  figures  and  those  given  on  page  239  b  due  to  file  fact  that  the 
investment  there  was  stated  in  round  numbers. 

•  April  1, 1901. 

From  this  table  therefore  it  appears  that  the  inyestment  in  the 
tangible  property  of  the  Corporation  increased  from  $682,053^85 
on  April  1, 1901,  to  $1,186,982,038  on  December  31, 1910.  The  excess 
of  capitalization  over  tangible  property  investment  decreased  in  the 
meantime  from  $720,793,432  to  $281,051,222,  or  by  nearly  $439,750,000. 

It  is  apparent,  therefore,  that  a  considerable  part  of  the  "  water'' 
in  the  original  capitalization  of  the  Corporation  has  been  eliminated. 
This  comparison,  however,  does  not  exactly  show  the  amount  of 
such  reduction — ^first,  because  it  is  not  claimed  that  the  entire  excess 
of  capitalization  over  tangible  property  investment  in  either  case  is 
all  "water;"  and,  second,  because  the  capitalization  of  the  Cor- 
poration had  changed  considerably  during  the  interval  from  April  1, 
1901,  to  December  31, 1910.  In  the  first  place,  a  considerable  amount 
of  bonded  debt  had  been  retired.  On  the  other  hand,  a  large  amount 
of  new  bonded  indebtedness  had  been  created,  or  had  been  assumed, 
resulting  in  a  net  increase  in  this  item.  Moreover,  in  1903,  $150,* 
000,000  of  preferred  stock  was  converted  into  an  equal  amount  of 
bonds  through  the  so-called  "conversion  plan,"  which  is  fully  dis- 
cussed in  Chapter  VIII.  , 

The  Steel  Corporation  undoubtedly  would  contend  that  there 
was  not  a  disparity  of  $281,000,000  between  its  total  capitalization 
and  the  actual  value  of  its  property  at  the  close  of  1910.  The  total 
valuation  claimed  by  the  Steel  Corporation  in  its  balance  sheet 
of   1910  was   approximately  $1,693,000,000,   or  about  $225,000,000 
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over  and  above  the  outstanding  capitalization,  as  above  stated.  Of 
this  excess,  approximately  $164,000,000  was  in  the  form  of  surplus, 
and  the  balance  in  sundry  reserves.  This  balance-sheet  valuation 
as  compiled  by  the  Steel  Corporation  exceeds  the  investment  as  com- 
puted by  the  Bureau  by  $506,000,000.  However,  the  Corporation's 
total  includes,  first,  an  excessive  valuation  for  its  natural  resources, 
particularly  ore;  and,  second,  the  so-called  "  merger  value  "  attaching 
to  its  various  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

With  respect  to  the  ore,  it  is  certain  that  there  is  no  such  value 
in  the  ore  property  as  the  Steel  Corporation  claima  This  has  been 
conclusively  demonstrated  in  the  preceding  pages,  in  analyzing  the 
Corporation's  appraisal  of  its  ore  property  in  1907.  Furthermore,  a 
large  part  of  whatever  actual  appreciation  has  occurred  in  ore  values 
certainly  must  have  been  due  to  the  rapid  concentration  of  ore  prop- 
erty in  the  hands  of  a  few  interests,  and  particularly  in  the  hands 
of  the  Steel  Corporation  itself. 

The  capitalization  of  the  appreciation  in  the  value  of  a  natural 
resource,  like  iron  ore,  in  the  absence  of  competitive  ownership,  pre- 
sents a  problem  of  far-reaching  importance.  Assume,  for  instance, 
for  the  purposes  of  argument,  that  the  Steel  Corporation  could  prove 
an  actual  appreciation  in  its  ore  property  of,  say,  $100,000,000.  This 
would  mean  that  a  considerable  part  of  such  appreciation  must  be 
attributed  to  the  concentration  of  control  of  such  property,  siqce 
under  scattered  and  competitive  ownership  there  is  always  a  tendency 
on  the  part  of  some  holders  to  sell  at  a  very  small  profit  rather  than 
carry  their  property  without  a  return  thereon  and  thus  to  keep  down 
values.  If  it  were  conceded  that  such  appreciation  could  properly 
be  capitalized  and  used  as  a  basis  for  distributing  profits,  then  there 
is  nothing  to  prevent  a  further  recapitalization  of  this  ore  prop- 
erty at  a  still  greater  appreciation  at  some  time  in  the  future,  when 
the  value  may  be  still  more  greatly  influenced  by  the  concentration 
of  controL  In  this  way,  it  will  be  seen,  a  great  concern  like  the  Steel 
Corporation  might  repeatedly  recapitalize  its  natural  resources,  and 
use  this  capitalization  in  such  a  way  as  to  really  conceal  its  true  rate 
of  profit.  To  permit  a  concern  which  has  acquired  control  of  a  very 
substantial  fraction  of  the  total  supply  of  a  natural  resource,  like 
iron  ore,  thus  to  capitalize  and  recapitalize  this  property  involves, 
therefore,  as  just  stated,  problems  of  vital  interest  to  the  public 

The  Steel  Corporation  attaches  great  importance  to  the  element 
of  so-called  merger  value,  contending  that  the  mere  merging  of  its 
various  properties  under  a  single  control  imparts  to  them  collectively 
a  value  very  greatly  in  excess  of  the  simi  of  their  respective  values 
as  separate  entities.    It  may  be  conceded  that  some  increase  in  value 
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is  thus  brought  about.  The  mergiitg  of  such  properties  and  their 
coordination  under  a  single  contnrf  tends  to  permit  a  more  economical 
(^jeration  which  may  fairly  be  regarded  as  imparting  an  ad£tional 
value  to  them.  A  large  part  of  what  ia  ordknarily  called  merger 
value,  however,  is  really  little  mere  than  the  increased  earning  power 
due  to  the  reduction  or  diminatioa  of  actual  or  potential  c<xi^wtition. 

Th«ef  ore^  it  should  be  apparent  that  while  the  merging  of  various 
properties  under  a  single  ccmtrol  may  actually  increase  their  v»lue, 
and  more  particularly  their  earning  power,  it  would  be  ealirely  un- 
justifiable to  credit  a  company  having  substantial  control  of  an  in- 
dustry, or  a  high  degree  of  eontrol,  with  the  full  amount  of  such 
so-called  merger  value*  To  allow  such  a  company  credit  for  the  full 
merger  vahie  which  it  mi^ii  Aow  by  reason  of  increased  earnings 
under  these  cireioastanoes  would  involve  a  fundamental  fallacy,  since 
the  reasonableness  of  the  earnings  themselves  must  first  be  estab- 
lished. Under  free  and  fair  competition  it  is  generally  assumed  that 
the  actual  rate  of  earnings  is  a  fair  rate.  When,  however,  competi- 
tion has  been  substantially  eliminated,  or  restricted,  through  consoli- 
dation, this  assumption,  is  no  longer  valid,  and  in  this  case  practi- 
cally the  only  available  test  of  the  reasonaUeness  of  the  profits 
is  their  relation  to  the  actual  investment  in  the  property  frcnn  the 
operation  of  which  they  are  derived.  Therefore^  the  Boreau,  while 
admitting  that  there  is  a  certain  eleaaent  of  merger  value  attaching 
to^  the  properties  of  the  Steel  Corporation,  has  made  no  specific  addi- 
tion therefor  to  the  investment  in  the  t4ingiMffr  property  as  already 
computed. 

In  Table  44  there  is  presented  a  constructive  balance  sfaeet  of  the 
Steel  Corporation  for  December  31  of  each  year  from  1901  to  1910, 
inclusive,  compiled  by  substituting  for  the  inflated  property  account 
as  shown  on  the  CorpKnratioa's  books  the  investment  in  fixed  property 
as  computed  by  the  Buieau.  The  current  liabilities  are  Aown. 
No  surplus  is  of  course  shown,  because  instead  the  undivided  pro- 
fits retained  in  the  business  and  added  to  surplus  on  the 
Corporation's  books  are  here  used  to  reduce  the  item  of 
'^intangible  considerati<ms  and  water."  It  may  be  noted  that  the 
accrued  balances  of  certain  contingent  and  insurance  funds  carried 
on  the  Corporation's  balance  sheet  are  not  deducted  from  the  invest- 
ment here,  althoo^  in  discussing  profits  later  the  entire  amounts 
set  aside  from  earnings  to  these  funds  are  allowed.  The  actual  in- 
vestment at  any  given  time  includes  of  course  the  amount  of  such 
unexpended  balances;  on  the  other  hand  the  contingency  that  they 
may  be  needed  at  any  time  justifies  their  exclusion  from  profits.  Of 
course,  as  these  funds  are  actually  exhausted  the  investment  is  cor- 
respondin^y  reduced. 
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The  gross  current  assets  are  shown,  and  not  merely  the  net,  these 
agrcemg  witk  the  amoiuitft  stated  in  the  Steel  Corporation's  reports. 
It  is  necessary,  therefore,  to  deduct  the  current  liabilities  in  order 
to  arriTe  at  the  inveatntent  as  stated  in  Table  43. 

It  may  also  be  noted  that  the  small  amount  ot  unacquired  stock  in 
subsidiary  cQneems  which  in  this  report  has  not  been  treated  as  a 
part  of  the  total  capitalization  of  the  Steel  Corporation  is  here  in- 
cleded. 


328 


THE  STEEL  INDUSTRY. 


O 
O 

> 
OQ 

n 


M 
QQ 

n 

CS 

>^ 

n 

ca 

M 

n 

OQ 

pa 


a; 
» 

o 

PES 

W 

CD 

o 

O 


Is' 


OQ 


o 

Eh 

PS 

o 

o 
o 

H 

» 

QQ 

o 

H  » 
K  04 


O 

p; 
o 

04 
P9 

o 

PS 

o 

H 
PS 


QQ 

H 
O 

< 

> 

PS 

CD 

O 


O 

PS 

04 


o 
3 


00 

i 


CO 


eo 

i 


CO 


s 


eo 


CO 

i 


CO 


eo 


I 


s 

eo 


-     1 

8    ' 


< 


i   I 
s   s 

i    3 


i  i 


8 


% 


^ 

s 

» 


£ 


§ 


8 


PI 


CO 

CO 


00 


S 


«    6 


F2 

CO 


s 


S3 


I     S 


S3 
i 


I 


oc 


8 


CO 


S 

00 


s 


00 


04 


s 

8 


§ 


s     t; 


% 


% 


§8$§SS22|5 


r*  lo  ci  «  o  ^ 


»0    "* 


s 


% 


•o 


i-«t-Wh»OO^l>»b-t*«iO 


CP 

s 


a  8  S  g  e  8  5  S  s  i 

■^  fl^  »  M  A  Pk 

s  •  •*  S  5  s 


«    ^    Cb 


S3 


^  ^ 

^  ^ 


ITS 

oB   r*    »H 

Mk  •>  «k  •.  Ck  •■ 

8  •  •^'"  SS  t  S 


i  g  ^  I 

^    to  *^  00 

S  S  8  § 

o  00  oT 


8"  s  s  f  s  i  g  i  g  §■ 

•M  ^  i-H  (:•   Ok  00 

A  01      1-H     U) 


'^    t^    W3 


So 

c3        S 


s 


S   ^4  V   o   96  Ok 

TMt-4F»coo»t«6i>oa> 

Ol    (D    9 


sj   CO   <>^   (O   eo   a 


I 


§ 


s 


us 


04 


§ 


0« 


^^aao5ao^t»«-i«Hco 


■^ 


Ok 


I 


«0   06    qe   CO   A   o   r«   o    ^ 

OlWCObJJi-iCOiOg 


22       ^ 


"Ob 

«0 


3  s  s  s  i  !: 

00  *-«  CO  o«  eo  ^ 

%  i  i  8  S  S  ^ 

^  S  2?  '^*"  '^  •  S 


{5 

04 


8    S    S    f^    m    S 
'"9'   "^   o»   eo   OS   "^ 


IBS 

•fc         •>         »» 

^     »^    CO 


^  §  s 

04     CO     « 

S  9 


I 

•a 

I 

^        ft  ^ 
te  "o  iT  a 

I  El  ^ 
04         Pm 


^ 


g 


9  w 
"Si 


04 


Is 

Ol    o 
S    Oft 


iS 


I 
I 


vH   »e    iM 

a  g  !^ 

CO  CO  « 

«9 


O  ^  «P 

S  SS  8 

»■  ^  »• 

S  S  S3 

04  «^  ^H 

CO  o  g 


g 


¥ 


s 


I 
% 


3 


10 


eo 


S    I 


§ 


s    § 


9 

0« 


s 


9       I 

CO  iQ 

00        e 


5i         -^ 

'•  04 


S  § 


?2 


•3 

o   a 


1  §  i  J 
is  ^  1 1  'g 

eo  iH  -<  <  «  eo  o 


3 


S 


i 


s 

i 


% 


^   I 


00 

•o 


UKITED  STATES  STEEL  COBFORATION. 


329 


xa 


8  § 

ii 


8 


in 


8 

i 


1-1    lO 


s 


If 

in 

'8^8 


OQ 


f^ 


2  8 


2  $ 


§ 


s 


i 

CQ 


i 


90    a  *9  9 


3 


s 


i 


§    g 


s     g 


^00         8         S         c6 


g 


3 


¥ 


■ar 

S 


§§ 

•^ 

s 


i   §   I 


i 

OQ 


a     2 


"s — ;=" 


00 


g 


s 


Si 


a 

MS 


¥ 


8 


So 

•k 


§      2      ^ 

<e        m        CI 


g8      S 


$ 


CO 


$ 


3     I     25     S 

o6         8         Ok        le 


31   §   s  i   § 


w 


CI 


1^ 


^  O  M 

c«  c?  •^ 

e»         Ok        lo 


8- 


§ 


lis 


i-i        t«* 


CI 


I 


<0 

CM 


■ar 


CI 

1-1 


g     S    S     3 


1-1        »* 


CI 


^4  Ok  Ok 

§    S    I 


i 


8 
9 


a 


J 


§ 


I" 


8 


§ 


8 


Si      § 

i§ 


g 


s 


88 

*-l    1-1 

g-rf 


S       9       8 

I     S 


C4 


1^  «o 


T^ 


8      S 


C4 


3 


§     3     g 


N 


SS 


s 


I     g 


§§ 


t*   ^ 


g2 


CO 


§ 


to 


S 


g 


§g    I    g 


§     § 


Oft    « 


00 


i 


$: 


t  i  8 


W    C4 


to 


00 


00 


1 — i 


S5  ?:;       ^ 


« 
53 

•o 


I 


3    5 


S 

o 

6- 


c 

s 


o 

t 

3 

•o 
iS 

o 


i 


9 


Pi 
« 

a 


-<  « 


it 


•a  ® 


•s 


9  g 

OQ  •< 


Is 

1  s .  „ . 

ill  §1 


OS 

a 

a 

1 
I 


3 


s 

s 


S 


3 


3 


S 


§ 


e 


»* 
S 

^ 

% 


I 


g 


I 


§ 


S 


s 


^ 

9 


to 
to 


§ 


1 

o 


1    S 
8  3 

31 


4525'— 11 


a  ia^ 


a 


CHAPTER  VIL 

FKOFITS  OF  THE  STEEL  COBFORATION  COHFABED  WITH  ITS 

INVESTMENT. 

Section  1.  Form  of  income  account. 

Having  determined  approximately  the  real  investment  of  the  Sted 
Corporation  yearly  since  its  organization,  it  now  remains  to  consider 
its  profits  in  relation  to  that  investment. 

Before  making  this  comparison  it  is  desirable  to  discuss  briefly 
the  form  of  the  income  statement  of  the  Steel  Corporation,  as  given 
in  its  annual  reports,  so  as  to  make  clear  certain  rearrangements  later 
made  by  the  Bureau.  A  copy  of  this  statement  for  the  year  1910, 
which  is  substantially  representative  for  all  years,  follows: 

Table  46.— PROFIT  AND  LOSS  AND  INCOME  ACCOUNTS,  UNITED  STATES  STEEL 
CORPORATION    AND    SUBSIDIARY    COMPANIES,    FOR    YEAR    ENDING    DBCEM 
BER  31,  1910.> 

Condensed  general  profit  and  lose  aooount. 

Gross  receipts:  Gross  sales  and  earnings $703,961,424.41 

Operating  charges,  viz : 

Manufacturing  and  producing  cost  and  operating 
expenses.  Including  ordinary  maintenance  and 
repairs  and  provisional  charges  for  deprecia- 
tion     «|563.  532,  384.  83 

Administrative,  selling,  and  general  expenses, 
and  employees'  compensation  under  bonus  plan 
(not  Including  general  expenses  of  transijor- 
tatlon  companies) 17,116,807.27 

Taxes  (Including  allowance  for  corporation  ex- 
cise tax)   9, 161,-436.  95 

Commercial  discounts  and  interest-^ 3,  545,  810.  90 

583,  395,  439.  95 
Less  amount  Included  In  above  charges  for  pro- 
visional   reserves    for    depreciation    now    de- 
ducted  for   purpose   of   showing   the  same   In 

separate  Item  of  charge,  as  see  below 24,  316.  596.  71 

559,  078,  843.  24 

Balance 144,  882,  581. 17 

Sundry  net  manufacturing  and  operating  gains  and 
losses,  Including  Idle  plant  expenses,  royalties  re- 
ceived, adjustments  In  Inventory  valuations,  etc —         1,  931,  327.  90 

Rentals  received   797,020.24 

-^ 2,  728,  348. 14 

Total  net  manufacturing,  producing,  and  operating  income  before 

deducting  provisional  charges  for  depreciation 147,610.929.31 

*  As  given  In  the  annual  report  for  that  year. 

*  Includes  charges  for  ordinary   maintenance  and  repairs,  approximately   $41,000,000. 
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Other  income : 

Net  proflts  of  properties  owned,  but  whose  opera- 
tions (gross  revenue,  cost  of  product,  ex- 
penses, etc.)  are  not  included  in  this  state- 
ment    $388,  231.  97 

locMne  from  sundry  investments  and  Interest  on 
deposits,  etc.   2,  786,  588.  68 

$3, 124,  820.  65 

Tout 160,  786,  749.  96 

iDterett  charges : 

Interest  on  bonds  and  mortgages  of  the  subsid- 
iary companies 7, 124,  072.  96 

Interest  on  purchase-money  obligations  and  spe- 
cial deposits  or  loans  of  the  subsidiary  com- 
panies      139, 880.  70 

7. 268.  458.  66 

Balance,  being  the  aggregate  earnings  of  the  several  companies 
for  the  year  before  deductin|:  provisional  charges  for  depre- 
ciation      143,  472,  296.  80 

Lets  net  balance  of  proflts  earned  by  subsidiary  companies  on  sales  made 
and  service  rendered  account  of  materials  on  hand  at  close  of  year  in 
purchasing  comiMinies'  inventories,  and  which  proflts  have  not  yet 
been  realised  in  cash  from  the  standpoint  of  a  combined  statement 
of  the  business  of  the  United  States  Steel  Corporation  and  subsidiary 
companies 2,  417.  641.  79 

Earnings  for  the  year  1910.  per  income  account . 141.054.754.61 

Less  allowance  for  various  depreciation  funds 24,316,696.71 

Net  earnings  in  the  year  1910 116,  738, 157.  80 

Consolidated  income  account. 

Total  earnings  of  ali  properties  after  deducting  all  expenses  incident  to 
operations.  Including  those  for  ordinary  repairs  and  maintenance  (ap- 
proximately 141,000,000).  employees'  compensation  under  bonus  plan, 
provisional  allowance  for  corporation  excise  tax.  and  also  Interest  on 
tK>nds  and  fixed  charges  of  the  subsidiary  companies,  per  general  profit 

and  loss  account 141.  054.  754.  61 

Lens  allowance  for  the  following  purposes,  viz  : 

Sinking  funds  on  bonds  of  subsidiary  companies.       |2. 176.  041. 18 
Depreciation     and     extraordinary     replacement 
funds ^—       22, 140,  666.  63 

24.  316.  596.  71 

Net  earnings  in  the  year  1910 116,  738. 157.  80 

Deduct: 

Interest  on  United  States  Steel  Corporation  bonds 
outstanding,  vis — 

Fifty-year  5  per  cent  gold  bonds 13.  803.  376.  64 

Ten-sixty  year  6  per  cent  gold  bonds 9.  563.  383.  89 

Sinking  funds  on  United  States  Steel   Corpora- 
tion bonds,  viz  (representing  an  allowance  for 
depreciation  In  addition  to  the  $24,316,596.71 
deducted  above) — 
Annual  installment  on  fifty-year  5  per  cent 

gold  bonds 3,  040,  000.  00 

Annual  installment  on  ten-sixty  year  6  per 

cent  gold  bonds 1,010,000.00 

Interest  on  above  bonds  in  sinking  funds 1,  831.  089.  47 

29,  247,  8,')0.  00 

87,  490,  307.  80 
^    Uas  net  balance  of  sundry  receipts  and  charges,  including  adjustment 

of  yarions  accounts 83,122.98 

I  Balance ,_ 87,407,184.82 
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DlYldendB  for  the  year  1910  on  United  States  Steel 
Corporation  stocks,  viz : 

Preferred $25,  219, 677. 00 

Common 26,  415. 125.  00 

$60.  634,  802. 00 

Surplus  net  income  for  the  year - 36,772,382.82 

Appropriated  from  surplus  net  income  for  the  follow- 
ing purposes,  vis : 

On  account  of  expenditures  made  on  authorised 
appropriations  for  additional  property,  new 
plants  and  construction,  and  for  discharge  of 

capital    obligations 15,000,000.00 

Specifically  set  aside  for  account  of  construction 

expenditures  at  Gary,  Ind.,  plant 10,  000,  000.  00 

FV>r    reserve    fund    to    cover    advanced    mining 

royalties 1,  000,  000.  00 

26,  000,  000. 00 

Balance  of  surplus  for  the  year ^ 10,  772,  382.  82 

Undivided  surplus  on  December  31,  1909 95,  401,  395.  51 

Less  charges  during  the  year  1910  against  the  fore- 
going balance 735,  059.  66 

94,  666.  335.  85 

Total  undivided  surplus  December  31,  1910,  exclusive  of  capital 
surplus  provided  in  organization  and  of  subsidiary  companies' 
intercompany  profits  in  inventories 105,  438,  718. 67 

The  primary  purpose  of  the  foregoing  statement  is,  of  course,  to 
furnish  the  stockholders  or  the  investing  public  such  information 
on  earnings  and  profits  as  will  show  the  total  amount  available  for 
interest  and  dividend  distribution,  and  the  amount  of  surplus  re- 
maining. The  figures  as  here  given  embrace  the  combined  statements 
of  the  various  subsidiary  concerns  controlled  by  the  Steel  Corpora- 
tion. The  gross  sales  and  earnings,  therefore,  as  given  here  are  the 
gross  receipts  from  sales  of  the  various  products  manufactured, 
iju'luding  intercompany  operaHons^  and  the  gross  earnings  of  the 
various  transportation  and  miscellaneous  companies.  From  these 
gross  sales  and  earnings  are  deducted  the  manufacturing  and  pro- 
ducing costs  and  operating  expenses.  These  manufacturing  and  pro- 
ducing costs  are  the  aggregate  costs  of  the  subsidiary  companies,  in- 
cluding payments  of  one  subsidiary  company  to  another  for  materials, 
and  include  all  the  customary  items,  such  as  cost  of  raw  materials, 
labor,  and  other  conversion  costs;  also  the  expenditures  for  ordinary 
maintenance  and  repairs  discussed  in  Chapter  VI,  and,  moreover,  the 
"  provisional  charges  for  depreciation."  Some  of  these  provisional 
depreciation  allowances  are,  as  previously  stated,  merely  charges  for 
the  bond  sinking  funds  of  subsidiary  companies  and  are  not  techni- 
cally a  part  of  this  manufacturing  and  producing  cost,  nor  of  depre- 
ciation, although  treated  as  such.  (See  p.  340.)  It  should  be  noted 
that  these  depreciation  charges  do  not  include  the  so-called  deprecia- 
tion provisions  (sinking  funds,  etc.)  of  the  Steel  Corporation  itself. 
All  these  provisional  depreciation  allowances,  however,  are  taken  out 
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of  costs  at  this  point  in  order  to  deduct  them  from  profits  later  in  a 
single  group.* 

The  other  operating  charges  comprise  administrative,  selling,  and 
general  expenses  (except  that  general  expenses  of  transportation 
companies  are  included  under  the  ordinary  operating  expenses) ,  pro- 
vision for  employees'  bonus  funds  (see  p.  340),  taxes,  commercial 
discounts,  and  interest.  From  the  total  of  these  operating  charges 
there  are  deducted  the  provisional  charges  for  depreciation  above 
referred  to.  After  making  this  deduction  the  remaining  operating 
charges  are  deducted  from  the  gross  receipts,  leaving  a  balance  of 
operating  earnings  (without  deducting  depreciation),  to  which  are 
added  certain  sundry  gains  (or,  in  some  cases,  there  are  deducted 
certain  losses),  and  rentals.  The  addition  of  these  items  to  the 
previous  balance  gives  what  is  termed  the  "  total  net  manufacturing, 
producing,  and  operating  income,  before  deducting  provisional 
charges  for  depreciation." 

To  this  total  operating  income  is  added,  in  turn,  the  "  other  in- 
come" of  the  Corporation,  which  consists  of  a  small  amount  of 
profits  from  miscellaneous  properties  owned  (but  the  operations  of 
which  are  not  included  in  the  income  account),  as  well  as  income 
from  sundry  investments,  interest  on  deposits,  etc.  From  the  total 
thus  reached  there  are  deducted  interest  on  bonds,  mortgages,  pur- 
chase-money obligations,  and  special  indebtedness  of  the  subsidiary 
companies,  the  remainder  being  the  profits  of  the  Steel  Corporation, 
exclusive  of  depreciation  charges.  A  further  adjustment  is  made  at 
this  point  to  allow  for  what  may  conveniently  be  called  "  deferred 
intercompany  profits "  of  subsidiary  companies.  These,  as  stated 
on  page  340,  are  bookkeeping  profits  on  transactions  between  differ- 
ent constituent  companies — as,  for  instance,  the  sale  of  ore  to  a  blast 
furnace — which  have  not  been  actually  realized,  owing  to  the  fact 
that  the  finished  material  into  which  such  products  have  gone  has 
not  yet  been  sold  to  outside  interests,  but  is  being  carried  in  inven- 
tories. In  other  words,  these  are  what  might  be  termed  "  locked-up 
profits." 

It  should  be  noted  that  the  amount  of  deferred  intercompany 
profits  deducted  in  any  year  in  the  profit  and  loss  account  of  the 
Steel  Corporation  is  not  the  total  amount  of  such  locked-up  profits, 
but  the  increase  from  year  to  year,  since  in  each  year  that  certain 
•  deferred  profits  are  released,  new  profits  in  turn  are  locked  up.  If 
the  operation  were  shown  in  complete  detail,  there  would  be  given  a 
separate  item  in  the  profit  and  loss  account  showing  as  an  addition 

^  It  may  be  noted  that  in  the  earUer  reports  of  the  Corporation  these  provisional  charges 
(or  depreciation  were  not  included  in  the  manufacturing  and  operating  cost,  but  merely 
the  charges  for  ordinary  maintenance  and  repairs.  The  change  in  this  respect  was  made 
begiuiing  with  the  annual  report  for  1908. 
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to  the  earnings  the  amount  of  the  previously  deferred  intercompany 
profits  which  had  been  released  during  the  year,  and  another  item 
showing  the  amount  of  such  profits  locked  up  or  deferred  during  the 
year,  which  would  be  deducted  from  the  year's  earnings.  Obviously 
the  same  net  result  is  arrived  at  by  deducting  simply  the  increase  in 
the  amount  of  these  profits  locked  up  over  those  realized. 

The  deduction  of  this  item  of  deferred  intercompany  profits  from 
the  net  profits  gives  what  the  Corporation  terms  the  "  total  earnings  " 
of  the  subsidiary  companies.  From  these  "  total  earnings  "  are  then 
deducted  the  above-described  "  provisional  charges  for  depreciation  " 
(previously  taken  out  of  manufacturing  and  producing  cost) ,  namely, 
payments  to  bond  sinking  funds  of  subsidiary  companies  and  to 
depreciation  and  extraordinaiy  replacement  funds,  the  latter  includ- 
ing  in  certain  years  payments  to  special  funds  for  depreciation,  im- 
provements, and  construction. 

Deducting  these  provisional  charges  for  depreciation  from  the 
"total  earnings"  leaves  the  "net  earnings"  availi^ble  for  distribu- 
tion upon  the  securities  of  the  Steel  Corporation  or  for  the  general 
purposes  of  the  company.  The  first  deduction  from  these  so-called 
net  earnings  is  for  the  interest  on  the  Steel  Corporation's  bonds  and 
the  provision  for  the  sinking-fund  requirements  thereon.*  From  the 
remaining  sum  are  paid  the  dividends  on  the  preferred  and  common 
stock,  the  balance  representing  the  surplus  earnings  for  the  year,  out 
of  which,  in  connection  with  previously  accumulated  surplus  earn- 
ings, the  Corporation  makes  its  appropriations  for  capital  expendi- 
tures or  for  writing  down  its  property  account,  or  for  miscellaneous 
purposes. 

Section  2.  Comparative  income  account  of  Steel  Corporation,  1901-1910. 

Having  thus  briefly  described  the  general  character  of  the  items  in 
the  Steel  Corporation's  profit  and  loss  account  and  income  account,  a 
consolidated  statement  of  these  accounts,  yearly,  from  1901  to  1910, 
is  given  in  Table  46.  For  convenience  the  arrangement  has  been 
changed  somewhat  from  that  used  by  the  Corporation  and  just  given 
above,  particularly  in  the  condensation  of  items  which,  for  the  pres- 
ent purposes,  it  is  not  necessary  to  show  in  detail,  as,  for  instance,  the 
inclusion  under  one  head  of  taxes,  commercial  discounts,  and  interest. 
Furthermore,  the  restatement  of  entries  for  provisional  charges  for 
depreciation  in  the  reports  as  published  by  the  Corporation  has  been 
avoided  in  this  consolidated  account,  these  provisional  charges  being 
shown  but  once. 

^  A  minor  adjustment  in  made  by  the  Steel  Corporation  at  this  point ;  It  la  relatlrely 
BO  Insignificant  as  to  require  no  discussion. 
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Before  analyzing  this  statement  of  income  the  general  course  of 
the  earnings  of  the  Corporation  may  be  noted.  On  the  whole  there 
has  been  a  marked  increase  in  the  volmne  of  gross  sales  and  earnings, 
the  total  rising  from,  roughly,  $560,500,000  in  1902  to  nearly  $704,- 
000,000  in  1910 ;  this  figure,  moreover,  was  very  considerably  exceeded 
in  1907,  when  the  total  amounted  to  $757,000,000. 

The  "  total  income ''  of  the  Corporation,  after  deducting  the  ordi- 
nary manufacturing  costs,  miscellaneous  administrative  expenses, 
taxes,  and  other  charges  noted  in  thQ  table,  shows  a  less  pronounced 
change.  Thus  this  total  income  in  1902  was,  roughly,  $139,400,000, 
and  but  little  in  excess  of  $150,700,000  in  1910,  an  increase  of  only 
about  8^  per  cent,  whereas  the  gross  sales  and  earnings  increased  by 
25  per  cent. 

The  total  net  earnings  as  thus  shown  by  the  Corporation's  reports, 
after  deducting  the  provisional  charges  for  depreciation,  increased 
from  $108,500,000  in  1902  to  over  $133,200,000  in  1907 ;  in  1910  they 
were,  roughly,  $116,700,000. 

The  total  net  earnings,  as  shown  by  the  Corporation's  reports,  for 
the  nine  and  three-fourths  years  covered  by  the  preceding  table 
amounted  to  $980,000,000,  or  an  average  of  almost  exactly  $100,000,- 
000  per  year.  The  extreme  range  was  from  $57,791,197  in  1904  to 
$133,244,929  in  1907.  This  comparison  well  illustrates  the  pronounced 
fluctuations  which  occur  in  the  iron  and  steel  industry.  In  1904, 
which  was  a  year  of  marked  depression,  the  earnings  of  the  Corpora- 
tion exceeded  its  fixed  charges  and  preferred-stock  dividend  by  only 
about  $5,000,000,  while  in  1907  the  excess  over  these  requirements 

was  more  than  $79,000,000. 

« 

Section  3.  Bevirion  of  income  account  of  Steel  Corporation. 

If  all  the  items  in  the  Steel  Corporation's  income  account  could  be 
accepted  for  the  present  purpose  without  change,  then  all  that  would 
be  necessary  in  order  to  determine  the  rate  of  return  on  the  invest- 
ment actually  employed  in  the  business  would  be  to  compare  the  "  net 
earnings,"  as  given  in  the  preceding  table,  with  the  investment  as 
estabUshed  by  the  Bureau  in  Table  43. 

Most  of  the  items  in  the  income  account  can  thus  be  accepted  with- 
out criticism  or  change.  However,  for  the  purpose  of  computing  the 
real  rate  of  profit  upon  the  actual  investment  certain  rearrangements 
and  revisions  of  this  income  account  are  necessary.  These  are  shown 
in  Table  47,  on  page  341.  In  the  first  place,  the  deduction  of  in- 
terest on  bonds,  mortgages,  purchase-money  obligations,  and  similar 
indebtedness  of  the  subsidiary  companies  should  not  be  made  in  com- 
puting the  rate  of  return  on  the  investment,  because  such  obligations 
have  been  regarded  as  representing  an  equivalent  addition  to  the 
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investment  and  have  not  been  treated  as  current  liabilities.  Obvi- 
ously, since  such  amounts  have  been  retained  in  the  investment,  the 
amounts  paid  out  from  earnings  as  interest  on  such  indebtedness 
should  be  retained  in  the  statement  of  earnings.^ 

It  might  be  argued,  moreover,  that  such  expenditures  as  the  pro- 
vision for  employees'  bonus  funds  should  not  be  deducted  from  the 
earnings,  but  that  these  provisions  should  be  regarded  as  in  some- 
what the  same  class  as  dividends  paid  to  stockholders,  on  the  ground 
that  the  establishment  of  these  bonus  funds  is  a  profit-sharing  ar- 
rangement. Since,  however,  the  opportunity  for  sharing  in  such 
bonus  payments  might  be  regarded  as  in  the  nature  of  additional 
wages,  the  deduction  as  made  by  the  company  has  been  allowed  to 
stand. 

A  further  revision  of  the  earnings  is,  however,  necessary  in  the 
case  of  the  provisional  charges  for  depreciation.  It  will  be  seen  that 
the  Corporation  deducts  from  earnings  under  this  head  provisions 
for  sinking  funds  on  bonds  of  subsidiary  companies,  and  amounts 
charged  to  the  depreciation  and  extinguishment  funds,  to  the  ex- 
traordinary replacement  funds,  and  to  special  funds  for  deprecia- 
tion, improvements,  and  construction.  As  already  pointed  out  in 
Chapter  VI,  there  is  no  necessary  relationship  between  bond  sinking 
fund  provisions  and  true  depreciation,  but  for  convenience  the  bulk 
of  the  amount  set  aside  for  sinking  funds  on  bonds  of  subsidiary 
companies  may  be  regarded  as  the  equivalent  of  depreciation.  As 
shown  in  Chapter  VI,  however,  the  various  provisional  appropria- 
tions for  depreciation  were  in  excess  of  necessary  allowances,  the 
total  excess  for  the  entire  period  from  April  1, 1901,  to  December  31, 
1910,  having  been  computed  at  $38,285,000.  In  order  to  arrive  at  a 
correct  statement  of  the  earnings,  therefore,  this  excessive  amount 
has  been  restored  by  the  Bureau. 

The  item  of  adjustments  in  sundry  accounts,  which  in  the  income 
statements  of  the  Steel  Corporation  is  made  after  deducting  the  inter- 
est and  sinking-fund  provisions  from  the  net  earnings,  should  in  this 
revision  be  taken  account  of  before  establishing  the  readjusted 
earnings. 

The  Bureau  has,  moreover,  restored  to  the  earnings  the  item  of 
deferred  intercompany  profits  in  inventories.  It  is  proper  that  the 
Corporation  should  deduct  this  from  its  income  in  arriving  at  the 
net  earnings,  since  these  deferred  profits  have  not  actually  been 
realized  by  the  sale  of  the  products  in  question  to  outside  interests. 
However,  such  locked-up  inventory  profits  are  only  tentatively  de- 
ducted by  the  Corporation,  and  in  the  balance  sheet  they  appear  as  a 
suspended  surplus,  thus  indicating  an  expectation  on  the  part  of  the 

^  It  wiU  be  noted  that  interest  on  the  Steel  Corporation's  bonds  Is  not  deducted  bj  tht 
Corporation  until  after  the  net  earnings  are  established. 
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Corporation  that  they  will  eventually  be  realized.  While,  therefore, 
the  deduction  of  this  item  is  easily  justified,  on  the  other  hand  the 
Bureau  has  deemed  it  proper,  and  on  the  whole  better,  to  restore  this 
item  to  the  earnings  in  computing  the  rate  of  return  on  the  actual  in- 
vestment. As  already  pointed  out,  the  amount  of  such  profits  re- 
stored in  any  given  year  is  the  increase  over  the  amount "  locked  up  " 
in  the  previous  year's  inventories,  and  not  the  entire  amount  of  such 
profits. 

The  revisions  thus  described  are  carried  out  in  the  following  table, 
in  which  there  are  added  to  ihe  net  earnings  for  the  year,  as  giv^i 
in  Table  46,  the  amounts  deducted  in  that  table  for  interest  on  bonds, 
mortgages,  purchase  money  and  other  similar  obligations  of  sub- 
sidiary companies,  the  increase  in  the  item  of  deferred  intercompany 
profits,  the  excess  of  provisional  depreciation  charges  over  what  were 
determined  to  be  proper  and  necessary  provisions,  the  item  of  "  ad- 
justments in  sundry  accounts  "  also  being  taken  into  consideration. 

TiBU  47.-ACTUAL  EARNINGS  OF  STEEL  CORPORATION  ON  ITS  TOTAL  INVESTMENT 

AS  COMPUTED  BY  BUREAU,  1901-1910. 


Net  earnings, 

•8  shown  by 

tmtuBl  reports. 

Adjustments 

by  Corporation 

in  sundry 

aooonnts. 

Amounts  restored  to  earnings  by  Bureau. 

Year. 

Interest  on 
bonds,  mort- 
gages, and 
purchase- 
money  obli- 
gations of 
subsidiary 
companies. 

Locked-up 
intercompany 

profits  in 
inventories. 

Excessive 
depreciation 
allowances. 

Total  adjusted 
earnings. 

19011 

f75,006,23a89 
10S,534,374.25 

83,675.78(151 
«  57, 791, 196. 80 

96,432,595.93 
125.966,938.13 
133,244,929.28 

74,882,529.11 
107,773.099.96 
116,738,157.80 

<$4,6oo,ooaoo 

6,113,584.34 
6,553,861.06 
6,573,146.54 
6,710,214.73 
6,661,478,70 
6,402,195.42 
7,401,206.18 
7,887,178.18 
7,263,453.66 

(•) 
(•) 
(») 

-11,254,336.48 
6,307,180.83 
2,739,403.74 
9,744,692.51 
426,983.85 
2,617,395.54 
2,751,307.08 

-$l,766,00a00 
8,062,272.00 
9,354,851.00 

-      631,165.00 
3,480,088.00 
8,216,388.00 
6,616,572.00 
1,688,543.00 
1,981,460.00 
1,281,348.00 

877.741.230.89 

1902 

ITO 

1904 

1905 

1908 

1907 

1908 

1900 

mo 

-Il,207,88&84 

-  5,427,54a83 
+      U3,108.34 

-  99,253.78 

-  90,501.19 

-  681,515.52 
+      394,034.59 
+      548,445.06 

-  818,182.64 

121,502,343.75 

94,156,958.24 

62,491,950.20 

112,830,834.71 

143,393,707.38 

155,416,873.60 

84,793,295.73 

120,807,578.76 

127,216,083.90 

Total. 

980,045,838.66 

—  7,369,292.29 

66,056,317.81 

23,332,636.07 

38,285,367.00 

1,100,350,857.25 

*  Nine  months. 

*  Approximated;  this  amount  never  computed  by  the  Corporation. 

*  In  these  years  the  intercompany  profits  in  inventories  were  not  deducted  by  the  Corporation  and  hence 
need  not  be  restored. 

*  After  deducting  employees'  bonus  fund,  which  In  this  year  was  taken  out  after  stating  net  eaminp,  but 
vhich  in  other  years  b  deducted  before  determining  the  net  earnings. 

The  result  of  these  revisions,  it  will  be  seen,  is  an  addition  of 
$120^05,019  to  the  net  earnings  as  given  in  the  published  reports, 
making  a  total  of  $1,100,850,857. 
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Section  4.  Compariflon  of  revised  earnings  of  Steel  Corporation  with  re- 
vised investment. 

The  earnings  of  the  Steel  Corporation,  as  thus  adjusted  by  the 
Bureau,  may  now  be  compared  with  the  investment  as  correspond- 
ingly revised.  Such  comparison  is  given  in  Table  48.  It  will  be 
recalled  that  the  Bureau's  figures  of  investment  as  here  given  are 
for  tangible  property  alone: 

Tabus  48.-COMPARISON  OF  INVESTMENT  OF  STEEL  CORPORATION,  WITH  TOTAL 
EARNINGS  THEREON,  AS  ADJUSTED  BY  BUREAU,  YEARLY,  1901-1910. 


Year  ended  Dec.  31— 


Total  invest- 
ment In  tan- 
gible property 
as  computed 
by  Bureau. 


Earnings  as  adjusted  by 
BuiBaa. 


Amount. 


Percent 


190U. 
1902.. 
1903.. 
1904.. 
1905.. 
1906.. 
1907.. 
1908.. 
1900.. 
1910.. 


1608,869,756 

763,574,919 

806,615,979 

818,238,143 

874,840,020 

947^397,884 

1,078,763,602 

1,090,425,487 

1,146,875,993 

1,186,982,088 


» 177, 741,231 

121,502,344 

94,156,958 

62,491,950 

112,830,835 

143.393,707 

155,416,873 

84,793,296 

120,807,579 

127,210,064 


M4.8 

15.9 
11.7 

7.6 
12.9 
15.1 
14.4 

7.8 

las 
la? 


Total... 
Average. 


941,258,472 


1,100,350,857 
>  112, 866, 498 


12.0 


1  Nine  months,  April  to  December;  investment  includes  additions  during  this  period, 
s  Indicated  rate  per  annum  based  on  actual  earnings  for  nine  months, 
s  Average  yearly  profits  for  nine  and  three>fourths  years. 

The  table  shows  an  average  rate  of  return  upon  the  total  invest- 
ment in  tangible  property  for  the  entire  period  from  April  1,  1901, 
to  December  31,  1910,  of  12  per  cent.  The  highest  rate  was  reached 
in  1902,  namely,  15.9  per  cent,  and  in  1906,  an  unusually  prosperous 
year,  it  exceeded  15  per  cent.  In  1904  and  1908,  however,  which 
were  years  of  pronounced  reaction,  the  rates  fell  to  7.6  per  cent  and 
7.8  per  cent,  respectively.  Prior  to  the  formation  of  the  Steel  Cor- 
poration and  other  large  consolidations,  the  iron  and  steel  industr}' 
was  noted  for  violent  changes  in  the  rate  of  profit,  the  industry, 
indeed,  having  been  aptly  termed  "  either  prince  or  pauper."  This 
table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has. 
even  in  the  most  depressed  years  of  this  period,  shown  a  sfubstantial 
return  on  the  actual  investment. 

The  average  rate  for  the  first  four  and  three- fourths  years  was 
12.5  per  cent,  as  against  11.6  per  cent  in  the  five  years  from  1906  to 
1910.  Therefore,  in  so  far  as  any  tendency  may  be  noted,  it  is  toward 
a  lower  rate  of  profit  in  recent  years. 
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It  is  important  to  emphasize  at  this  point  that  the  rate  of  earn- 
ings of  a  great  concern  which,  like  the  Steel  Corporation,  handles 
more  than  50  per  cent  of  the  business  of  the  comitry  is  not  to  be 
judged  by  the  same  standard  as  the  rate  for  a  comparatively  small 
concern.  Some  of  the  most  successful  concerns  in  the  steel  industry 
outside  of  the  Steel  Corporation  show  higher  rates  of  return  upon 
their  total  investments.  While,  however,  some  exceptionally  efficient 
or  fortunate  concerns  earn  rates  in  excess  of  this  average,  on  the 
other  hand  a  great  many  companies  show  very  much  lower  rates 
on  their  total  investments,  while  sometimes  the  business  is  con- 
ducted at  a  loss.  Therefore,  an  average  rate  of  12  per  cent  on  the 
total  tangible  investment  for  over  one-half  of  the  entire  steel  busi- 
ness of  the  country  is  much  more  significant  than  the  same  rate  or 
even  a  larger  rate  for  a  comparatively  small  concern.  It  probably 
means  that  the  return  on  a  considerable  proportion  of  the  business 
of  the  country,  which  under  more  competitive  conditions  and  more 
scattered  ownership  would  be  conducted  at  a  lower  rate  of  profit, 
has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  inciudes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate,  although  the  investment  in  such  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  materially  affect  the  rate  of  profit.  It  is,  however, 
worth  emphasizing  that  the  rate  of  profit  here  given  includes  not  only 
the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining  in- 
dustry. Prior  to  the  era  of  consolidation  the  latter,  to  a  large  ex- 
tent, was  distinct  from  the  manufacture  of  iron  and  steel,  and  under 
the  scattered  ownership  of  iron-mining  properties  then  prevailing 
profits  generally  are  understood  to  have  been  comparatively  low, 
on  the  average.  Under  present  conditions  in  the  iron  and  sfeel  in- 
dustry, however,  the  Lake  iron-ore  industry  is  one  of  the  most  profit- 
able branches  of  the  business.  This  factor  should  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  and  steel  industry  at 
the  present  time  with  those  obtained  under  the  different  conditions 
formerly  prevailing. 

The  average  rate  of  12  per  cent  here  given  is,  as  repeatedly  pointed 
out,  the  rate  upon  the  entire  investment  in  the  tangible  property. 
It  is,  of  course,  considerably  larger  than  the  rate  of  net  profit  upon 
the  total  issue  of  capital  securities,  because  this  total  capitalization 
greatly  exceeds  the  investment  as  established  by  the  Bureau.  The 
average  capitalization  of  the  Corporation  for  the  entire  period  (based 
cm  the  amounts  outstanding  at  the  close  of  each  year)  was  approxi- 
mately $1,445,000,000.  Using  the  earnings  as  revised  by  the  Bureau, 
the  average  rate  on  this  average  capitalization  would  be  7.8  per  cent. 

The  capital  securities  of  the  Steel  Corporation,  however,  include 
a  large  amount  of  bonds  upon  which  the  return  is  fixed,  in  most  cases 
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at  5  per  cent.  If  the  bonds  of  the  Corporation  had  been  issued  onlv 
for  an  equal  amount  of  property  or  cash  in  every  instance,  an  amount 
equal  to  the  total  bonded  indebtedness  (including  purchase-money 
obligations  and  mortgages)  could  be  deducted  from  the  investment 
as  computed  by  the  Bureau,  leaving  what  may  be  termed  as  the  in- 
vestment contributed  by  the  stockholders  or  represented  by  the  capital 
stock.  If  the  earnings  after  deducting  interest  on  the  bonded  debt 
were  compared  with  such  remaining  portion  of  the  total  investment, 
the  rate  would  be  c(Misiderably  in  excess  of  12  per  cent.  Such  a 
comparison  can  not^  however,  be  presented  in  a  satisfactory  way, 
particularly  because  the  bond  issues  did  not  always  represent  an 
equivalent  addition  to  the  investment.  In  the  case  of  the  acquisi- 
tion of  the  Carnegie  C<Mnpany  in  particular,  over  $300,000,000  in 
bonds  were  issued  for  Mr.  Carnegie's  interest  alone,  whereas  the  total 
tangible  assets  of  the  Carnegie  Company  a  year  earlier  apparently 
were  not  much,  if  any,  in  excess  of  $160,000,000.  (See  p.  159.) 
Therefore,  to  deduct  the  total  indebtedness  from  the  true  investment 
would  leave  an  unduly  low  remainder  for  the  capital  stock  and  un- 
fairly exaggerate  the  rate  of  profit  on  that  part  of  the  true  invest- 
ment which  may  be  considered  as  contributed  by  the  stockholders. 

Consequently  the  Bureau  does  not  attempt  to  give  in  definite  figures 
the  rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  invest- 
ment represented  by  its  capital  stock,  but  merely  calls  attention  to 
the  fact  that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on 
that  part  of  the  true  investment  which  may  be  considered  as  con- 
tributed by  the  stockholders,  but  a  lower  rate  earned  on  the  total 
true  investment  and  accruing  to  the  stockholders  and  bondholders 
combined. 

Section  6.  Portion  of  Steel  Corporation's  earnings  accruing  to  the  benefit 
of  the  stockholders. 

The  preceding  comparison  of  earnings  with  the  actual  investment 
affords  what  is  perhaps  the  be^  single  available  test  of  the  earning 
power  of  the  Corporation  and  of  the  reasonableness  of  its  profits.  As 
already  shown,  a  comparison  of  the  earnings  with  the  total  capitali- 
zation would  mean  little,  because,  particularly  in  earlier  years,^the 
capitalization  was  far  in  excess  of  the  actual  investment,  and  still  is 
materially  in  excess  of  that  investment.  It  is,  however,  of  decided 
interest  to  analyze  the  disposition  of  the  earnings  of  the  Corporation 
from  the  standpoint  of  the  stockholders  and  with  especial  reference 
to  the  position  of  the  conmion  stock.  Such  an  analysis  shows  that 
whereas  at  the  outset  the  common  stock  represented  no  real  vahie 
whatever  it  has  nevertheless  received  a  substantial  return  in  divi- 
dends. Moreover,  there  has  been  built  up  by  the  great  increase.in 
investment  a  considerable  equity  for  the  common  stock. 
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Of  course  most  of  this  equity  is  not  in  a  form  in  which  it  can  be 
distributed  as  dividends,  because  most  of  the  earnings  accruing  to 
the  benefit  of  the  common  stock  have  been  reinvested  in  fixed  prop- 
erty, either  new  plants,  or  new  ore,  coal,  and  similar  properties. 
Neverttieless,  the  reinvestment  of  these  earnings  means  that  an  equity 
for  the  common-stock  holders  in  the  property  has  been  created,  and 
that  meanwhile  a  great  investment  is  being  utilized  to  produce 
profits  of  which  only  fixed  amounts  are  distributed  to  the  holders  of 
bonds  and  preferred  stock,  while  the  remaining  amounts  may  be  ap- 
plied to  dividends  on  the  common  stock. 

In  computing  the  amount  of  the  earnings  accruing  to  the  benefit  of 
the  conunon-stock  holders,  the  Bureau  has  included  the  amounts  set 
aside  by  the  Steel  Corporation  itself  for  sinking-fund  requirements. 
While  t^ese  amounts  obviously  will  not  accrue  directly  to  the  stock- 
holders in  a  form  available  for  dividends,  because  the  bond  inden- 
tures require  absolutely  that  such  sinking-fund  payments  shall  be 
made,  yet  they  represent  an  addition  to  the  equity  back  of  the  stock 
as  truly  as  the  earnings  reinvested  in  fixed  property.  In  the  one  case, 
the  addition  to  the  equity  is  direct,  through  the  construction  of  addi- 
tional plants  or  the  addition  of  more  physical  property.  In  the  other 
case  it  is  indirect,  by  reducing  the  indebtedness  against  the  property. 
Therefore,  the  earnings  accruing  to  the  benefit  of  the  stockholders 
have  been  regarded  as  the  entire  earnings,  as  revised  in  Table  47, 
less  only  interest  on  the  bonds  and  similar  indebtedness  of  the  Steel 
Corporation  and  of  its  subsidiarries. 

The  total  amount  of  earnings  accruing  to  the  benefit  of  the  stock- 
holders for  the  entire  period  from  1901  to  1910,  as  thus  determined, 
is  $816,430,854,  of  which  amount  $393,951,787  was  actually  paid  out 
in  dividends,  as  follows: 

Table  49.— AMOUNT  OF  EARNINGS  OF  STEEL  CORPORATION,  1901-1910,  WHICH 
DIRECTLY  OR  INDIRECTLY  HAVE  INCREASED  THE  EQUITY  OF  THE  STOCK- 
HOLDERS IN  THE   PROPERTY. 

Total  earnings,  as  revised  by  the  Bureau |1, 100,  350,  867 

Dedact— 

Interest  on  bonds,  etc.,  of  subsidiary  companies $66,  056, 318 

Interest  on  United  States  Steel  bonds  (less  interest 

on  bonds  in  sinking  funds) 211,063,685 

Commission  to  bankers  under  bond-conversion  plan.  6,  800,  000 

Total 283,  920,  003 

■  - 

Balance  accruing  to  benefit  of  stockholders 816,  430,  854 

Amount  actually  paid  out  In  dividends : 

Preferred  stock ^  269,  439.  530 

Common  stock 124,  512,  257 

393,  951,  787 

Amount  reinvested  in  fixed  property  and  other  assets,  or  applied 
to  sinking  funds  on  United  States  Steel  bonds,  and  accruing 
to  benefit  of  stockholders 422,479,067 


^Including  $24,902  paid  out  on  stocks  of  subsidiary  companies  in  1901. 
4525"— U 2A 


846  THE  STEEL  INDUSTRY. 

The  total  of  the  amounts  reinvested  in  the  property  and  the 
amounts  applied  to  sinking  funds  on  bonds  of  the  Steel  Corporation, 
namely,  $422,479,067,  which  represents  an  equity  accruing  to  the  bene- 
fit of  the  stockholders,  does  not  include  $20,092,728  of  sundry  reserve 
funds  on  the  books  on  December  31,  1910.  Of  this  figure,  $8,402,999 
represented  insurance  funds,  and  the  balance,  $11,689,729,  contingent 
and  miscellaneous  operating  funds.  So  far  as  the  insurance  funds 
are  concerned,  these  under  certain  conditions  (i.  e.,  the  dissolution  of 
the  Corporation)  might  fairly  be  considered  as  an  addition  to  the 
equity  built  up  in  the  interest  of  the  stockholders.  In  the  case  of  the 
contingent  and  miscellaneous  funds,  however,  it  might  be  incorrect 
to  treat  them  in  the  same  manner.  Adding  the  insurance  funds  to 
the  above  figure  would  give  a  total  equity  of  rather  more  than 
$430,000,000. 

In  other  words,  the  capital  stock  of  the  Corporation,  over 
$720,000,000  of  which  at  the  organization  of  the  Corporation  (see 
p.  239)  represented  no  tangible  value  whatever,  and  much  of  which 
was  mere  "water,"  has  received  during  the  period  from  April  1, 
1901,  to  December  31,  1910,  nearly  $400,000,000  in  cash  dividends, 
while,  in  addition,  $422,479,000  more  of  the  earnings  of  the  Corpo- 
ration (this  excluding  the  sundry  funds  above  referred  to)  went 
directly  or  indirectly  to  enhance  the  equity  accruing  to  the  holders 
of  the  stock.^ 

Had  the  preferred  stock  originally  been  fully  covered  by  tangible 
property  value  this  entire  equity  thus  built  up  might  be  considered 
as  accruing  to  the  benefit  of  the  conunon-stock  holders.  Since,  how- 
ever, as  shown  on  page  240,  a  considerable  portion  of  the  preferred 
stock  in  1901  had  no  tangible  property  back  of  it,  to  this  extent  this 
increase  in  the  equity  can  not  be  considered  as  belonging  to  the  com- 
mon-stock holders. 

Opinions  as  to  whether  the  dividends  paid  out  to  the  common -stock 
holders,  together  with  the  equity  built  up  for  them  in  the  property 
of  the  Corporation,  were  excessive  or  not  must  depend  finally  upon 
opinions  respecting  the  reasonableness  of  the  average  profit  of  12 
per  cent  on  the  total  investment  as  computed  above.  If  that  rate  be 
accepted  as  reasonable  and  proper  for  a  concern  like  the  United 
States  Steel  Corporation,  then  the  distribution  of  this  amount  among 
the  various  classes  of  security  holders  is  a  subordinate  consideration, 
particularly  as  the  voting  power  is  not  restricted  to  any  small  or 
selected  group  of  security  holders,  who  thereby  might  exploit  the 
earnings  to  their  own  advantage.  If,  on  the  other  hand,  the  average 
rate  of  12  per  cent  on  the  total  investment  be  regarded  as  unreason- 
ably high,  then  the  large  equity  built  up  in  the  interest  of  the  stock- 

Mn  1003,  $150,000,000  preferred  stock  was  exchanged  into  a  like  amount  of  bonds; 
this,  howevefi  does  not  affect  this  discussion. 
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holders  must,  to  some  extent  at  least,  be  regarded  as  representing  an 
undue  exaction  from  the  consmning  public. 

In  judging  of  the  reasonableness  of  this  rate  of  12  per  cent  profit 
on  total  investment,  all  the  circumstances  of  the  case  should  be  con- 
sidered, and  in  particular  the  following:  (1)  That  the  Corporation 
was  not  one  of  a  number  of  nearly  equal  competitors,  but  rather  one 
which  controlled  a  very  large  proportion  of  the  total  business  of  the 
country,  and  one  which  possessed  in  addition  certain  quasi  mono- 
polistic features,  both  of  which  circumstances  tended  to  reduce  risk ; 
(2)  that,  as  in  all  great  companies  of  this  type,  the  stockholders  as 
a  class  had  no  real  responsibilities  of  management,  while  the  broad 
market  for  the  stock  enabled  them  to  invest  therein  or  sell  out  their 
holdings  at  current  market  values  without  difficulty;  and  (3)  that 
when  the  profit  on  that  part  of  the  actual  investment  which  was  put 
in  for  shares  of  the  capital  stock  (as  distinguished  from  bonds)  is 
considered  it  was  at  a  considerably  higher  rate  than  12  per  cent. 
(See  p.  344.) 


CHAPTER  VIII. 
THE  BOND-CONVERSION  PLAN  OF  1902-3. 

Section  1.  Bescription  of  plan  and  terms. 

In  April,  1902,  or  just  about  a  year  after  the  organization  of  the 
United  States  Steel  Corporation,  announcement  was  made  that  the 
board  of  directors  had  approved  plans  for  converting  $200,000,000 
of  the  7  per  cent  preferred  stock  of  the  company  into  5  per  cent  bonds. 
As  a  part  of  this  conversion  plan  it  was  also  proposed  to  sell 
$50,000,000  of  bonds  to  reimburse  the  treasury  for  expenditures 
previously  made  to  retire  certain  current  obligations,  and  to  secure 
additional  working  capital  for  the  Corporation. 

The  terms  of  the  plan  were  in  substance  as  follows:  An  issue  of 
$250,000,000  five  per  cent  10-60  year  sinking-fund  gold  bonds  was 
to  be  authorized.  Of  this  amount,  $200,000,000  was  to  be  paid  for 
in  preferred  stock  exchangeable  at  par,  the  additional  $50,000,000 
to  be  sold  for  cash,  also  at  par.  Each  holder  of  preferred  stock  was 
to  have  the  right  to  subscribe  for  the  new  bonds  to  the  extent  of  one- 
half  his  holdings  of  that  stock  (there  being  outstanding,  roughly, 
$500,000,000  of  preferred  stock,  or  twice  the  amount  of  the  bond 
issue  proposed).  These  subscriptions  were  to  be  payable  as  follows: 
80  per  cent  in  preferred  stock  and  20  per  cent  in  cash ;  that  is  to  say, 
a  holder  of  100  shares  of  preferred  stock  of  a  par  value  of  $10,000 
could  subscribe  for  $5,000  of  the  new  bonds  at  par  and  pay  for  them 
by  depositing  40  shares  of  his  preferred  stock,  of  a  par  value  of 
$4,000,  and  $1,000  in  cash.  The  stockholders  also  had  the  option  of 
exchanging  such  40  per  cent  of  their  holdings  of  preferred  stock 
without  subscribing  for  any  of  the  new  bonds  in  cash.  A  sjmdicate 
was,  however,  formed,  under  the  management  of  J.  P.  Morgan  & 
Co.,  to  underwrite  the  sale  of  $20,000,000  of  bonds  for  cash  at  par 
and  to  guarantee  the  exchange  of  $80,000,000  of  preferred  stock.  A 
copy  of  the  syndicate  agreement  appears  elsewhere.  (See  p.  400.) 
This  did  not  mean  that  the  syndicate  was  compelled  to  surrender 
$80,000,000  of  stock  or  to  subscribe  $20,000,000  of  cash,  in  addition 
to  subscriptions  by  other  stockholders.  It  simply  guaranteed  that 
in  all  $80,000,000  of  preferred  stock  would  be  deposited  and  that 
$20,000,000  of  bonds  would  be  paid  for  in  cash.  To  the  extent  that 
stockholders  outside  of  the  syndicate  made  such  deposits,  the  syndi- 
cate's obligation  was  reduced. 
348 
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It  will  be  seen,  therefore,  that  the  plan  did  not  really  insure  the 
raising  of  more  than  $20,000,000  of  the  $50,000,000  cash  capital 
which,  according  to  the  official  announcement,  was  urgently  needed. 

An  important  feature  of  the  arrangement,  and  one  which  proved 
productive  of  intense  dissatisfaction,  was  a  provision  that  the  under- 
writing syndicate  should  receive  a  commission  of  4  per  cent  on  all 
bonds  issued,  whether  for  cash  or  in  exchange  for  preferred  stock, 
and,  furthermore,  regardless  of  whether  such  bonds  were  exchanged 
by  members  of  the  syndicate  or  by  individual  stockholders  of  the 
Corporaticm.  Of  this  4  per  cent  commission  20  per  cent,  or  one- 
fifth,  was  to  be  retained  by  J.  P.  Morgan  &  Co.,  syndicate  managers. 
(See  sec.  3.) 

The  plan  was  submitted  to  the  stockholders  of  the  Corporation  at 
a  meeting  held  on  May  19, 1902,  and  was  approved  by  an  overwhelm- 
ing majority  of  the  stock  represented.^ 

Several  suits  were,  however,  immediately  instituted  to  prevent  the 
execution  of  this  plan.  Eventually  all  of  this  litigation  was  swept 
aside,  but  it  forced  a  postponement  of  the  plan  for  about  a  year.  On 
Mardi  3, 1903,  J.  P.  Morgan  &  Co.,  acting  on  behalf  of  the  Steel  Cor- 
poration, renewed  the  offer  of  exchange  on  the  terms  above  outlined, 
with  the  necessary  changes  in  dates. 

Section  2.  Extent  of  conversion  operations. 

At  the  time  the  conversion  plan  was  first  announced,  in  April, 
1902,  the  syndicate  members  deposited  with  the  syndicate  managers 
$80,000,000  preferred  stock,  and  it  appears  that  this  stock  was  allowed 
to  remain  in  the  hands  of  the  syndicate  managers  during  the  time 
the  plan  was  delayed  by  litigation.  There  were  deposited  by  stock- 
holders outside  of  the  syndicate,  either  at  the  time  the  plan  was 
originally  announced  or  under  the  offer  as  renewed  a  year  later, 
iHi>}200,0()0  of  preferred  stock.*  There  were  no  cash  subscriptions 
to  new  bonds  on  the  part  of  individual  stockholders  outside  of  the 
syndicate  (except  for  the  trifling  amount  of  $12,200),  since  the  bonds 

^The  Tote  was  as  foUows  : 

Preferred  stock :  Shares. 

In  favor 3,  750,  596 

Opposed 4,  865 

Common  stock : 

In  favor a,  066.  232 

Opposed 7,  675 

The  great  bulk  of  the  vote  in  favor  was  by  proxy.  Excluding  proxies  obtained  by  the 
(U rectors,  the  vote  was  as  follows : 

Preferred  stock :  Shares. 

In  favor 2,  818 

Opposed 4.  865 

Common  stock : 

In  favor 1,905 

Opposed 7,  675 

'Annual  report  of  the  Steel  Corporation  for  1903. 
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at  the  outset  sold  (on  a  "when-issued"  basis)  slightly  under  par 
and  were  selling  by  March,  1903,  when  the  plan  was  formally  put  hi 
operation,  at  only  88.  The  preferred  stock  was  selling  in  April,  1902, 
when  the  plan  was  first  announced,  at  94 ;  by  ihe  time  the  offer  was 
renewed  the  price  had  dropped  to  about  85. 

Under  the  offer  as  renewed,  the*  right  to  exchange  preferred  stock 
for  bonds,  so  far  as  shareholders  outside  of  the  syndicate  were  con- 
cerned, was  to  cease  on  May  16,  1903.  The  underwriting  syndicate, 
however,  could  make  such  exchange  until  July  1,  1904;  in  other 
words,  for  a  period  of  13^  months  after  this  privilege  was  terminated 
with  respect  to  the  stockholders  outside  the  syndicate.  It  is  true  that 
the  individual  stockholders  had  been  given  for  a  limited  period  a 
preferential  opportunity  to  exchange  their  preferred  stock  for  bonds. 
That  is  to  say,  had  every  holder  of  preferred  stock  outside  of  the 
syndicate  elected  to  exchange  40  per  cent  of  his  preferred  stock  for 
bonds,  then  the  syndicate  would  have  been  able  to  exchange  only  a 
part  (about  40  per  cent)  of  the  $80,000,000  which  it  had  deposited 
with  J.  P.  Morgan  &  Co.  As  just  shown,  however,  only  about  $45,- 
200,000  of  preferred  stock  was  deposited  by  the  shareholders  outside 
the  syndicate  up  to  May  16,  1903,  when  the  privilege  was  terminated 
so  far  as  these  stockholders  were  concerned.  On  the  other  hand,  the 
syndicate,  under  its  arrangement,  was  to  be  allowed  to  continue  such 
exchanges  up  to  July  1,  1904. 

The  exclusive  extension  of  this  privilege  to  the  underwriting  syn- 
dicate for  this  period  resulted  in  intense  dissatisfaction.  This  was 
greatly  aggravated  because  the  margin  between  the  price  of  the  bonds 
and  the  price  of  the  preferred  stock  continued  to  widen,  so  that  the 
syndicate  was  able  to  make  a  large  profit  by  buying  the  preferred 
stock  in  the  market  and  immediately  turning  it  into  bonds  worth  a 
higher  price.  (As  shown  elsewhere,  the  profit  on  this  operation  may 
have  been  more  than  offset  by  a  loss  on  the  syndicate's  cash  subscrip- 
tion to  $20,000,000  bonds.)  In  October,  1903,  the  margin  between 
the  price  of  the  bonds  and  the  price  of  the  preferred  stock  was  about 
12  points.  In  November  it  widened  out  to  15  points,  the  preferred 
stock  selling  below  50,  whereas  the  lowest  price  for  the  bonds  was 
65.^  This  meant  that  the  syndicate,  which  had  the  exclusive  right 
to  continue  the  conversion,  could,  by  buying  preferred  stock  in  the 
open  market  and  immediately  exchanging  it  for  the  new  bonds,  make 
a  profit  of  $12  to  $15  on  every  share  thus  purchased  and  exchanged. 
The  total  amount  of  the  stock  purchased  by  the  syndicate  appears  to 
have  been  about  248,000  shares.     (See  p.  355.) 

The  fact  that  the  privilege  of  such  exchange  was  confined  to  the 
underwriting  syndicate,  as  well  as  other  features  of  the  plan,  aroused 

^  Still  later  there  was  a  further  widening  of  the  marKln,  due  to  an  advance  In  the  bonds, 
but  the  arrangement  was  abandoned  soon  after  this.  (See  p.  350.) 
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widespread  disapproval.    As  a  result,  on  November  19,  1903,  the 
arrangement  was  abruptly  terminated. 

Section  3.  Sesults  of  conyersion  plan* 

Results  to  the  Corporation. — The  conversion  plan,  it  will  be 
recalled,  purported  to  provide  for  the  exchange  of  $200,000,000  of  7 
per  cent  preferred  stock  into  a  like  amount  of  5  per  cent  bonds, 
thereby  substituting  an  interest  charge  of  $10,000,000  for  dividend 
requirements  of  $14,000,000,  and  also  for  the  sale  of  $50,000,000  of 
bonds  to  provide  cash,  which  was  apparently  much  needed,  thereby 
increasing  the  interest  charges  by  $2,500,000.  One  result  of  this 
plan,  therefore,  had  it  been  carried  out  in  its  entirety,  would  have 
been  the  substitution  of  $12,500,000  of  interest  for  $14,000,000  of 
dividends,  or  a  net  saving  to  the  Corporation  of  $1,500,000.  On  the 
conversicHi  alone  the  saving  would  have  been  $4,000,000.^  As  already 
seen,  however,  this  object  was  by  no  means  realized.  The  total  amount 
of  bonds  issued  under  this  conversion  plan  was  stated  by  Chairman  ' 
Gary,  at  the  time  the  syndicate  agreement  was  terminated,  as  follows : 

$146,388,500  bonds  have  already  been  issued  In  exchange  for  stock  received 

and  canceled. 
3, 611, 500  remain  to  be  issued  in  exchange  for  preferred  stock  to  be  con- 
verted by  the  syndicate. 
2,902,000  bonds  sold  at  par  for  cash  and  pnid  for  In  full  October  1  and 

already  issued. 
17,098,000  bonds  sold  at  par  for  cash  upon  which  25  per  cent  was  paid  to 
the  CJorporatlon  October  1  and  which  will  be  issued  whenever 
the  remaining  75  per  cent  shall  be  called  for  and  paid. 

170,000,000  total  issue  outstanding. 

The  arrangement  was  further  described  in  the  second  annual  report 
of  the  Corporation  as  follows : 

Up  to  December  31, 1903,  there  had  been  issued  and  were  out- 
standing United  States  Steel  Corporation  10-60  year  5  per  cent 
sinking  fund  gold  bonds,  dated  April  1,  1903,  for  the  ag^egate 
principal  sum  of  $152,902,500.  These  bonds  were  issued  m  pay- 
ment for  1,500,000  shares  of  preferred  stock  at  par,  as  well  as 
in  consideration  of  $7,177,100  cash  received  from  J.  P.  Morgan  & 
Co.,  for  a  syndicate,  being  part  of  $20,000,000  cash  receivable 
under  the  contract  of  April  1, 1902,  approved  by  the  stockholders 
in  special  meeting  May  19,  1902,  and  thereafter  sustained  by  the 
courts.  Since  January  1, 1904,  and  up  to  the  date  of  the  writing 
of  this  report,  there  have  been  received  from  J.  P.  Morgan  &  Co. 
$3,822,900  additional  on  account  of  the  aggregate  of  $20,000,000 
cash  receivable  as  above,  and  there  have  been  issued  additional 
bonds  of  the  par  value  of  $5,097,500,  making  at  this  date  (March 
1, 1904)  a  total  issue  of  bonds  for  the  aggregate  principal  sum  of 

^This  does  not  take  account  of  the  necessity  of  an  annual  sinking  fund  provision,  nor 
of  the  4  per  cent  commission  to  the  syndicate. 
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SlSSjOOOjOOO.  Thus  the  Corporation  has  received  from  J.  P. 
Morgan  &  Co.  for  the  syndicate  $11,000,000  in  cash  and  has 
delivered  $8,000,000  in  bonds,  leaving  $9,000,000  cash  to  be  re- 
ceived and  $12,000,000  bonds  to  be  delivered. 

The  Corporation  has  the  right  at  its  option  at  any  time  to  call 
for  the  remaining  $9,000,000  cash,  but  in  order  to  avoid  the  un- 
necessary burden  of  interest  upon  bonds  issued  for  money  not 
immediately  needed,  arrangements  have  been  made  with  J.  P. 
Morgan  &  Co.  whereby,  until  otherwise  provided,  the  Corpora- 
tion will  not  be  required  to  call  the  remaining  $9,000,000  cash 
or  to  deliver  bonds  therefor  except  when  and  as  the  cash  shall 
be  needed  by  the  Corporation.  Interest  on  these  bonds  begins 
to  run  onljr  as  and  when  the  Corporation  receives  cash  for  them. 
Under  Article  Third  of  the  contract,  Messrs.  J.  P.  Morgan  &  Co., 
representing  the  syndicate,  have  received,  or  will  receive,  as  com- 
pensation 4  per  cent  upon  the  par  of  $170,000,000  bonds,  for 
which  there  have  been  sold  to  and  received  by  the  Corporation 
1,500,000  shares  of  preferred  stock  at  par,  besides  the  $20,000,000 
in  cash  received  or  receivable  as  above  stated. 

It  will  be  seen,  therefore,  that  the  plan  fell  far  short  of  accomplish- 
ing what  it  was  designed  to  accomplish.  Instead  of  providing  $50,- 
000,000  new  cash  (or,  after  deducting  the  syndicate's  commission  of 

4  per  cent,  a  net  amount  of  $40,000,000)  the  total  new  cash  raised  was 
only  $13,200,000,  this  amount  being  arrived  at  by  deducting  from  the 
$20,000,000  cash  subscribed  by  the  syndicate  the  4  per  cent  commis- 
sion on  the  total  of  $170,000,000  of  new  bonds  issued,  or  $6,800,000. 
Moreover,  only  a  portion  of  this  cash  had  been  paid  in  to  ihe  Cor- 
poration at  the  end  of  December,  19083  whereas,  according  to  the 
circular  announcing  the  conversion  plan  in  April,  1902,  $50,000,000 
of  cash  was  desired  in  the  immediate  future.  The  annual  dividend 
requirements  of  the  Corporation  had  been  reduced  by  $10,500,000 
through  the  exchange  of  the  $150,000,000  of  7  per  cent  preferred 
stock  for  the  5  per  cent  bonds,  but  interest  charges  had  been  increased 
$8,500,000  by  reason  of  the  issuance  of  a  corresponding  amount  of 

5  per  cent  bonds  plus  $20,000,000  additional  bonds  sold  for  cash. 
There  was,  therefore,  a  net  reduction  in  the  combined  charges  of 
$2,000,000  per  annum.  This  reduction,  however,  had  been  accom- 
plished only  by  substituting  a  bonded  debt  for  a  stock  liability,  and 
at  an  initial  cash  expenditure  of  $6,800,000  for  commissions. 

Results  to  the  syndicate. — The  results  of  the  bond-conversion 
plan  to  the  underwriting  syndicate  can  only  be  estimated,  since  it 
is  not  known  what  the  stock  deposited  by  syndicate  members  cost 
them,  or  what  profit  was  made  on  the  purchase  of  preferred  stock 
in  the  open  market  by  the  syndicate  for  exchange  into  bonds. 

It  will  be  recalled  that  the  syndicate  originally  deposited  $80,000,- 
000  of  preferred  stock  and  the  outside  stockholders  $45,200,000,  leav- 
ing $24,800,000  to  be  purchased  in  the  open  market  by  the  syndicate 
(the  total  amount  of  preferred  stock  exchanged  being  $150,000,000). 
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The  preferred  stock,  at  the  time  it  was  originally  deposited  by  the 
syndicate  members,  was  worth,  as  already  stated,  about  94.  The  5 
per  cent  bonds,  at  the  time  the  syndicate  was  finally  wound  up  in 
May,  1904r,  were  quoted  at  about  73.  On  this  basis  alone  (which  is 
not  wholly  conclusive),  there  was  a  loss  of  21  points  on  each  share 
of  preferred  stock  exchanged  by  the  syndicate,  or  $16,800,000  in  all. 
Against  this,  however,  must  be  placed  the  syndicate's  commission  of 
$6,800,000,  and  the  profits  which  it  made  on  the  purchase  of  pre- 
ferred stock  in  the  open  market  for  exchange  into  bonds;  deductions 
would  then  have  to  be  made  for  certain  expenses  of  the  syndicate. 
The  amount  of  the  profit  made  on  such  purchases  of  preferred  stock 
in  the  open  market  is  not  definitely  known.  Just  before  the  conver- 
sion arrangement  was  terminated,  in  the  latter  part  of  November, 
1903,  there  was  a  possible  profit  of  nearly  15  points  on  such  conver- 
sion operations.  As  shown  later,  very  heavy  purchases  of  the  pre- 
ferred stock  were  made  in  the  open  market  at  just  about  this  time, 
and  it  is  reasonable  to  assume  that  a  considerable  part  of  such  pur- 
chases were  for  the  account  of  the  syndicate,  because  of  the  large 
profit  possible  on  such  operations.  An  allowance  of  $15  per  share 
as  the  average  profit  on  such  open-market  conversion  operations 
would,  however,  probably  be  too  high.  Assuming  that  the  profit 
may  have  averaged  as  much  as  $10  per  share  for  the  preferred  stock 
exchanged,  the  syndicate's  profit  on  this  part  of  the  transaction  would 
have  been,  roughly,  $2,500,000,  in  addition  to  which  there  would  have 
been  some  interest  receipts;  but,  on  the  other  hand,  there  would  have 
to  be  deducted  the  expenses  of  the  syndicate.  Assuming  that  the  net 
profit  on  the  preferred  stock  purchased  for  exchange  into  bonds  was 
only  $2,000,000,  the  indicated  loss  of  $16,800,000  above  referred  to 
would  have  been  reduced,  after  also  taking  account  of  the  $6,800,000 
commission,  to  $8,000,000.  It  may  be  noted  that  some  estimates  of 
the  syndicate's  loss  published  in  financial  journals  about  this  time 
ranged  in  the  neighborhood  of  this  figure. 

It  is,  of  course,  somewhat  arbitrary  to  calculate  the  results  to  the 
syndicate  on  the  basis  of  the  value  of  the  bonds  on  the  day  the  syndi- 
cate agreement  was  terminated.  Some  of  the  bonds  had  been  de- 
livered to  syndicate  members  prior  to  that  date,  while  the  value  of 
those  received  at  that  time  might  perhaps  be  better  expressed  by 
taking  the  average  market  price  over  a  considerable  period  of  time. 
Thus  the  average  price  of  these  bonds  during  the  remainder  of  the 
calendar  year  1904  was  approximately  81,  or  8  points  above  the  price 
used  in  the  foregoing  calculation.  If  the  bonds  had  been  disposed  of 
at  such  an  average  figure,  the  indicated  loss  would  of  course,  be  corre- 
spondingly reduced. 

Any  calculations  of  the  results  to  the  syndicate,  however,  are 
necessarily  somewhat  inconclusive.    The  conversion  operations  were 
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accompanied  by  pronounced  depression  in  the  steel  industry  and  there 
can  be  little  doubt  that  the  preferred  stock  would  have  declined 
heavily  even  had  the  conversion  plan  never  been  undertaken.  Viewed 
from  this  standpoint,  it  might  be  argued  that  the  syndicate  members 
(and  individual  stockholders  as  well),  in  proportion  as  they  ex- 
changed preferred  stock  for  a  bond  worth  from  10  to  15  points  more, 
reduced  a  loss  which  they  might  otherwise  have  suffered.  On  the  other 
hand,  in  recent  years  the  preferred  stock  of  the  Steel  Corporation  has 
sold  well  above  these  bonds  (both  issues,  moreover,  having  sold  for  a 
long  time  well  above  par) ,  so  that  viewed  from  this  point  it  might  be 
argued  that  the  stockholders  and  qrndicate  members  who  exchanged 
their  preferred  stock  had  lost  a  possible  profit  in  this  operation. 
Against  any  sacrifice  of  future  profit  which  might  have  been  made 
by  retaining  the  7  per  cent  preferred  stock,  however,  those  who  ex- 
changed that  issue  at  all  times  enjoyed  the  advantages  afforded  by  a 
security  which  preceded  that  issue,  while,  moreover,  the  bonds  for  a 
considerable  time  sold  at  higher  prices  than  the  preferred  stock. 

Section  4.  General  criticism  of  the  conversion  plan. 

While  the  courts  of  fiinal  resort  decided  every  suit  brought  against 
the  conversion  plan  in  favor  of  the  United  States  Steel  Corporation, 
their  decisions  really  had  almost  nothing  to  do  with  the  merits  of 
the  plan  itself.  The  courts  passed  almost  exclusively  on  the  legal 
rights  of  the  Corporation.  On  the  question  of  the  propriety  of  the 
plan  the  courts  simply  held  that,  in  the  absence  of  fraud,  they  could 
not  go  back  of  the  action  of  the  directors  of  the  Corporation.  They 
held  that  there  was  no  evidence  of  fraud.  This,  however,  is  aside 
from  the  question  of  the  advisability  or  wisdom  of  the  plan. 

The  wisdom  of  substituting  a  bond  issue  for  a  portion  of  the  pre- 
ferred stock  may  be  left  to  individual  opinion.  The  question  whether 
the  company  should  have  postponed  the  payment  of  dividends  on 
the  conunon  stock  and  thus  have  avoided  issuing  bonds  for  cash  may 
likewise  be  passed  over  at  this  late  day,  and  particularly  since  these 
are  matters  which  concern  the  stockholders  rather  than  the  general 
public.  Some  features  of  the  plan,  however,  are  of  general  interest 
both  as  bearing  upon  the  organization  and  financing  of  corporations, 
and  also  because  they  had  a  direct  bearing  through  the  stock  market 
on  the  security  market  in  general,  and  thus  tended  directly  to  affect 
the  general  public.  Particular  mention  may  be  made  of  the  arrange- 
ment with  the  underwriting  syndicate  and  its  compensation.  It  will 
be  recalled  that  whereas  the  holders  of  the  preferred  stock  outside  the 
syndicate  were  permitted  to  deposit  preferred  stock  in  exchange  for 
bonds  only  during  the  period  from  March  16  to  May  16,  1903,  the 
syndicate  was,  under  the  terms  of  the  contract,  as  renewed,  per- 
mitted to  make  such  exchange  up  to  July  1,  1904.    After  the  offer 
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had  been  terminated  with  respect  to  the  shareholders  outside  the  syn- 
dicate, in  view  of  the  fact  that  such  shareholders  took  advantage  of 
the  offer  only  to  a  limited  extent,  the  decline  in  the  market  price  of 
the  preferred  stock  worked  to  the  advantage  of  the  syndicate,  since  it 
could  buy  that  stock  and  convert  it  into  bonds  at  a  higher  price. 
While  the  bonds  themselves  declined  greatly  in  value  the  preferred 
stock  fell  so  much  faster  that  there  was  a  large  profit  for  the  syndi- 
cate (with  respect  to  this  part  of  the  arrangement)  in  thus  purchas- 
ing preferred  stock  and  exchanging  it  into  bonds.  As  already  shown, 
when  the  plan  was  first  announced,  in  April,  1902,  the  new  bonds 
were  quoted  at  only  a  fraction  under  par,  and  the  preferred  stock  at 
94.  By  the  time  the  plan  was  actually  put  in  operation,  in  March, 
1903,  the  preferred  stock  had  dropped  to  about  86.  The  bonds,  how- 
ever, had  fallen  to  about  87,  so  that  there  was  only  a  small  margin 
between  them.  The  relationship  of  the  two  prices  was  substantially 
maintained  up  to  May  16,  1903,  when  the  subscription  privilege  of 
preferred  stockholders  outside  the  syndicate  was  terminated,  both 
the  stock  and  the  bonds  being  quoted  on  that  date  at  about  83.  By 
July  1,  however,  the  stock  had  fallen  to  81,  the  bonds  remaining  un- 
changed at  about  83,  thus  showing  a  difference  of  about  2  points.  By 
the  first  of  October  this  margin  had  increased  to  about  10  points,  and 
by  the  end  of  the  month  to  over  12  points,  while  by  the  middle  of 
November,  or  just  before  the  contract  with  the  syndicate  was  ter- 
minated, it  had  widened  out  to  about  15  points.  During  the  entire 
interval  from  May  16, 1903,  to  November  19,  1903,  on  which  date  the 
arrangement  was  terminated,  the  syndicate  had  the  exclusive  right  of 
conversion.  Obviously  there  was  a  heavy  profit  in  thus  purchasing 
preferred  stock  at  from  10  to  15  points  below  the  price  of  the  bonds 
and  making  the  conversion.  It  has  already  been  shown  that  the  syndi- 
cate apparently  purchased  something  like  248,000  shares  of  preferred 
stock  in  addition  to  the  amount  originally  deposited  by  it.  Ap- 
parently the  great  bulk  of  this  stock  was  purchased  during  the  in- 
terval when  the  margin  between  the  price  of  the  bonds  and  the  price 
of  the  stock  was  abnormally  wide.  Very  convincing  evidence  to 
this  effect  is  furnished  by  the  fact  that  on  October  22,  1903,  the 
United  States  Steel  Corporation,  in  making  application  to  the  New 
York  Stock  Exchange  to  have  these  bonds  listed  on  the  exchange, 
stated  that  there  had  been  issued  up  to  that  time  $133,295,500  of  the 
new  bonds,  of  which  amount  $130,411,000  had  been  issued  in  exchange 
for  preferred  stock  to  be  retired  (the  balance  having  been  sold  for 
cash  to  the  syndicate).  As  above  shown,  when  the  syndicate  agree- 
ment was  terminated  by  the  Corporation,  the  amount  of  preferred 
stock  exdianged  or  which  could  be  exchanged  was  $150,000,000. 
Therefore,  the  evidence  is  very  strong  that  during  this  interval 
between  October  22,  1903,  and  November  19,  1903,  approximately 
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$20,000,000  worth  of  preferred  stock,  or  200,000  shares,  were  purchased 
in  the  open  market  by  the  syndicate  for  exchange.  During  this  inter- 
val there  were  very  heavy  transactions  in  the  preferred  stock,  the  total 
for  the  four  weeks  ended  October  19  exceeding  2,000,000  shares,  whUe 
the  margin  between  the  preferred  stock  and  the  bonds  ranged  gen- 
erally from  12  to  15  points,  occasionally  being  somewhat  greater. 

As  already  stated  the  privilege  of  the  syndicate  to  make  such  con- 
version operations  was  terminated  on  November  19,  1903.  The  fol- 
lowing statement  was  given  out  by  E.  H.  Gary,  chairman  of  the  Cor- 
poration : 

At  a  meeting  of  the  finance  committee  of  the  United  States 
Steel  Corporation  held  yesterday  it  was  (by  unanimous  vote) 
decided  to  suggest  to  Messrs.  J.  1*.  Morgan  &  Co.  that  the  syn- 
dicate contract  for  the  conversion  of  preferred  stock  into  second- 
mortgage  5  per  cent  bonds  should  be  canceled  and  terminated 
beyond  the  amount  of  $150,000,000,  which  figure  has  very  nearly 
been  reached. 

Messrs.  J.  P.  Morgan  &  Co.  immediately  acceded  to  the  re- 
quest of  the  finance  committee  and  no  further  exchanges  will  be 
made  for  account  of  the  syndicate  beyond  the  aniount  stated. 

It  was  reported  that  this  sudden  termination  of  the  agreement  was 
prompted  by  the  threat  of  injunction  proceedings  against  the  Corpo- 
ration. However  that  may  have  been,  the  vigorous  condemnation  of 
the  plan  by  the  press  was  involving  the  Corporation  in  exceedingly 
unpleasant  notoriety,  and  there  can  be  little  doubt  that  the  abandon- 
ment of  the  arrangement  was  in  response  to  this  disapproval.  (See 
pp.  350-351.) 

While  the  evidence,  therefore,  indicates  that  the  syndicate  pur- 
chased a  very  large  quantity  of  preferred  stock  during  the  period 
when  it  was  selling  at  a  wide  margin  under  the  price  of  the  bonds, 
this  in  itself  does  not  show  that  the  syndicate  was  directly  responsible 
for  the  pronounced  depression  of  the  stock.  Such  charges  w^ould,  of 
course,  be  almost  impossible  of  proof.  It  is,  however,  worth  noting 
that  the  suspicion  was  very  widely  entertained  in  Wall  Street  at  the 
time  that  the  syndicate  was  not  merely  taking  advantage  of  a  pro- 
nounced decline  in  the  preferred  stock,  but  that  it  had  actively  as- 
sisted in  bringing  about  this  decline.  The  mere  fact  that  there  was  a 
special  inducement  to  indulge  in  such  manipulation  and  that  the  syn- 
dicate would  be  the  sole  beneficiary  at  the  expense  of  the  remaining 
stockholders  is  alone  a  very  telling  criticism  of  this  feature  of  the 
plan. 

Complaint  was  also  made  that  the  4  per  cent  commission  to  the 
syndicate  was  excessive.  Opinions  on  this  question  depend  chiefly 
of  one's  views  as  to  the  general  merit  of  the  plan  of  exchanging 
preferred  stock  into  bonds.  If  the  conclusion  be  reached  that  the 
substitution  of  $150,000,000  of  5  per  cent  bonds  for  a  like  amount 
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of  7  per  cent  preferred  stock  was  in  itself  desirable  and  advan- 
tageous to  the  Corporation,  then  the  payment  of  $6,800,000  in  the 
form  of  a  4  per  oent  commission  on  this  portion  of  the  bond  issue 
could  perhaps  be  defended.  If,  however,  such  substitution  of  bonds 
for  stock  is  regarded  as  inadvisable,  then  the  payment  of  the  4  per 
cent  commission  for  effecting  such  exchange  becomes  open  to  objec- 
tion. It  amounted,  on  this  assumption,  to  the  payment  by  the  Cor- 
poration of  $6,800,000  to  the  syndicate  for  raising  $20,000,000  of 
cash ;  in  other  words,  a  conmiission  of  34  per  cent  Viewed  in  this 
light  alone,  it  is  impossible  to  avoid  the  conclusion  that  the  commis- 
sion was  grossly  excessive. 

Without  attempting  to  pass  on  this  feature  of  the  plan,  it  seems 
clear  that  the  exclusive  privilege  allowed  the  syndicate  of  converting 
preferred  stock  into  bonds  was  undesirable  and  unjustifiable. 
Certainly  for  the  time  being  it  seriously  hurt  the  prestige  of  the 
Corporation. 

Reasons  fob  the  convebsion  plan. — There  has  been  a  great  deal  of 
discussion  as  to  why  the  directors  of  the  Steel  Corporation  decided 
upon  this  conversion  plan.  One  of  the  most  probable  reasons  for  its 
adoption  is  that  the  financial  interests  identified  with  the  Corpora- 
tion found  that  its  enormous  capitalization  acted  as  a  wet  blanket 
upon  the  stock  market  at  all  times  and,  furthermore,  that  it  con- 
stituted a  very  serious  potential  menace  in  the  event  of  a  sudden  panic. 
Although  the  preferred  stock  of  the  Corporation  was  paying  7  per 
cent  dividends,  it  was  at  that  time  regarded  by  conservative  investors 
as  distinctly  a  speculative  security.  Indeed,  during  the  depression  in 
the  iron  and  steel  industry  in  the  winter  of  1903-4,  when  the  dividend 
on  the  common  stock  was  first  cut  in  two,  and  later  suspended  alto- 
gether, there  were  very  grave  fears  that  the  Corporation  would  not 
be  able  to  maintain  dividends  on  even  the  preferred  stock.  This  feel- 
ing among  conservative  investors  undoubtedly  prevented  a  rapid  dis- 
tribution of  the  preferred  issue  by  banking  interests  who  were  carry- 
ing large  amounts  of  this  stock.  A  5  per  cent  bond,  on  the  other 
hand,  might  appeal  more  strongly  to  the  investing  class,  and  thus 
might  afford  a  means  for  relieving  the  stock  market  of  the  pressure 
of  the  enormous  capitalization  of  the  Corporation  to  that  extent. 
That  is  to  say,  if  a  large  amount  of  the  preferred  stock  of  the  Cor- 
poration then  "  on  the  market "  could  be  withdrawn,  exchanged  into 
bonds,  and  placed  with  investors  who  would  be  disposed  to  hold  the 
latter  without  much  regard  to  temporary  fluctuations  in  market  con- 
ditions, the  financial  operations  of  banking  interests  in  other  direc- 
tions would  be  facilitated  to  this  extent.  A  special  point  in  this  con- 
nection is  that  some  of  the  large  insurance  corporations,  and  other 
institutions  of  a  similar  character,  might  naturally  be  more  ready  to 
purchase  a  bond  than  preferred  stock.    There  seems  to  be  little  doubt 
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that  this  was  a  primary  motive  underlying  the  adoption  of  the  con- 
version plan. 

Another  explanation  sometimes  advanced  is  that  the  plan  was 
largely  designed  to  increase  the  value  of  the  common  stock  by 
reducing  the  prior  charges.  Some  of  the  leading  interests  in  the 
Steel  Corporation  claimed  to  be  large  owners  of  the  common  stock. 
It  is  difficult  to  believe,  however,  that  this  could  have  been  a  very 
important  consideration  in  the  minds  of  the  directors,  since  the  sub- 
stitution of  a  bonded  debt  for  the  preferred  stock  can  hardly  be  re- 
garded as  likely  to  improve  the  standing  of  the  common  stock  with 
investors  generally.  It  is  true  that  the  new  bonds  contained  a  pro- 
vision to  the  effect  that  foreclosure  proceedings  could  not  be  instituted 
under  them  until  there  had  been  a  failure  for  a  consecutive  period  of 
two  years  to  pay  interest.  It  is  also  true  that  the  conversion  opera- 
tions reduced  the  charges  coming  ahead  of  the  common  stock.  How- 
ever, the  influence  of  a  bond  issue  is  ordinarily  more  adverse  to  the 
common  stock  than  that  of  an  issue  of  preferred  stock,  and  it  hardly 
seems  probable  that  the  possibility  of  enhancing  the  value  of  the  com- 
mon stock  was  an  important  factor  in  bringing  about  this  conversion 
plan. 

Still  another  explanation  offered  for  this  plan  was  that  it  was  a 
deliberate  scheme  to  enable  the  underwriting  syndicate  to  "milk" 
the  Corporation.^  'V^Tiile  the  anticipated  profit  of  the  syndicate  un- 
doubtedly was  an  important  consideration,  and  while,  as  already 
pointed  out,  such  underwriting  profits  were  a  very  conspicuous  fea- 
ture of  the  consolidation  movement  in  the  steel  industry  throughout, 
it  hardly  seems  reasonable  to  assume  that  the  primary  object  of  the 
directors  of  the  Corporation  in  adopting  this  conversion  plan  was  to 
secure  a  large  profit  for  an  underwriting  syndicate  of  which  only  a 
part  of  them  were  members.  While  open  to  several  serious  objections, 
it  seems  more  probable  that  the  syndicate  arrangement  was  an  inci- 
dent of  the  plan  and  not  its  chief  object. 

^  Tbus  one  writer  in  discussing  this  plan  said : 

It  seems  perfectly  clear  that  an  Important  motive  for  this  transaction  was  to  se- 
cure a  targ^e  profit  to  prominent  bankers  who  were  represented  at  the  same  time  on 
thp  board  of  dircotorH  of  the  Steel  Corporation.  (W.  Z.  Ripley,  Quarterly  Journal 
of  Economics,  February,  1905.) 


CHAPTER  IX. 

BEIATIVE  POSinOH  OF  THE  mnTES  STATES  STEEL  COBPOR&- 

TIOH  IN  THE  STEEL  DniXTSTST. 

Section  1.  Compariflon  of  Steel  Corporation's  production  of  principal 
products  with  that  of  independent  concerns. 

It  is  clear  that  the  United  States  Steel  Corporation  at  its  organi- 
zation, in  1901,  overshadowed  not  only  any  individual  competitor 
in  the  industry  in  the  United  States  but  all  competitors  combined. 
Since  its  organization  the  Corporation,  as  shown,  has  acquired  sev- 
eral important  independent  concerns,  and  has  also  very  greatly  in- 
creased its  capacity  by  the  erection  of  new  plants  and  the  moderni- 
zation and  enlargement  of  old  ones.  Notwithstanding  the  resulting 
great  expansion  in  the  absolute  volume  of  its  business,  however,  the 
Corporation,  from  a  manufacturing  standpoint,  has  not  increased 
its  proportion  of  the  total  output  of  the  country.  On  the  contrary, 
in  the  case  of  several  products,  it  has  actually  failed  to  maintain  the 
position  which  it  held  in  1901.  With  respect  to  the  ownership  or 
control  of  raw  materials,  and  particularly  of  ore,  the  case,  as  shown 
later  (see  sec.  6)  is  very  different. 

The  production  of  the  Steel  Corporation,  yearly,  since  its  organi- 
zation, has  already  been  given  in  Table  30,  on  page  270.  In  Table 
50,  below,  the  Corporation's  output  of  principal  products,  from  1901 
to  1910,  is  compared  with  the  combined  output  of  independent  com- 
panies, the  total  for  the  country  also  being  given.  These  figures 
have  been  compiled  from  the  annual  statistical  reports  of  the  secre- 
tary of  the  American  Iron  and  Steel  Association,  a  recognized  au- 
thority. It  will  be  noted  that  the  classification  of  products  by  the 
American  Iron  and  Steel  Association  is  somewhat  different  from  that 
by  the  Steel  Corporation  itself,  as  given  in  Table  30,  and,  further- 
more, that  the  statistics  in  Table  50  do  not  include  certain  semifin- 
ished products,  such  as  billets,  slabs,  etc.,  which  were  included  in 
Table  30.  However,  since  the  Iron  and  Steel  Association  statistics 
are  presumably  compiled  on  a  uniform  basis  from  year  to  year,  they 
afford  a  satisfactory  basis  for  the  present  discussion. 
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Tablb  50.— annual  production  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1001-1910.1 

(From  annoal  Btsttstical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 


Iron  ore: 

Production,  all  districts 

Shipments  from  Lake 

region 

Coko« 

Pig  iron,  exoladlng 

splegel,eto 

Spiegetelsen,   farroman- 

ganefle,etc 


Ingots  and  castings: 

Bessemer .., 

Open  hearth , 


Total. 


1901. 


U.S. 

Steel 

Coiporsr 

tion. 


Or.  torn. 
12,602,213 

12,092,213 


0,618,fi03 
190,486 


6,113,688 
2,746,996 


8,860,684 


Rolled  prodoots: 

Bessemer  steel  rails 1,719,076 

Structural  shapes 629,733 

Plates  and  sheets  • 1,456,897 

Wirerods. ;  1,069,860 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products.'  1,324,393 


Total     finished 
rolled  products. . 

Wire  nails  (kegs  of  100 
lbs.) 


Iron  ore: 

Production ,  all  districts 

Shipments  from  Lake 

region 

Coke» 

Pig  iron,   excluding 

Spiegel,  etc 

Spiegelelsen,    ferroman- 

gaDese,etc 


6,189,968 


Inde- 
pendent 

com- 
panies. 


Qr.Umt. 
10,196,266 


7,897,02420,689,237 


8,973,800 


100,976      291,461 


2,699,714 
1,909,313 


4,609,027 


383,417 
797,528 


3,620,609 


6,169,369 


6,446,938 


3,366,884 


Total, 
all  com- 
panies. 


Or.tont. 

28,887,479 


16,686,898 


8,713,302 
4,656,309 


13,309,611 


1,161,740  2,870,816 


1,013,160 
2,254,425 


806,075  1,365,934 


4,846,002 


12,349,327 


9,803,822 


U.S. 
Steel 
Coip.'s 
percent- 
age of 
totaL 


1903. 


Or.tont. 


15,363,35519,655,953 


14,293,083 

8,668,891 

7,123,053 
156,188 


Or.Umt. 


Or.tont. 
35,019,306 


9,996,79624,289,878 
16,603,96925,262,360 

10,693,63817,816,691 

36,473      192,6fil 


43.9 


(0.6, 


42.4 

66.4 


7a2 
69.0 


66.3 


60.9 
62.2 
64.6 
77.6 


27.3 


1902. 


U.S. 

Steel 

Corx>ora- 

tion. 


Or.toru, 
16,063,179 


Inde- 
pendent 

com- 
panies. 


Or.tont. 
19,490, 


Or.toTkt. 

056(36,664,136 


10,669,47010,911,661 
9,621,66715,880,163 


7,802,812 


172,718 


6,769,210 
2,964,708 


9,806,614 


40,263 


2,379,163 
2,703,021 


9,743,918 


5,062,174 


1,920,786  1,014,606 


753,481 
1,583,866 
1,126,826 


6ai 


646,845 

1,081,644 

447,467 


1,701,700  3,766,996 


7,086,668  6,867,46813,944,116 


65.8 


43.8 

I 
68.8 
34.2 

39.9 

81.0 


7,122,864 


3,860,892 


Total, 
all  com- 
panies. 


U.S. 

6t«el 
Corp.'s 
peroen^ 

age  of 

total 


27,8n,121 
25,401,730 

17,008,326 

212,961 


9,138,368 
5,687,729 


14,826,002 


2,935,302 


5,466,606 


10,062,246 


1004. 


Or.  font. '  Or,  tont, 
10,503,06717,141,248 


11,746,400 
8,652,203 

7,213,033 

156,488 


10,076,430 
14,060,227 


64,004 


Or,  tont. 
27,644,330 

21,822,830 
23,621,620 


0,062,70616,276,641 


220, 


3 


45.1 

6014 
37.4 

443 

8L0 


73.9 
52.4 


65.7 


65.4 


1,300,326  57.9 
2,665, 400|  50.4 
1,574,203        as 


11.1 


50.8 


64.8 


37.9 

53.8 

36.6 

44.3 


I  These  statistics  for  1901  cover  the  business  of  the  constituent  concerns  of  the  United  States  Steel  Coi^ 
poration  for  the  entire  calendar  year  and  not  merely  for  the  nine  months  oovered  by  the  operatkios  of  that 
coocon 

*  All  figures  for  coke  are  given  in  net  tons. 

*  Including  black  plates  for  tinning,  but  exdndlng  nail  plate. 
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Tabu  SOl— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
im-lUO-Contiiiued. 

[From  anBual  statistical  reports  of  the  Amerioaa  Iran  md  Sted  Association.) 


Pradnet. 


I&fots  and  castings: 


Openbearth. 
Total.... 


RoOed  products: 
BMKmer  steel  rails. .. 

Stroetural  shapes , 

Plates  and  sheets  1 

Wire  rods. 

Ban,  skelp,  nafl  i^te, 
open-hearth  and  Iron 
rails,  and  other  fin- 
ished rolled  products. 

Total    finished 
rolled  products.. 

Wire  nails  (kegs  of  100 
lbs.) , 


190a— Continued. 


U.S. 

Steel 

CorporBr 

ti<m. 


Or.totu, 

6,191,060 

2,976,300 


9,167,960 


honoce: 
Production,  all  districts 
Shipments  from  Lake 


Coke* 

Pig  iron,  excluding 

Spiegel,  etc 

Bptagpteisen,   ferroman- 

gsoeae,etc 


IfiSDts  and  castings: 


Open  hearth. 


Total. 


Rolled  prodncts: 
BesBsmer  steel  rails. 
Structural  shapes. . . 
Plates  and  sheets  1.. 
Wire  rods 


1,934,315 

660,978 

1,557,223 

1,100,290 


1,510,086 


6,782,891 


6,801,180 


Inde- 
pendent 

com- 
panies. 


Or.totu. 

2,401,169 

2,853,611 


5,264,780 


1,012,441 
434,836 

1,042,442 
403,165 


3,551,923 


6,444,806 


2,830,481 


Total, 
allcon^ 
panies. 


Or,  twM, 

8,502,829 

5,829,911 


14,422,740 


2,946,766 
1,095,813 
2,599,665 
1,503,466 


5,002,008 


13,207,607 


9,631,661 


U.S. 

Steel 
Corp.'s 
percent' 

age  of 

total. 


1905. 


Or.Unu. 
18,486,556 


19,251,872115 
12,242,909 


9,951,891 


220,267 


7,379,188 
4,616,061 


1,713,610 

908,096 

2,028,429 

1,365,707 


Or.tona. 
24,089,  Sn 


,101,584 
19,968,220 


Or.  ton». 
42,526,133 

34,353,456 
32,231,129 


12,746,51322,606,404        43.8 


73,719 


3,562,187 
4,355,325 


11,996,239  7,917,512 


1,478,737 
752,423 

1,503,801 
542,081 


293,976 


10,941,375 
8,971,376 


19,912,751 


3,192,347 
1,660,519 
3,532,230 
1,806,688 


72.0 
51.0 


63.5 


65.6 
60.3 
59.9 
73.1 


29.8 


5L2 


7a  6 


43.4 

56.0 
37.9 


74.9 


67.4 
5L4 


6a2 


53.6 
54.6 
57.4 
60.9 


1904— Continued. 


U.S. 
Steel 
Corpora- 
tion. 


Or.  tons. 

5,427,979 

2,978,399 


8,406,378 


1,223,884 

523,854 

1,406,397 

1,212,012 


1,378,661 


5,744,798 


7,998,912 


Inde- 
pendent 

com- 
panies. 


Or.  font. 

2,431,161 

2,929,767 


5,360,928 


914,073 

425,202 

1,015,001 

487,016 


3,427,201 


6,268,583 


3,927,749 


Total, 
all  com- 
panies. 


Or.  iam$, 

7,869,140 

6,908,166 


13,767,306 


2,137,957 

949,146 

2,421,398 

1,699,028 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


4,805,852 


12,013,381 


11,926,661 


1906. 


Or.  tofu. 


Or.Unu. 


Or.Unu. 


20, 645, 148  Z7, 104, 580  47, 749, 728 


17,637,66638,523,439 


20,885,774 
13,295,075123,106,142 


11,061,794 


205,583 


8,072,655 
5,466,544 


13,529,199 


1,995,868 
1,157,271 
2,354,790 
1,342,391 


13,939,75525,001,549 


100,050 


4,203,175112 
5,523,8eo|lO 


9,727,044 


1,795,501 
961,501 

1,827,366 
529,223 


36,401,217 


305,642 


,275,830 
,960,413 


23,256,243 


3,791,459 
2,118,772 
4,182,156 
1,871,614 


>  Indodtng  black  plates  for  tinning,  but  excluding  nail  plate. 
*  All  figures  for  coke  are  given  in  net  tons. 

4525'— 11 26 


69.0 
5a4 


6L0 


57.2 
56.1 
58.0 
71.3 


28.6 


47.8 


67.0 


43.2 

54.2 
36.5 

44.2 

67.2 


65.7 
40.6 


58.1 


52.6 
54.6 
56.3 
71.7 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued. 

[From  annual  statlsttcal  reports  of  the  American  Iron  and  Steel  Association.^ 


Product. 


Rolled  products— Con  td. 
Bars,  skelp,  nail  plate, 
open-baarth  and  iron 
rails,  and  other  fin- 
ished rolled  products. 

Total     finished 
rolled  products.. 

Wire  nails  (kegs  of  100 
lbs.) 


1905— Continued. 


U.S. 
Steel 
Corpora- 
tion. 


Or,  tons, 
2,063,113 


7,978,966 


Iron  ore: 

Production,  all  districts 

Shipments  from  Lake 

region 

Cokei 

Pig  iron,  excluding 

Spiegel,  etc 

Splegeleisen,    ferroman- 

ganese,  etc 


Or.  tons.    Or.  tons.    Or.  tons. 
22,403,801  29,316,81851,720,619 


23,148,467  19, 096, 603;  42, 245, 070 
12, 373, 938  28, 405, 626''40, 779, 664 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. 


Rolled  products: 

Bessemer  steel  rails. . . . 

Open-hearth  steel  rails. 

Structural  shapes 

Plates  and  sheets  > 

Wire  rods 

Bars,  skelp,  nail  plate, 
open-hearth  and  Iron 
rails,  and  other  fin- 
ished rolled  products. 

Total    finished 
rolled  products . 

Wire  nails  (kegs  of  100 
lbs.) 

Tin  plates  and  teroe 
plates 


7,175,418 


Inde- 
pendent 

com- 
panies. 


Or.  tons. 
4,583,118 


Total, 
all  com- 
panies. 


U.S. 
Steel 
(^rp.'s 
percent- 
age of 
total. 


Or.  tons. 
6,646,231 


8,861,06016,840,015 


3,679,47410,864,802 


1907. 


10,633,496 
186,472 


7,556,460 
5,543,088 


13,099,548 


1,744,578 


1,066,727 
2,372,496 
1,443,191 


2,814,042 


9,441,036 


7,794,546 


14,806,517 
152,876 


4,111,089 
6,006,648 


10,117,737 


1,635,447 


873,625 

1,876,334 

574,392 


5,463,988 


10,423,786 


3,936,408 


25,442,013 
339,348 


11,667,549 


11,649,736        47.9 


23,217,285 


3,380,025 


1,040,352 
4,248,832 
2,017,583 


8,278,030 


19,864,822 


11,731,044 


81.0 


47.3 


66.1 


43.3 

64.7 
3a3 

41.7 

54.9 


1906— Continued. 


U.S. 

Steel 

O>rpora- 

tion. 


Or,  tons. 
2,582,626 


9,432,946 


64.7 


56.4 


51.6 


54.9 
55.8 
71.6 


33.9 


47.5 


66.4 


7,524,114 


Inde- 
pendent 

com- 
panies. 


Chr.Ums. 
6,041,841 


10,155,522 


3,962,533 


Total, 
all  com- 
panies. 


Or.  tons. 
7,624,467 


19,588,468 


11,486,647 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
totaL 


1908. 


Or.  tons. 
16,662,715 


Or.  tons. 
19,320,621 


Or.  tons.  I 
35,963,336        46.3 


14,579,613 11,435,37426,014,967 


8,169,931 

6,819,064 

115,344 


4,056,275 
3,783,438 


7,838,713 


790,630 

265,067 

510,843 

1,377,060 

1,234,220 


1,394,179 


5,571,528 


6,529,718 
386,718 


17,863,587 


8,964,93615,784,000 


36,674 


2,061,480 
4,053,291 


6,114,771 


558,523 
306,724 


1,272,604 
582,729 


2,963,247 


6,256,665 


4,133,254 
150,360 


26,083,518 


152,018 


6,116,756 


13,063,484 


1,349,153 
571,791 


572,838  1,083,181 


2,649,603 
1,816,949 


4,367,426 


11,828,195 


10,062,972 
537,067 


*  All  figures  for  coke  are  given  in  net  tons. 

s  Indudhig  black  plates  for  tinning,  but  excluding  nail  plate. 


33.8 


48.1 


655 


5&0 
31.3 

43.2 

75.8 


66.2 


7,836, 729>       4&2 


S&l 


5&6 
46.3 

47.1 
51.9 
67.9 


31.9 


47.1 


61.2 

72.0 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
im-UlO-Continoed. 

[From  annaal  statlsUcal  reports  of  the  American  Iron  and  Steel  Association.] 


Product 


1900. 


U.S. 

Steel 

Corpora- 

Uon. 


27,863,224 


Iioo  ore:  Or.  to/nt. 

Prodiieyon.aUd]stricts;23, 431,047 
Shipments  from  Lake  I 
nfion 21,876,246120,710,623 


Coke* 

Piclrao,  ezcloding 

spieed,  etc 

Spjegelelsen,   fiarToman- 

8uie8e,ate 


13, £00,112 


Inde- 
pendent 

com- 
panies. 


Total, 
all  com- 
panies. 


Or.ttmi. 


11,466,20014,116,231 


163,160 


Ingots  lad  castings:  * 

Beaaemer •  6,846,300 

Openhearth 7,608,880 


26,724,053 


61,800 


Of.  font. 
51,204,2n 

42,686,800 
30,316,066 


25,670,431 


225,040 


3,484,483 


0,330,783 


6,065,04714,403,036 


Total 13,366,18010,400,53023,824,710 

i I 


Rolled  products: 

Beaaemer  steel  rails 

Openhearth  steel  rails. 


1,012,512 
722,605 


Stroctural  shapes 1,071,018 

nates  and  sheets' 2,106,576 

Wiienxb 1,636,036 

Bars,  skelp,  nail  plate, 
inn  rails,  and  other 
finisbed  rolled  prod- 
arts I  3,063,660 


754,660 

634,060 

1,204,544 

2,125,770 

708,740 


4,711,503 


Total  finished 
rolled  products. . 


0,605,30610,030,384 


Wire  nails  (kegs  of  100 

lbs.) 8,442,500 

Tin  plates   and    teme 

plates. 378,767 


1,767,171 
1,266,674 
2,275,562 
4,234,346 
2,335,685 


7,775,252 


10,644,600 


U.S. 

Steel 

Corp/s 

percent, 

age  of  I 

total.  ' 


45.7 

51.4 
34.6 

44.8 

72.5 


1010. 


U.S. 
Steel 
Corpo; 
tion. 


Or.  toru. 
25,246,816 


Inde- 
pendent 

com- 
panies. 


Or.tont. 


Total, 
all  com- 
panies. 


U.S. 

Steel 
Corp.'s 
percent- 
age of 
total. 


Or.  ton*. 


22, 185, 072  21, 266, 425  43, 442, 307 


13,640,578 


11,657,762 


173,636 


28,050,232 


15,421,374 


50,705 


62. 7| 
51.8 


5,706,223 


3,616,540 


8,383,146  8,121,363 


41,708,810 

27,070,136 

224,431 


51.0 
32.7 

43.0 

77.4 


0,412,772 


61.6 


56.0114,170,36011,737,012 


57.3 
57.5 
47.1 
40.8 
60.7 


30.4 


1,134,381 
1,004,565 
1.163,300 


16,504,509        50.8 


25,017,281 


54.7 


750,061 

746,794 

1,103,590 


2,380,100  2,575,378 
1,508,204!      733,536 


3,203,279  5,317,995 


1,884,442 
1,751,350 
2,266,800 
4,955,484 
2,241,830 


8,521,274 


60.2 
57.4 
51.3 
48.0 
67.3 


37.6 


48.9  10,303,92511,227,354,21,621,2791        48.1 


5,473,55313,016,053 


233,102      611,960 


60.7 
61.9 


,  I 

( 
7,041,692  5,663,21012 


,704,902!        55.4 


440,694       282,076       722,770 


61.0 


I  .Ul  fignres  for  coke  are  given  in  net  tons. 

*  The  diTidon  of  the  total  production  between  Bessemer  and  open  hearth  is  not  given  by  the  American 
InoQ  and  Steel  Aaaodatton  in  these  years.  The  figures  for  the  Steel  Corporation  alone  appear  in  Table  30 
(p.2?0). 

*  iiirfn^«iBg  black  plates  for  tinning,  btit  ezcludtaig  nail  plate. 

Section  2.  Percentages  of  conntry's  prodnction  of  principal  iron  and  steel 
prodncts  controlled  by  Steel  Corporation. 

The  relative  position  of  the  Steel  Corporation  from  a  manufactur- 
ing standpoint  may  be  better  seen  from  the  following  table — based 
upon  Table  50 — ^which  gives  simply  the  Corporation's  percentages  of 
the  country's  production  of  these  leading  iron  and  steel  products  dur- 
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ing  this  period.  It  may  be  noted  that  the  percentages  for  pig  iron 
and  spiegeleisen,  ferromanganese,  etc.,  in  addition  to  being  stated 
separately,  are  in  this  table  combined. 

Tablb  61.— proportion  OF  TOTAL  UNITED  STATES  PRODUCTION  OF  IRON  ORE, 
COKE,  AND  VARIOUS  IRON  AND  STEEL  PRODUCTS  CONTROLLED  BY  THE  UNITED 
STATES  STEEL  CORPORATION,  YEARLY,  1901-1910. 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 

1901. 

1902. 

1903. 

1904. 

1905. 

1906. 

1907. 

1908. 

1909. 

1910. 

Iron  ore: 

Production,  all  districts 

P.ct. 
43.9 
61.6 

(•) 
42.4 

65.4 

42.9 

P.ct, 
45.1 
60.4 
37.4 
44.3 
81.0 
44.7 

P.ct. 
43.8 
5R.8 
34.2 
39.9 
81.0 
40.4 

P.ct. 
37.9 
53.8 
36.6 
44.3 
70.5 
44.6 

P.ct. 
43.4 
56.0 
37.9 
43.8 
74.9 
44.2 

P.ct. 
43.2 
54.2 
36.5 
44.2 
67.2 
44.5 

P.ct. 
43.3 
54.7 
30.3 
41.7 
54.9 
41.9 

P.ct. 
46.3 
56.0 
31.3 
43.2 
75.8 
43.5 

P.ct. 
45.7 
51.4 
34.6 
44.8 
72.6 
45w0 

P.a. 

(*) 

Shipments  from  Lake  region 

Coke 

51.0 
32.7 

Pi?  Iron 

410 

Spiegeleisen,  farromanganese,  etc 

Total  pis  iron,  spiesel.  ferro.  etc 

77.4 
43.3 

Ingots  and  castings:  i 

Bessemer 

70.2 
50.0 

73.9 
52.4 

72.0 
51.0 

60.0 
50.4 

67.4 
51.4 

86.7 
49.6 

64.7 
47.9 

66.2 
48.2 

62.7 
51.8 

61.6 

Open  hearth 

5a8 

Total 

6&3 

6&7 

63.5 

61.0 

60.2 

58.1 

56.4 

5&1 

5&0 

517 

RoUed  products: 

Bessemer  steel  rails 

59.9 

(«) 
62.2 

64.6 

77.6 

27.3 

65.4 

(*) 
57.9 
59.4 
71.5 

31.1 

65.6 

(*) 
60.3 

59.9 

73.1 

29.8 

57.2 

0) 
55.1 
58.0 
71.3 

2&6 

53.6 

(*) 
54.6 
57.4 
60.9 

31.0 

52.6 

(*) 
54.6 

5&3 

71.7 

33.8 

51.6 

0) 
54.9 

55.8 

7L5 

33.9 

58.6 
46.8 
47.1 
51.9 
67.9 

31.9 

57.3 
57.6 
47.1 
40.8 
00.7 

30.4 

G0l2 

Open-hearth  steel  rails 

57.4 

Structural  shapes 

51.3 

Plafw  and  ?h«ets* 

48.0 

Wire  rods 

67.3 

Bars,  skelp,  nail  plate,  iron  rails,  and 
other  finished  rolled  products 

37.6 

Total  finished  rolled  products . . . 

50.1 

50.8 

51.2 

47.8 

47.3 

48.1 

47.5 

47.1 

48.0 

48.1 

Wire  nails  (kegs  of  100  lbs.) 

65.8 
(») 

64.8 
(•) 

70.6 
(») 

67.0 
(») 

66.1 
(•) 

65.5 
(') 

66.4 
(») 

61.2 
72.0 

6a7 
61.0 

55.4 

6L0 

1  See  note  2,  page  363.  *  Data  not  available. 

>  Including  black  plates  for  tinning,  but  excluding  nail  plate.      *  None  produced  by  CorporatioQ. 

The  Steel  Corporation  itself  prepared  a  comparative  statement  of 
similar  percentages  with,  however,  a  somewhat  different  classification. 
The  Corporation,  it  should  be  noted,  relied  largely  upon  the  reports 
of  the  American  Iron  and  Steel  Association.  Its  figures  are  given 
in  Table  52.  They  are,  in  most  instances,  substantially  the  same  for 
the  same  products  as  those  compiled  by  the  American  Iron  and  Steel 
Association  except  that  in  1907  the  Steel  Corporation's  figures  include 
the  production  of  the  Tennessee  Coal,  Iron  and  Railroad  Company, 
while  those  of  the  American  Iron  and  Steel  Association  do  not.  The 
Corporation's  figures  for  ingots  and  castings,  moreover,  include  cer- 
tain special  steels,  the  tonnage  of  which  is  small,  while  those  of  the 
Association,  as  here  given,  do  not.* 

^  In  1909  and  1910  tbe  Association  included  special  steels  In  its  ingot  figures,  but 
they  have  been  excluded  by  the  Bureau  so  as  to  keep  the  Association's  stutlstlcs  on  a 
uoiform  basis. 
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Table  52. — STEEL.  CORPORATION'S  PERCENTAGES  OP  TOTAL  PRODUCTION  IN 
THE  UNITED  STATES  OP  PIG  IRON  AND  VARIOUS  STEEL  PRODUCTS,  AS  COM- 
PUTED BY  THE  CORPORATION.  1901-1910. 

(These  data  are  based  upon  actual  tonnage  produced,  except  as  otherwise  noted,  as 
(umlsiied  by  statistics  published  by  the  American  Iron  and  Steel  Association  supplemented 
by  inTcstlsatlon  made  by  the  United  States  Steel  Corporation.^] 


Year. 

Pig  Iron, 

spl^,and 

ferro. 

Steel  ingots 

and 

castings. 

Rails. 

StructuTBl 
shapes. 

Plate 

sheets 

kin 

sand 
lofaU 
ds.< 

■ 

O 

Black  plate 

produced  in 

tin  mills. 

• 

■ 

O 

56.8 
66.2 
50.6 
65.3 
55.8 
66.6 
66.7 
56.6 
65.0 
56.6 

o 

1 

O 

a 

1 

O 

87.8 
42.1 
89.7 
44.9 
46.4 
46.4 
46.1 
52.9 
53.0 
{*) 

"1 

"1 

1 

O 

igoi                  

43.2 
44.8 
4a4 
44.7 
44.2 
44.6 
44.3 
43.6 
4110 
43.4 

66.7 
66.2 
63.1 
60.7 
60.0 
67.8 
67.1 
66.9 
66.8 
64.3 

84.3 
34.8 
36.9 
80.3 

4ao 

42.2 
42.9 
44.1 
44.2 
46.7 

59.8 
07.6 
64.4 
64.3 
61.2 
5a2 
52.2 
66iO 
57.4 
58.9 

40.2 
32.4 
86.6 
46.7 
48.8 
40.8 
47.8 
46.0 
42.6 
41.1 

62.2 
67.9 
6a3 
66.1 
64.6 
616 
64.9 
47.1 
47.0 

(*) 

64.6 
59.4 
59.9 
68.0 
67.4 
5A.3 
55.8 
61.9 
40.7 
(0 

35.4 
4a6 

4ai 

42.0 
42.6 
43.7 
44.2 

48.1 

5a3 

79.8 

7a  7 

77.6 
71.6 
67.9 
7a4 
69.1 
67.6 
60.0 
52.9 

20.2 

igrw              

29.3 

igos           

22.4 

1 0fU                 

28.6 

I«ns              

32.1 

1906            

29.6 

19071         

30.9 

1508"      

32.4 

igrtti             

40.0 

MQi               

47.1 

Year. 

Coated  tin- 
mill  prod- 
ucts. 

Black  and 

coated 
sheets  pro- 
duced in 
sheet  mills. 

Wirorods.* 

Wire  nails. 

Wrought 

pipe  and 

tubes.* 

Seamless 
tubes.* 

poo 

• 

1 

O 

"J 

pOD 

• 

"1 

pS 

• 

1 
O 

it 

• 

O 

pS 

• 

1 

O 

'1 

POQ 

1 

O 

1901 

73.1 
71.4 
76.4 
71.4 
71.3 
73.6 
72.6 
71.1 
61.9 
61.1 

26.9 
28.6 
23.6 
28.6 
28.7 
26.6 
27.4 
28.9 
38.1 
88.9 

67.8 

5ai 

61.4 
62.8 
58.4 

62L7 
5a6 
41.3 
40l7 
38.9 

32.7 
41.9 
48.6 
47.2 
41.6 
47.3 
49.4 
68.7 
50.8 
61.1 

T7.7 
71.6 
73.1 
71.6 
60.0 
71.7 
71.6 
67.0 
69.7 
67.3 

22.3 
28.4 
26.9 
28.5 
30.1 
28.3 
28.6 
32.1 

3a3 

32.7 

68.1 
64.8 
71.6 
68.2 
67.4 
65.2 
69.4 
67.6 
60.9 
56.5 

31.9 
36.2 
28.4 
31.8 
32.6 
34.8 
30.6 
32.4 
39.1 
44.5 

67.2 
53.0 
54.6 
61.1 
610 
52.4 
53.3 
47.4 
43.7 
38.2 

42.8 
47.0 
46.4 
48.9 
46.0 
47.6 
46.7 
52.6 
56.3 
61.8 

82.8 
72.2 
611 
611 
6a8 
65.5 
66.4 
66.3 
61.0 
55.3 

17.2 

1902 

27.8 

1903              

36.9 

1901 

36.9 

1905 

39.2 

1905. 

316 

l«7i. 

33.6 

1K6S 

33.7 

1900*. 

39.0 

1910* 

44.7 

>  The  relatire  percentages  shown  in  the  above  statement  are  based  upon  gross  production.  However, 
is  related  to  the  domestic  consumption  within  the  United  States  of  the  several  products,  the  above  per- 
eentages  given  for  United  States  Sted  overstate  its  relative  position.  This  is  because  approximately  10 
per  cent  of  the  Steel  Corporation's  output  is  shipped  in  the  exjiort  trade,  while  all  other  manufacturers 
In  the  United  States  as  a  whole  conduct  a  comparatively  small  export  business.  Making  allowance  for 
this  export  tonnage,  it  is  estimated  by  the  Corporation  that  its  tonnage  is  equal  in  total  to  somewhat  less 
than  50  per  cent  of  the  entire  steel  produced  in  the  United  States  which  is  sold  for  domestic  uses. 

*  IndndH  sheets  for  tinning,  galvanising,  and  other  coatings. 

*  TVmwBee  Coal,  Iran  and  RaUioad  Company  included  with  Steel  Corporation  in  these  years. 
« Data  not  available. 

^  The  pereentBges  given  for  win  rods  also  overstate  the  relative  position  of  the  Corporation  as  to  the  wire 
industry  as  represented  by  wire  for  consumption,  because  of  the  fact  that  the  Corporation  has  sold  annu- 
ally from  8  to  10  per  cent  of  its  output  of  wire  rods. 

*  These  poeentages  are  based  on  capacity,  not  production,  and  moreover,  the  capacity  of  *'other"  com- 
panies is  partly  estimated.  The  comparison  does  not  include  cast-iron  pipe,  which  the  Stee^Cocporation 
does  not  make  at  all. 
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For  the  purposes  of  the  present  discussion  it  will  be  found  con- 
venient to  use  the  classification  given  in  Table  51,  referring  from  time 
to  time  to  the  percentages  computed  by  the  Steel  Corporation.  From 
an  examination  of  Table  51  it  will  be  seen  that  the  CorpcMration  has 
maintained  its  relative  position  in  the  industry  much  better  in  the 
case  of  iron  ore  and  pig  iron  than  in  the  case  of  crude  steel  and  fin- 
ished steel  products.  The  changes  in  its  relative  position  may  bes-t 
be  seen  by  a  discussion  of  the  important  products  separately. 

Iron  ore. — ^With  respect  to  the  production  of  iron  ore,  it  will  be 
seen  that  the  Corporation  has  well  maintained  the  position  which  it 
held  in  1901.  Indeed,  the  figures  for  recent  years  show  that  its  per- 
centage of  the  total  production  of  the  country  is  somewhat  greater 
than  it  was  in  1901.  Thus,  in  1908  the  Corporation  produced  46.3 
per  cent  of  the  total  ore  output  of  the  country,  and  in  1909,  45.7  per 
cent,  as  compared  with  43.9  per  cent  in  1901.  (The  1910  figures  have 
not  yet  been  published  by  the  Association.  The  Corporation's  pro- 
portion in  that  year,  however,  based  upon  Geological  Survey  figures, 
was  44.4  per  cent.) 

A  striking  feature  of  these  percentages  for  ore  is  their  compara- 
tive uniformity.  Except  for  1904,  the  Corporation's  percentage  of 
the  total  production  never  fell  as  low  as  43  per  cent,  and  in  only  one 
year  exceeded  46  per  cent. 

These  percentages  of  production  are  based  upon  the  total  output 
of  the  country.  Taking  ore  shipments  from  the  Lake  region  (the 
production  of  mines  in  that  region  alone  not  being  shown  by  the 
American  Iron  and  Steel  Association's  reports),  the  Steel  Corporation 
had  a  distinctly  larger  share  of  the  business  than  it  had  of  the  total 
production  of  the  country.  The  average  for  the  period  1901-1908 
was  in  the  neighborhood  of  56  per  cent,  as  against  an  average  of, 
roughly,  44  per  cent  of  the  total  production.  However,  while  the 
Steel  Corporation's  share  of  the  country's  production  has  been  well 
maintained,  with,  in  fact,  an  increasing  tendency  (chiefly  on  ac- 
count of  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company),  its  share  of  the  shipments  from  the  Lake  Superior  region 
has  declined  rather  sharply,  especially  since  1908,  its  percentage  in 
1910  being  only  51  as  against  61.6  in  1901. 

Generally  speaking  it  may  be  said  that  the  Steel  Corporation  has 
since  its  organization  controlled  approximately  45  per  cent  of  the 
production  of  the  country's  ore  and  substantially  55  per  cent  of 
the  shipments  of  ore  from  the  Lake  Superior  region  alone,  Since 
the  bulk  of  the  ore  used  for  steel-making  purposes  comes  from  the 
Lake  region,  the  latter  percentage  is  the  better  index  to  the  real  posi- 
tion of  the  Steel  Corporation  as  an  ore  producer.  The  actual  pro- 
duction of  ore  by  the  Steel  Corporation  in  1910,  as  will  be  seen  from 
Table  50,  was  in  excess  of  25,000,000  tons,  of  which  approximately 
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23,000,000  tons  was  from  its  Lake  Superior  mines.  Almost  18,000,- 
000  tons  of  the  Corporation's  total  for  the  year  was  from  the  Mesabi 
Range  alone. 

Coke. — ^Table  51  shows  that  the  Steel  Corporation  not  only  occupies 
a  much  less  important  position  in  the  coke  industry  than  in  the  ore 
industry,  but  also  that  its  percentage  of  the  country's  coke  produc- 
tion has  been  gradually  reduced  since  its  organization.  Thus,  from 
37.4  per  cent  in  1902  (figures  for  1901  not  being  available),  the  Cor- 
poration's share  of  the  coke  production  of  the  country  had  by  1910 
fallen  below  33  per  cent ;  in  1907  and  1908  it  was  somewhat  lower. 

These  percentages  for  coke  are  somewhat  misleading,  for  the  reason 
that  a  considerable  amount  of  the  total  production  under  discussion 
is  for  other  than  iron  and  steel  making  purposes,  and  the  percentages, 
therefore,  tend  to  understate  the  importance  of  the  Steel  Corporation 
in  this  branch  of  the  coke  business.^  If  statistics  of  production  of 
coke  for  iron  and  steel  making  purposes  alone  were  available,  the 
Corporation's  percentages  would  be  distinctly  higher. 

Pio  IRON. — ^The  striking  feature  of  the  Corporation's  percentages 
of  pig-iron  production  is  their  close  similarity  to  those  for  ore,  not 
only  in  the  figures  themselves  but  in  their  comparatively  moderate 
fluctuations  during  the  period  covered.  Thus,  the  extreme  range  in 
these  percentages  (including  ferromanganese,  etc.)  in  Table  51  was 
from  40.4  per  cent  to  45  per  cent,  and  excluding  the  year  1903,  from 
only  41.9  per  cent  to  45  per  cent.  When  it  is  recalled  that  during  this 
period  the  large  pig-iron  capacity  of  the  Union-Sharon  and  Clairton 
steel  ccxnpanies  and  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany was  acquired,  not  to  mention  still  larger  additions  by  new 
furnaces  built  (see  Table  29,  p.  269),  the  failure  of  the  Corporation 
to  substantially  increase  its  percentage  is  a  striking  indication  of  the 
rapid  growth  of  independent  production. 

The  Steel  Corporation's  own  percentages  of  its  production  of  pig 
iron,  as  given  in  Table  52  (these,  as  already  stated,  being  based  upon 
the  total  figures  of  production  as  compiled  by  the  American  Iron  and 
Steel  Association),  are  substantially  identical  with  those  compiled 
hy  the  Association  itself,  except  for  1901  and  1907. 

The  discrepancy  between  the  two  sets  of  figures  in  1901  was  appar- 
ently due  to  the  fact  that  certain  revisions  of  the  figures  of  that 
year  were  subsequently  made  by  the  Steel  Corporation  which  are  not 
taken  account  of  in  the  figures  of  the  American  Iron  and  Steel  As- 
sociation, while  the  difference  in  1907  is  due,  as  already  stated,  to 
the  fact  that  the  Steel  Corporation's  percentages  include  the  produc- 
tion of  the  Tennessee  Coal,  Iron  and  Railroad  Company,  while  those 

^It  ihonld  be  noted,  boweTer,  tbat  tbe  production  of  coke,  as  given  in  Table  50,  does 
not  Include  coke  produced  as  a  by -product  of  illuminating  gas,  commercially  known  as 
"ga«-bouse  coke/* 
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of  the  American  Iron  and  Steel  Association  do  not.  The  percentages 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company's  pig  iron  produc- 
tion to  the  total  of  the  country  from  1907  to  1910,  inclusive,  were  as 
follows : 

1907 ^ 2. 3 

1908 a  2 

1909 2.  2 

1910 2. 8 

It  will  be  seen,  therefore,  that  had  it  not  been  for  the  absorption  of 
the  Tennessee  concern  the  Steel  Corporation  would  have  suffered  a 
perceptible  decline  in  its  position  as  a  producer  of  pig  iron  in  the  past 
few  years. 

During  the  ten-year  period  there  was,  of  course,  a  very  great  in- 
crease in  the  production  of  pig  iron.  The  total  increase  and  the  rela- 
tive increase  by  the  Steel  Corporation  and  by  independent  companies 
are  given  in  the  following  summary : 


1901. 

1910. 

Increase. 

By  United  States  Steel  Corporation  Interests 

By  Independent  companlefi 

Tons, 

6,856,731 

9,022,623 

Tont. 
11,881,308 
16,467,147 

Tom. 

4,976,667 

6,444,624 

PerceiA, 
72.6 
71.4 

Total  for  United  States 

16,878,364 

27,298,645 

11,430,191 

71.9 

As  already  pointed  out,  the  percentages  of  the  Corporation's  pro- 
duction above  given  do  not  give  an  adequate  idea  of  its  importance  in 
the  pig-iron  branch  of  the  steel  industry,  for  the  reason  that  a  c<mi- 
siderable  part  of  the  country's  pig-iron  output  is  used  for  the  manu- 
facture of  foundry  iron  and  for  other  purposes  which  do  not  bring  it 
extensively  into  the  field  of  the  United  States  Steel  Corporation, 
which  is,  of  course,  preeminently  a  steel-making  concern. 

From  what  has  been  said,  therefore,  it  will  be  seen  that  the  Steel 
Corporation's  position  in  the  iron-ore  industry  and  in  the  production 
of  the  first  crude  material  of  the  steel  industry  (pig  iron)  has  been 
fairly  well  maintained  at  the  percentages  recorded  at  the  time  the 
Corporation  was  formed  in  1901.  The  Corporation's  percentage  of 
coke,  on  the  other  hand,  has  fallen  off  somewhat,  but  allowing  for  the 
fact,  above  noted,  that  the  percentages  are  based  on  a  total  which  in- 
cludes a  considerable  amount  of  coke  not  used  in  the  steel  industry, 
this  decline  probably  would  not  have  been  especially  marked.  There- 
fore, in  what  may  be  called  the  "  raw  material  "  branches  of  the  steel 
industry,  the  Steel  Corporation  practically  has  not  lost  much  ground 
since  its  organization,  but,  on  the  contrary,  has  in  the  case  of  ore 
production  strengthened  its  position,  chiefly  as  a  result  of  the  purchase 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company.    With  respect 
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to  shipments  of  Lake  ore,  however,  the  Corporation  has  not  held 
its  own. 

Ingots  and  castings. — The  percentages  of  these  crude-steel  prod- 
ucts probably  afford  the  best  single  index  of  the  Steel  Corporation's 
position  in  the  steel  manufacturing  industry.  It  will  be  seen  from 
Table  51  that  they  disclose  a  decided  recession  in  the  relative  standing 
of  the  Corporation.  Thus,  whereas  in  1901  and  1902  the  Corporation 
produced  substantially  66  per  cent  of  the  country's  crude  steel,  for 
the  past  few  years  its  average  has  been  only  a  little  over  56  per  cent, 
and  in  1910  less  than  55  per  cent.  This  decline  in  the  Steel  Corpo- 
ration's position  has  taken  place  despite  the  fact,  brought  out  in 
Table  29,  on  page  269,  that  the  crude-steel  capacity  of  the  Cor- 
poration has  been  increased  from  approximately  9,425,000  tons  to 
over  18,000,000  tons,  or  by  nearly  100  per  cent,  while  its  actual  pro- 
duction increased  from  8,860,000  tons  in  1901  to  over  14,170,000  tons 
in  1910.  In  other  words,  notwithstanding  such  important  acqui- 
sitions as  the  Union- Sharon  and  Clairton  steel  companies,  and  the 
Tennessee  Coal,  Iron  and  Railroad  Company,  and  despite  the  erection 
of  its  enormous  Gary  plant  and  other  very  important  additions  to  its 
crude-steel  works,  the  Corporation  has  failed  by  a  considerable  mar- 
gin to  hold  its  original  position  in  this  branch  of  the  industry.  This 
means,  of  course,  that  there  has  been  a  very  rapid  growth  in  the  oper- 
ations of  its  competitors.  Moreover,  these  competitors  are  at  the  pres- 
ent time  extending  their  operations. 

The  relatively  much  greater  increase  in  the  production  of  ingots 
and  eastings  by  independent  manufacturers  than  by  the  Steel  Cor- 
poration is  well  brought  out  by  the  following  summary,  comparing 
the  production  of  the  two  groups  of  interests  in  1901  and  1910: 


1901. 

1910. 

Increase. 

By  United  States  Steel  Corpontion  interests 

By  all  otbemnanu&bctnrers 

Tons. 

8,854,820 

4,618,775 

Tons. 
14,179,309 
11,737,912 

Tons. 

5,324,549 

7,119,137 

Percent. 
60 
154 

Total  for  United  States 

13,473,696 

25,917,281 

12,443,C8(i 

92 

The  Steel  Corporation's  percentages  of  the  country's  total  pro- 
duction of  steel  ingots  and  castings,  as  computed  by  itself  (see  Table 
52),  are  substantially  identical  with  those  compiled  by  the  American 
Iron  and  Steel  Association. 

The  principal  reason  for  the  small  differences  that  do  exist  appears 
to  be  that  the  statistics  of  the  American  Iron  and  Steel  Association 
include  in  the  figures  for  the  Steel  Corporation  certain  special  steels, 
but  do  not  include  such  special  steels  in  the  grand  total  for  the 
country.    The  percentages  as  figured  by  the  Steel  Corporation,  on 
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the  other  hand,  include  all  steel  of  every  description  in  both  cases. 
In  1907,  moreover,  the  Steel  Corporation's  percentages  include  re- 
turns  for  the  Tennessee  Coal,  Iron  and  Railroad  Company,  whereas 
those  of  the  American  Iron  and  Steel  Association  do  noL 

It  is  worth  noting  that  both  sets  of  percentages  show  a  decrease  in 
the  Corporation's  share  of  the  production  of  ingots  and  castings  in 
every  year  since  the  company  was  organized.  Furthermore,  both 
sets  show  that  the  Steel  Corporation's  percentage  in  1910  was  less 
than  55  per  cent,  as  compared  with  approximately  6G  per  cent  in 
1901. 

Another  striking  feature  of  these  statistics  is  that  although  the 
large  crude-steel  production  of  the  Corporation's  immense  Garj' 
plant  is  exclusively  from  open-hearth  furnaces,  the  addition  of  this 
plant  had  only  an  insignificant  effect  upon  the  Corporation's  share  of 
even  the  open-hearth  steel  production  of  the  country.  This  is  due  to 
the  fact,  of  course,  that  the  increase  in  steel  capacity  by  its  competi- 
tors has  also  been  chiefly  through  open-heartli  manufacture.  As 
,  may  be  seen  from  Table  50,  the  Steel  Corporation's  production  of 
open-hearth  crude  steel  in  1901  was  less  than  2,750,000  tons,  whereas 
in  1910  it  exceeded  8,380,000  tons.  Its  production  of  Bessemer  steel 
ingots  and  castings,  on  the  other  hand,  after  rising  from,  roughly, 
6,114,000  tons  in  1901  to  over  8,000,000  in  1906,  had  declined  by  1910 
to  less  than  5,800,000  tons.^ 

This  relatively  rapid  development  of  the  open-hearth  steel  business 
of  the  Corporation  has  a  direct  bearing  upon  its  pig-iron  production. 
It  will  be  noted  that  the  Corporation's  production  of  crude  steel  has 
in  every  year  considerably  exceeded  its  production  of  pig  iron.  The 
excess,  yearly,  for  the  period  covered  has  been  as  follows : 

Table  63.— COMPARISON  OP  PIO-IRON  PRODUCTION  OF  STEEL  CORPORATION  WITH 

ITS  CRUDE-STEEL  PRODUCTION,  1901-1910. 


Year. 


1901 
1902 
1903 
1904 
1905 


Production 

of  pij;-iron, 

Spiegel, 

etc. 


Tons. 
6,865,731 
7,976,530 
7,279,241 
7,369,421 
10,172,148 


Production 
of  ingots 

and 
castings. 


Toiu, 
8,864,820 
9,743,918 
9,167,960 
8,406,378 
11,996,239 


Excess  of 
crude  steel 
over  pig- 
iron  pro- 
duction. 

Year. 

Production 

of  plg-lron, 

Spiegel, 

etc. 

Production 
of  Ingots 

and 
cawtingfi. 

Excess  of 

crude  steel 
over  pig- 
iron  pro- 
duction. 

Tout. 

1906 

Tont. 
11,267,377 
10,819,968 
6,934,408 
11,618,360 
11,831,896 

Tom. 
13,611,149 
13,099,648 
7,888,713 
13,366,189 
14,179,889 

Tans, 

2,243,772 

2,279,680 

904,305 

1,736,839 

2,347,9n 

1,768,388 

1907 

1,888,719 

1906 

1,036,967 

1909 

1,823,091 

1910 

In  the  first  few  years  after  its  organization  the  Steel  Corporation 
purchased  a  considerable  amount  of  pig  iron  from  "  merchant "  fur- 
naces, its  pig-iron  capacity  not  being  equal  to  the  demands  of  its 


^  These  figures  taken  from  the  1010  annual  report  of  the  Corporation. 
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steel  works.  Such  purchases  account  in  part  for  the  excess  of  the 
production  of  ingots  and  castings  over  the  production  of  pig  iron  in 
these  earlier  years.  A  more  important  factor,  however,  was  the  use 
of  scrap  metal  in  open-hearth  steel  plants. 

Through  its  acquisition  of  the  Union- Sharon  and  Clairton  steel 
companies,  in  1902  and  1904,  respectively,  the  Steel  Corporation  made 
a  ccmsiderable  addition  to  its  pig-iron  capacity,  but  the  steel-ingot 
capacity  of  these  concerns  was  even  greater  than  their  pig-iron 
capacity,  so  that  relatively  the  pig-iron  production  of  the  Corpora- 
tion, which  had  been  somewhat  deficient  as  compared  with  its  require- 
ments for  the  manufacture  of  steel  products,  was  not  increased. 
Through  the  purchase  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany, however  (see  p.  269),  the  Corporation  added  1,000,000  tons  to 
its  pig-iron  capacity,  and  only  half  that  amount  to  its  steel-ingot 
capacity. 

Notwithstanding  this  important  acquisition,  however,  and  notwith- 
standing the  erection  of  many  new  modem  furnaces  of  large  capacity, 
it  will  be  seen  that  the  excess  of  the  crude-steel  output  of  the  Corpora- 
tion over  its  pig-iron  production  has  increased  in  recent  years.  This 
does  not  mean  that  the  Corporation  has  relied  to  an  increasing  extent 
upon  outside  furnaces  for  its  supply  of  pig  iron.  In  fact,  the  reverse 
is  true.  This  increase  in  the  excess  of  steel  capacity  over  pig-iron 
output  is  largely  explained  by  the  more  rapid  development  of  the 
open-hearth  process  just  described.  In  the  manufacture  of  open- 
hearth  steel  a  very  large  proportion  of  scrap  iron  and  steel  is  utilized, 
and  also  some  ore,  whereas  the  Bessemer  process  is  almost  entirely 
dependent  upon  pig  iron  from  blast  furnaces.  It  should  be  clearly 
understood,  therefore,  that  the  excess  of  steel  over  pig-iron  produc- 
tion shown  by  the  above  figures  does  not  mean  that  the  Steel  Corpora- 
tion has  purchased  any  such  quantity  of  pig  iron  in  the  open  market 
to  meet  its  steel  manufacturing  requirements,  but  instead  that  the 
Corporation  has  been  able  to  use  an  increasing  amount  of  scrap  iron 
and  steel,  thus  reducing,  relatively  speaking,  its  pig-iron  require- 
ments. A  part  of  the  excess  in  any  given  year,  moreover,  may  have 
been  due  to  consumption  of  inventory  stocks  of  iron  carried  over 
from  previous  years,  but  this,  on  the  whole,  is  a  minor  consideration. 

Rolled  products. — Taking  the  various  rolled  products  as  a  group, 
it  will  be  noted  that  the  percentages  (see  Table  51)  show  that  the 
Steel  Corporation's  position  has  been  fairly  well  maintained,  its 
share  in  1910  being  48.1  per  cent  as  compared  with  about  50  per  cent 
in  1901.  Individual  products,  however,  show  some  striking  varia- 
tions. Thus  it  will  be  seen  that  the  Corporation's  production  of 
Bessemer  steel  rails,  after  falling  from  65.6  per  cent  in  1903  to  51.6 
per  cent  in  1907,  rose  in  1908  to  58.6  per  cent ;  the  percentage  for 
1910  was  60.2.    The  early  decrease  in  the  Corporation's  percentage 
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for  this  product  was  chiefly  due  to  the  opening  of  the  important 
rail  mill  of  tiie  Lackawanna  Steel  Company  at  its  new  Buffalo  plant 
(see  p.  96),  while  the  recovery  in  1908  is  chiefly  attributable  to  the 
acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Company  by 
the  Steel  Corporation,  which,  it  will  be  recalled,  occurred  at  the  close 
of  1907.  A  more  important  consideration  in  connection  with  steel  rails, 
however,  was  the  opening  of  a  rail  mill  by  the  Steel  Corporation  in 
1909  at  its  Gary,  Ind.,  plant,  which  used  open-hearth  steel.  In  order 
to  get  a  correct  idea  of  the  Steel  Corporation's  position  in  the  steel  rail 
business,  therefore,  it  is  necessary  to  combine  the  statistics  for  Besse- 
mer and  open-hearth  rails  (not  the  percentages  as  given  in  this  table). 
Thus  in  1910  the  Steel  Corporation's  actual  production  of  Bessemer 
and  open-hearth  steel  rails  was  in  excess  of  2,110,000  tons.  This, 
however,  was  only  58.8  per  cent  of  the  country's  total  production  of 
both  classes,  so  that  notwithstanding  the  great  increase  in  the  output 
of  the  Steel  Corporation  that  concern  did  not  materially  strengthen 
its  position  in  the  steel-rail  business  as  a  whole. 

In  the  case  of  several  of  the  finished  rolled  products  the  Cor- 
poration has  suffered  serious  loss  of  ground.  In  structural  shapes 
and  in  plates  and  sheets  the  decrease  in  its  percentage  has  been  very 
important.  Thus  its  percentage  of  the  production  of  structural 
shapes  fell  from  62.2  per  cent  in  1901  to  61.3  per  cent  in  1910,*  while 
♦its  percentage  of  the  output  of  plates  and  sheets  fell  from  64.6  per 
cent  to  48  per  cent  during  the  same  interval.  In  wire  rods  the  Cor- 
poration's percentage  has  fallen  from  77.6  to  67.3  per  cent  The 
movement  in  wire  nails  has  been  similar,  although  the  percentages 
themselves  are  throughout  somewhat  smaller  than  those  for  wire 
rods.  In  this  connection  it  is  worth  pointing  out  that  in  1910  the 
Jones  &  Laughlin  Steel  Company  and  the  Cambria  Steel  Company 
had  important  wire-rod  and  wire  plants  under  construction.  More- 
over, it  has  recently  been  reported  that  the  Lackawanna  Steel  Com- 
pany was  likely  to  enter  this  branch  of  the  steel  business. 

Statistics  for  tin  plate  production  for  the  earlier  years  are  not  given 
by  the  American  Iron  and  Steel  Association,  but  the  percentages 
compiled  by  the  Steel  Corporation  itself  (see  Table  52)  show  that  in 
1901  it  produced  over  73  per  cent  of  the  total  production  of  the  coun- 
try. The  percentage  for  1910  was  about  61,  thus  indicating  a  marked 
recession  in  the  Corporation's  position  with  respect  to  this  product, 
or,  in  other  words,  a  decided  relative  increase  in  outside  production. 

Summary. — It  will  be  seen,  therefore,  that  two  important  facts 
are  brought  out  by  these  various  percentages — ^first,  that  the  Steel 

^  It  may  be  noted  that  the  Corporation's  computation  (see  Table  62)  gives  its  percent- 
age of  structural  shapes  for  1909  at  47  per  cent.  The  increase  indicated  by  the  American 
Iron  and  Steel  Association's  flgnires  in  1910  may  have  been  due  to  the  operation  of  th<> 
Gary  plan*^.  The  American  Iron  and  Steel  ARSociatlon's  figure  for  1909,  It  will  be  seen, 
is  47.1,  or  practically  identical  with  that  of  the  Corporation. 


UNITED  STATES  STEEL  OOBPORATION.  373 

Corporation  has  well  maintained  its  position  with  respect  to  the 
cruder  materials — ore,  coke  and  pig  iron — ^and  in  fact  has  in  some 
instances  increased  its  share  of  the  country's  total  production;  but, 
second,  that  in  the  case  of  crude  steel  and  most  leading  steel  products, 
with  the  exception  of  steel  rails,  the  Corporation,  notwithstanding 
the  great  additions  to  its  plant  capacity,  both  through  new  construc- 
ticn  and  through  acquisition,  has  not  kept  pace  with  its  competitors, 
but  has  suffered  more  or  less  pronounced  retrogression.  The  result 
has  been  that  whereas  at  its  organization  in  1901  the  Corporation 
may  be  fairly  said  to  have  controlled  about  60  per  cent  of  the  entire 
crude  steel  and  finished  steel  business  of  the  country,  at  the  close 
of  1910  its  percentage  was  not  much  over  50  per  cent  These  facts 
alone  clearly  show  that  the  Steel  Corporation  not  only  does  not 
have  a  monopoly  of  the  manufacturing  branch  of  the  steel  industry  as 
a  whole,  but  furthermore  that  any  monopolistic  control  which  it  may 
have  had  in  this  respect  at  its  organization  has  been  materially  weak- 
ened during  the  past  ten  years.  In  other  words,  these  figures  mean 
that  the  United  States  Steel  Corporation,  large  as  it  is,  has  not  pre- 
vented competition  (at  least,  competition  in  production)  in  the  steel 
industry  as  a  whole  up  to  this  time.  Even  in  those  lines  of  produc- 
tion in  which  the  Steel  Corporation  had  a  quasi-monopolistic  posi- 
tion at  the  time  of  its  formation,  such  as  wire,  tin  plate,  and  certain 
kinds  of  tubes,  it  has  lost  considerable  ground  in  the  last  few  years. 

While,  therefore,  these  statistics  clearly  show  the  existence  of  in- 
creasing independent  production,  it  should  be  clearly  understood 
that  competition  has  not  been  particularly  evident  with  respect  to 
prices,  where  it  has  been  materially  modified  by  the  existence  of  a 
price  policy  described  as  "  cooperation."  This  will  be  discussed  in  a 
later  part  of  the  report. 

Section  3.  Position  of  Steel  Corporation  from  standpoint  of  capacity  and 
location  of  its  plants. 

The  foregoing  discussion  has  been  based  upon  statistics  of  actual 
production.  From  the  standpoint  of  capacity  the  Steel  Corporation 
probably  is  in  a  somewhat  stronger  position  than  these  figures  of 
production  alone  would  indicate. 

During  periods  of  depression  the  proportion  of  the  Corporation's 
output  to  the  total  has  generally  been  smaller  than  its  proportion  of 
capacity,  owing  to  its  policy  of  trying  to  maintain  prices,  but  it  is 
probable  that  if  a  period  of  violent  competition  occurred  the  Steel 
Corporation  could  easily  increase  its  proportions  of  the  total  pro- 
duction and  even  eliminate  permanently  some  of  its  weaker  rivals. 

In  the  distribution  of  its  plants  the  Steel  Corporation  has,  of 
course,  a  distinct  advantage  over  any  individual  competitor.  Not 
only  has  it  the  largest  and  most  important  plants  in  the  Pittsburg 


374  THE  STEEL  INDUSTRY. 

and  Valley  districts,  but  it  is  by  far  the  largest  producer  in  the 
Chicago  district,  which  includes  its  great  Gary  plant,  while  in  the 
South,  as  already  pointed  out,  it  has  become  the  leading  steel  interest 
through  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company.  In  practically  every  important  iron  and  steel  district 
east  of  the  Mississippi  River,  therefore,  with  the  single  exception  of 
the  Atlantic  seaboard,  the  Steel  Corporation  is  the  leading  factor.^ 
It  is  worth  noting  in  this  connection  that  the  Steel  Corporati<Mi  has 
within  a  comparatively  recent  date  acquired  some  iron-ore  property 
in  Cuba.  Whether  this  foreshadows  the  erection  by  the  Corporation 
of  steel  works  on  the  Atlantic  coast  can  only  be  surmised. 

This  distribution  of  the  Steel  Corporation's  plants  obviously  gives 
it  a  very  important  advantage  with  respect  to  transportation  costs, 
both  for  raw  materials  and  for  finished  products,  while  there  natu- 
rally are  further  advantages  arising  from  proximity  to  consuming 
markets.  These  advantages  may  easily  be  exaggerated,  but  it  can 
not  be  doubted  that  the  location  of  the  Steel  Corporation's  plants  at 
strategic  points  over  so  large  an  area  must  carry  with  it  advantages 
of  no  small  significance. 

Section  4.  Position  of  the  Steel  Corporation  from  the  standpoint  of  trans- 
portation. 

With  respect  to  railroad  transportation  the  Steel  Corporation  prac- 
tically has  the  field  to  itself,  so  far  as  steel  makers  are  concerned,  no 
one  of  its  competitors  having  railroad  properties  of  sufficient  conse- 
quence to  call  for  special  mention.  The  railroad  properties  of  the 
Steel  Corporation,  on  the  other  hand,  are  of  great  importance. 
Indeed  the  profits  derived  by  the  Steel  Corporation  from  its  trans- 
portation properties,  these  profits  coming  chiefly  from  its  railroad 
lines,  represent  a  very  substantial  fraction  of  the  entire  net  earnings. 
It  will  be  remembered  that  the  Steel  Corporation  has  the  two  most 
important  ore  roads  in  the  Lake  Superior  region,  the  Duluth  and  Iron 
Range  and  the  Duluth,  Missabe  and  Northern.  The  rates  on  ore  are 
undoubtedly  excessive,  thus  not  only  contributing  large  revenue  to 
the  Steel  Corporation,  but  at  the  same  time  imposing  a  burden  upon 
such  of  its  competitors  as  are  forced  to  ship  their  ore  over  these  roads. 

The  earnings  of  these  two  railroads  have  been  extraordinary. 
The  great  bulk  of  their  freight  traffic  is  in  the  transportation  of  ore. 
The  cost  of  ore  transportation  (not  the  freight  rates)  from  the  Minne- 
sota ranges  to  Lake  Superior  has  greatly  declined  in  recent  years,  and 
the  ratio  of  operating  expenses  to  gross  earnings  is  extremely  low  for 
both  roads.  That  for  the  Duluth,  Missabe  and  Northern,  in  1910, 
was  below  30  per  cent,  as  against  an  average  for  all  railroads  in  the 

^  In  May,  1911,  the  Corporation  purchased  the  Risdon  Tron  WorkB  of  San  FraDcisco. 
This  property,  however,  Is  used  chiefly  for  warehousing  purposes. 
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country  of  66  per  cent,  while  that  for  the  Duluth  and  Iron  Range, 
in  1910,  was  only  36.6  per  cent  Freight  rates,  on  the  other  hand, 
have  been  maintained  at  the  same  point  at  which  they  were  established 
prior  to  the  formation  of  the  Steel  Corporation.  They  average  about 
I  cent  per  ton-mile,  which  is  undoubtedly  excessive.  As  a  result  of 
these  high  freight  rates  and  extraordinarily  low  operating  expenses, 
these  ore  roads  have  been  immensely  profitable.  The  following  table 
shows  the  dividends  paid  for  a  series  of  years. 

Tablb  54.— dividends  PAID  BY  STEEL  CORPORATION'S  ORE  RAILROADS  SINCE  1904. 


Year  ended  Jose  30— 

Duluth    and    Iron 
Rao0BR.  R. 

Duluth,  Miasabe  and 
Northern  Ry. 

Capital 
stock. 

Rate. 

Capital 
stock. 

Rate. 

19M. 

$3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 

PercfiU. 
ISO 

12,512,600 
2,612,600 
4,112,600 
4,112,600 
4,112,600 
4,112,600 
4,112,600 

PercenL 
160 

1905. 

190i. 

105 

>102| 

19)7 

If  18 

120 
146 
100 

110 

13« 

146 

1910 

240 

>  This  was  paid  on  13,312,500  of  stock,  not  on  the  full  amount  outstanding  at  the  close  of  the  year. 

It  should  be  pointed  out  that  the  amounts  of  capital  stock  issued  by 
these  companies  upon  which  these  rates  of  dividends  are  computed 
are  comparatively  small  and  undoubtedly  considerably  understate 
the  investment  in  these  roads  in  excess  of  the  bonded  indebtedness. 
As  shown  in  Chapter  III,  there  is  good  reason  to  believe  that  the 
capitalization  of  both  these  roads,  in  1901,  was  fully  covered  by 
tangible  property.  The  capital  stock  of  the  Duluth  and  Iron  Range 
lias  not  been  changed  since  that  date,  and  that  of  the  Duluth,  Missabe 
and  Xorthem  has  been  increased  by  only  $1,600,000,  whereas  the  in- 
Testment  in  this  property  has  been  constantly  increasing.  Therefore, 
while  these  rates  of  dividends  are  by  no  means  a  fair  indication  of 
the  rate  upon  the  equity  in  the  property  represented  by  the  capital 
stock,  nevertheless  these  rates  of  dividends  do  mean  that  these  two 
roads  have  been  extraordinarily  profitable. 

Through  the  ownership  of  the  Elgin,  Joliet  and  Eastern  Railway, 
and  more  particularly  of  the  Bessemer  and  Lake  Erie,  the  Steel  Cor- 
poration has  a  further  important  advantage  over  its  competitors  with 
respect  to  transportation,  as  will  be  more  clearly  brought  out  in  a 
subsequent  part  of  this  report.  The  minor  railroad  properties  of 
the  Corporation,  also,  particularly  the  Union  Railroad  of  Pittsburg, 
the  Chicago,  Lake  Shore  and  Eastern  Railway,  in  the  Chicago  dis- 
trict, and  the  Connellsville  and  Monongahela  Railway,  in  the  Con- 
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nellsville  coal  region,  are  important  factors  in  its  transportation 
system. 

However,  with  respect  to  the  transportation  of  finished  products 
the  Corporation,  like  its  competitors,  is  chiefly  dependent  upon  out- 
side railroad  systems,  its  own  railroad  lines  covering  such  an  insig- 
nificant fraction  of  the  country  as  to  be  of  comparatively  minor  im- 
portance in  the  transportation  of  finished  steel  products,  although  the 
possession  of  such  railroad  facilities  even  in  this  respect  undoubtedly 
carries  with  it  distinct  advantages. 

With  respect  to  ore  transportation  on  the  Great  Lakes,  the  Steel 
Corporation  has  a  less  conunanding  position.  The  Corporation  trans- 
ports only  about  two-thirds  of  its  ore  by  Lake  in  its  own  boats,  re- 
lying on  outside  vessel  tonnage  for  the  transportation  of  the  remain- 
ing substantial  fraction  of  its  ore  requirements. 


Section  5.  Position  of  the  Steel  Corporation  with  respect  to  ownership  of 
coal  and  coke  property. 

At  its  organization  the  United  States  Steel  Corporation  controlled 
the  great  bulk  of  the  choicest  coking-coal  lands  in  the  Connellsville 
region,  so  that  it  had  a  very  great  advantage  over  its  competitors  in 
this  respect.  It  has  steadily  added  to  its  large  holdings  of  coal  and 
coke  property.  According  to  an  affidavit  of  Thomas  Lynch,  presi- 
dent of  the  H.  C.  Frick  Coke  Company,  in  the  Hodge  suit,  referred 
to  in  Chapter  III,  there  were  "  less  than  15,000  acres  of  unmined  coal 
in  the  entire  Connellsville  basin  outside  of  the  holdings  of  the  subsid- 
iary companies  of  the  United  States  Steel  Corporation."  Officials 
of  the  Steel  Corporation  have  always  placed  great  importance  upon 
the  value  of  their  coal  and  coke  property.  Mr.  Lynch  in  the  affidavit 
just  cited  said: 

The  value  of  the  coal  and  coke  properties  above  enumerated 
*  *  *  is  practically  incalculable  for  the  reason  that  in  my 
opinion  it  would  be  impossible  to  replace  these  properties  or  to 
secure  an  adequate  supply  of  coal  and  coke  at  anything  like  the 
present  cost. 

The  above  opinion,  as  previously  noted,  was  probably  influenced  by 
the  fact  that  the  Steel  Corporation  was  trying  to  justify  its  huge  capi- 
talization. Moreover,  the  subsequent  development  of  new  processes  of 
making  blast-furnace  coke  from  various  kinds  of  coal  has  somewhat 
modified  the  advantage  of  the  Steel  Corporation  in  the  coke  businest^, 
so  that  while  the  Corporation  still  maintains  a  decidedly  advanta- 
geous position  because  of  the  exceptional  coking  quality  of  the  Con- 
nellsville coal  it  can  not  be  said  to  have  a  monopoly  or  even  a  monopo- 
listic position  in  this  branch  of  the  steel  industry. 

As  already  stated  on  page  264,  the  Steel  Corporation  in  1911  made 
a  very  important  acquisition  of  coking-coal  properties  from  the  Pitts- 
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burgh  Coal  Company,  thereby  still  further  strengthening  its  control 
of  the  most  desirable  coking-coal  lands  of  the  country.  Therefore, 
while  its  position  in  the  coking-coal  business  is  by  no  means  monopo- 
listic, it  should  be  kept  in  mind  that  the  Corporation  has  secured 
control  of  a  vast  amount  of  coking-coal  lands. 

Section  6.  Commanding  position  of  Steel  Corporation  with  respect  to  the 
ownership  of  iron  ore. 

From  the  preceding  discussion  it  is  apparent  that  the  United  States 
Steel  Corporation  does  not  have  any  monopoly  of  the  production  of 
iron  and  steel.  Indeed,  with  respect  to  production  alone,  it  hardly 
can  be  said  to  have,  as  a  whole,  a  monopolistic  position.  Obviously  a 
coDcem  which,  on  the  whole,  produces  over  one-half  of  the  coun- 
try's steel  output  has  a  commanding  position  in  the  industry,  over- 
shadowing any  individual  competitor.  On  the  other  hand,  the  mere 
fact  that  over  50  per  cent  of  the  country's  production  of  pig  iron  and 
nearly  50  per  cent  of  the  crude  steel  are  manufactured  by  independ- 
ents shows  that  there  is  substantial  opportunity  at  the  present  time 
for  independent  production,  even  though  competition  has  been  regu- 
lated to  a  greater  or  less  degree  by  understandings  among  producers. 

In  the  railroad  transportation  of  ore,  it  is  true,  the  Steel  Corpora- 
tion has  a  position  which  in  certain  districts  may  fairly  be  designated 
as  of  a  monopolistic  character,  and  which  undoubtedly  contributes 
greatly  to  its  strength  in  the  industry.  Nevertheless,  it  does  not  have 
a  complete  monopoly  of  ore  transportation,  even  in  the  Lake  region. 
In  ihe  old  ranges  of  Michigan  it  has  no  railroads  of  its  own,  while  in 
the  Minnesota  district  there  is  one  important  outside  road,  the  East- 
ern Railway  of  Minnesota,  a  branch  of  the  Great  Northern.  Although 
the  possession  of  its  ore  roads  confers  very  great  advantages  upon  the 
Corporation,  it  is  obvious  from  the  statistics  presented  that  this  has 
not  prevented  competiticm  in  the  steel  industry.  Moreover,  it  has 
not  prevented  an  increase  in  the  production  of  the  independents. 

With  respect  to  coking  coal,  the  Steel  Corporation  has  a  decided 
advantage  over  all  its  competitors  on  account  of  its  substantial  mo- 
nopoly of  the  famous  Connellsville  deposit,  in  western  Pennsylvania. 
However,  the  fact  that  other  coals  can  be  commercially  used  for 
steel-making  purposes  in  competition  with  the  Connellsville  prod- 
uct means,  particularly  in  view  of  the  almost  unlimited  supply  of 
such  grades  of  coal,  that  the  Corporation  in  no  sense  has  a  monopoly 
of  the  coke  branch  of  the  steel  industry. 

So  far  as  the  Corporation  has  a  monopolistic  position  in  the 
steel  industry,  therefore,  it  rests  chiefly  on  the  one  remaining  branch, 
iron  ore.  As  a  matter  of  fact,  the  Steel  Corporation  does  occupy  a 
position  in  the  iron-ore  industry,  which,  while  by  no  means  constitut- 
ing a  monopoly,  is  clearly  indicative  of  a  monopolistic  influence. 

4525'*— 11 ^26 
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It  is  exceedingly  difficult  to  make  an  accurate  statement  of  the 
Corporation's  position  in  the  iron-ore  industry  from  the  standpoint 
of  ownership.  Obviously  the  full  extent  of  any  hidden  natural  re- 
source can  not  be  known.  It  is  significant  in  this  connection  that 
the  history  of  the  industry  shows  that  the  great  ore  deposits  of  the 
country  have  almost  invariably  been  greatly  underestimated,  while 
predictions  that  all  the  important  deposits  of  the  country  have  been 
discovered  have  almost  yearly  been  disproved.  An  illustration  of 
this  is  the  recent  discovery  in  the  Baraboo  district  of  southern  Wis- 
consin of  a  tract  of  only  comparatively  small  area  for  which  the  ore 
deposit  is  estimated  at  several  hundred  millions  of  tons,  the  ore,  how- 
ever, apparently  being  of  rather  low  grade.  Again,  in  the  old  range 
districts  of  Michigan  extensive  new  deposits  have  been  discovered  in 
the  past  few  years  on  territory  which  has  long  been  under  active 
development  and  extensively  prospected.  It  would  be  absurd,  there- 
fore, to  assume  that  the  known  deposits  of  ore  in  the  country  fur- 
nish a  fixed  denominator  by  which  to  measure  the  relative  importance 
of  the  Steel  Corporation. 

An  extremely  important  consideration  in  this  connection  is  that 
iron  ore  of  low  grade  occurs  over  enormous  areas  and  in  enormous 
quantities  throughout  the  United  States.  A  vast  amount  of  such  ore 
is  of  such  low  iron  content,  however,  as  to  be  out  of  consideration 
in  any  discussion  of  immediately  available  ore  reserves.  It  is  neces- 
sary, therefore,  in  discussing  the  proportion  of  the  total  ore  reserves 
of  the  country  controlled  by  the  Corporation  to  confine  comparisons 
to  what  may  be  termed  commercially  available  ores  at  the  present 
time.  The  Steel  Corporation's  holdings  of  such  ores  greatly  exceed 
those  of  all  other  iron  and  steel  interests  combined. 

It  should  be  clearly  understood  that  the  ores  of  the  Lake  Superior 
region  substantially  form  the  basis  of  the  steel  production  of  the 
country.  While  the  Steel  Corporation  has  very  extensive  holdings  of 
ore  elsewhere,  the  great  bulk  of  its  ore  holdings  is- in  the  Lake 
Superior  district. 

One  of  the  best  indications  of  the  position  of  the  Steel  Corporation 
in  the  Lake  region  is  found  in  a  report  of  the  Minnesota  Tax  Commis- 
sion for  1908,  which,  after  a  very  careful  listing  of  the  iron-ore  mines 
of  the  State  and  estimate  of  their  tonnage  (evidently  on  a  conserva- 
tive basis),  placed  the  grand  total  tonnage  and  that  of  the  Unite^i 
States  Steel  Corporation  in  1907  in  round  numbers  as  follows: 

Grand  total,  aU  concerns  In  Minnesota tons—  1,192,000,000 

United    States    Steel    Corporation    (Oliver    Iron    Mining   Com- 
pany)  tons—      913,000,000 

Per  cent  Steel  Corporation  (computed  by  Bureau) 76.6 

While  this  estimate  covered  the  State  of  Minnesota  only,  in  view 
of  the  fact  that  prior  to  the  recent  acquisitions  in  the  Baraboo  district 
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of  Wisconsin  over  80  per  cent  of  the  Steel  Corporation's  ore  reserves, 
excluding  the  Hill  holdings,  were  in  Minnesota,  it  will  be  seen  that 
these  figures  give  a  fairly  complete  idea  of  the  position  of  the  Steel 
Corporaticm  in  this  respect.  Including  the  Hill  ores,  it  is  probable 
that  over  90  per  cent  of  the  Steel  Corporation's  known  supply  of 
Lake  ore  at  the  close  of  1907  was  in  the  State  of  Minnesota. 

In  this  connection  it  may  be  noted  that  the  secretary  of  the  Minne- 
sota Tax  Commission,  in  a  letter  to  the  Commissioner  of  Corporations 
dated  May  12,  1909,  said : 

They  [the  United  States  Steel  Corporation]  now  control  at 
least  80  per  cent  of  the  present  known  tonnage  in  the  State. 

In  the  old  ranges  of  Michigan  the  Corporation  probably  has  a 
somewhat  smaller  proportion  of  the  total  ore  deposits.  However,  its 
proportion  on  the  Michigan  ranges  is  large. 

A  further  indication  of  the  proportion  of  the  total  amount  of  ore 
in  the  Lake  Superior  region,  controlled  by  the  United  States  Steel 
Corporation,  is  furnished  by  data  submitted  to  the  Finance  Com- 
mittee of  the  United  States  Senate  in  1909,  by  Joseph  G.  Butler,  jr., 
of  the  Brier  Hill  Iron  and  Coal  Company,  and  head  of  the  Bessemer 
Pig  Iron  Association.  Mr.  Butler's  evidence  included,  among  other 
data,  a  report  from  John  Birkinbine,  a  mining  engineer  of  Philadel- 
phia, and  also  certain  statistics  furnished  by  the  Steel  Corporation 
itself. 

The  Steel  Corporation's  estimate  of  its  iron  ore  reserves  thus  fur- 
nished Mr.  Butler  follows : 


Ores  of  present 

standard  oom- 

mercially. 

Sllidous  and 

otharlow-giade 

ores. 

Total, 

Northern  ores 

Or.  tons. 

1,258,289,000 
459,300,000 

Or.Umt. 

365,845,000 

239,000,000 

Or.  font. 

1,624,134.000 

Soathemores 

698,300.000 

Total 

1,717,589,000 

604,845,000 

2,322,434,000 

Mr.  Butler  placed  the  total  amount  of  commercially  available  ore 
in  the  United  States  at  that  time  at  4,462,940,000  tons,  as  follows : 

Tons. 

Lake  Superior  region 1,618,000,000 

New  York 750, 000, 000 

New  Jersey 135,000,000 

Pennsylvania 45, 000, 000 

South 1, 814,  940, 000 

Rocky  Mountain  district 100,000,000 

Total 4, 462, 940, 000 
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Applying  the  Corporation's  estimate  of  its  total  commercially  avail- 
able tonnage  in  all  parts  of  the  comitry,  namely,  1,717,589,000  tons, 
to  his  estimated  total,  Mr.  Butler  arrived  at  the  conclusion  that  the 
Steel  Corporation  then  owned  S&J  per  cent  of  the  available  or 
desirable  ores  of  the  country. 

As  already  made  clear,  however,  such  comparisons— disregarding 
for  the  moment  the  question  whether  Mr.  Butler's  total  can  be  ac- 
cepted— ^are  of  little  significance  because  of  the  fact  that  the  steel 
industry  is  essentially  based  upon  the  ores  of  the  Lake  Superior  dis- 
trict. In  this  connection  it  may  be  noted  that  Mr.  Birkinbine,  the 
engineer  above  referred  to,  reported  to  Mr.  Butler,  after  reviewing 
numerous  estimates  of  the  probable  extent  of  the  deposit  of  the  Lake 
Superior  region,  "  that  an  estimate  of  1,600,000.000  tons  of  reserves 
in  the  Lake  Superior  region  was  conservative."  Mr.  Birkinbine, 
however,  went  on  to  say : 

But  the  remarkable  economies  which  have  been  achieved  in 
mining,  handling  and  transporting  ore  in  large  quantities,  the 
advances  in  beneficiating  processes,  the  probkms  in  the  near 
future  of  the  material  expansion  of  the  iron-producing  industry 
in  the  upper  Lake  region,  may  bring  many  ores  not  now  con- 
sidered available  in  the  shipping  list,  thus  greatly  augmenting 
the  reserves.    ♦    *     ♦ 

Taking  the  estimate  of  1,600,000,000  tons  for  the  total  commer- 
cially available  ore  of  the  Lake  Superior  region  at  that  particular 
time,  the  Steel  Corporation's  estimate  of  1,258,289,000  tons  for  its 
holdings  would  be  equivalent  to  w^ell  over  75  per  cent  of  this  total. 
Of  course,  the  ideas  of  the  consulting  engineer  and  those  of  the  Steel 
Corporation's  experts  as  to  what  were  commercially  available  ores 
may  have  differed  somewhat,  but  it  is  not  likely  that  the  proportion 
of  ore  controlled  by  the  Steel  Corporation  as  shown  by  these  two  esti- 
mates is  too  high,  because  both  of  these  statements  were  submitted  by 
Mr.  Butler  together  with  extensive  data  for  other  ore  supplies  in 
the  United  States  for  the  avowed  purpose  of  proving  that  the  pro- 
portion of  the  ore  supply  controlled  by  the  Steel  Corporation  was  less 
than  85  per  cent  of  the  total  supply. 

In  1908  the  commercially  available  ore  of  the  Lake  Superior  region 
was  computed  by  the  United  States  Geological  Survey,  for  the  Con- 
servation Commission,  at  3,500,000,000  tons,  but  the  iron  content 
assumed  as  a  basis  for  available  ore  was  very  much  lower  than  in 
the  two  preceding  estimates,  thus  greatly  increasing  the  total  quan- 
tity. This  and  other  evidence  indicates  that  the  Survey  estimate 
is  not  fairly  comparable  with  that  of  the  Corporation. 

At  the  banning  of  1908  the  United  States  Steel  Corporation 
estimated  its  total  ore  reserves  in  the  Lake  Superior  region,  not 
including  the  very  extensive  deposits  covered  by  the  so-called  Hill 
lease,  at  approximately  1,200,000,000  tons.    This  estimate  was  largely 
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based  upon  very  careful  prospecting  operations,  a  very  large  pro- 
iwrtion  of  the  Steel  Corporation's  ore  lands  in  the  Lake  Superior 
region  having  been  very  thoroughly  drilled  upon,  with  careful  records 
of  depths,  analyses,  etc  .  Adding  300,000,000  tons  as  a  conservative 
estimate  for  the  tonnage  covered  by  the  Hill  lease  would  give  the 
Corporation  control  in  the  ore  ranges  of  Minnesota  and  Michigan 
(.f  1,500,000,000  tons.  In  the  South,  as  already  shown,  the  Corpora- 
tion has  a  reserve  tonnage  which  may  fairly  be  placed  at  not  less 
than  500,000,000  tons. 

In  these  three  districts,  therefore,  the  present  tonnage  of  the  Steel 
Corporation  which  may  be  considered  as  a  fairly  definitely  known 
or  developed  tonnage,  is  not  less  than  2,000,000,000  tons.  Including 
its  holdings  in  the  Baraboo  district  and  some  miscellaneous  holdings 
the  total  ore  of  the  Corporation  may  be  conservatively  estimated  at 
not  less  than  2,500,000,000  tons. 

Many  facts  point  to  a  policy  on  the  part  of  the  Steel  Corpora- 
tion of  securing  control  of  the  ore  deposits  of  the  country  far  in 
advance  of  its  inmiediate  needs.  As  clearly  brought  out  in  Chapter 
V,  the  most  logical  explanation  of  the  Hill  lease  with  its  extraordi- 
nary royalty  and  other  onerous  conditions  is  that  the  Corporation 
desired  to  prevent  these  ores  from  coming  into  the  hands  of  com- 
petitors. The  acquisition  of  the  Tennessee  Coal,  Iron  and  Bailroad 
Company  likewise  apparently  was  desirable  more  on  account  of  the 
enormous  ore  and  coal  reserves  of  the  company  than  because  of  its 
manufacturing  plants,  although  these  ores  at  present  have  a  low 
value.  Furthermore,  the  Corporation  has  examined  a  large  amount 
of  ore  territory  under  option  and  has  added  greatly  to  its  holdings  of 
ore  in  consequence,  notably  in  the  case  of  the  Baraboo  district.  The 
Corporation  also  secured  a  deposit  of  ore  in  Cuba,  estimated  to  con- 
tain fully  60,000,000  tons.  At  one  time  the  Corporation  held  ex- 
tensive options  on  ore  lands  on  the  Cuyuna  Range  in  Minnesota  and 
also  in  Canada,  but  it  is  stated  that  many  of  these  options  proved  to 
contain  little  ore  and  were  given  up. 

These  various  acquisitions  certainly  indicate  a  rather  definite 
policy  on  the  part  of  the  Corporation  to  increase  its  control  of  the  ore 
reserves  of  the  country.  In  this  connection,  it  may  be  noted  that 
E.  H.  Gary,  chairman  of  the  Steel  Corporation,  in  testimony  before 
the  Ways  and  Means  C(Mnmittee  in  1908,  admitted  that  the  Corpora- 
tion had  control  of  the  ultimate  ore  supply  of  the  entire  country,  as 
the  following  excerpt  will  show : 

Mr.  CocKRAN.  You  practically  do  control  the  ore  supply  of 
the  country  ? 

Mr.  Gary.  No  ;  not  now ;  not  for  the  inunediate  future. 

Mr.  CocKRAN.  Well,  the  ultimate  supply? 

Mr.  Gary.  Yes;  I  think  so — that  is,  pretty  nearly.  It  is  not 
absolute  control. 
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Recently  Mr.  Gary  substantially  modified  and  in  part  withdrew 
this  statement. 

The  system  of  leasing  ore  mines,  as  employed  in  the  Lake  region, 
is  important  in  this  connection.  A  very  large  part  (approximately 
two-thirds  in  1910)  of  the  Corporation's  total  holdings  in  the  Lake 
region  is  held  by  lease.  Frequently  there  is  no  initial  investment  in 
such  leaseholds,  and  even  where  a  bonus  is  paid  it  is  usually  small, 
while  the  minimum  tonnage  on  which  royalty  must  be  paid,  whether 
mining  operations  are  conducted  or  not,  is  generally  unimportant. 
The  Hill  lease  is,  of  course,  as  above  shown,  a  very  marked  exception 
in  the  last  respect 

It  will  be  seen,  therefore,  that  this  ore-leasing  system,  where  there 
is  no  limit  placed  on  the  number  of  leases  that  can  be  combined 
under  a  single  interest,  greatly  facilitates  the  gathering  in  by  a  great 
concern  like  the  Steel  Corporation  of  a  vast  amount  of  ore  reserves, 
far  in  advance  of  any  commercial  need  for  them.  This  not  only 
prevents  others  from  getting  such  property  but  also  secures  to  such 
a  concern  the  benefit  of  any  appreciation  in  value  which  may  come 
about  either  from  natural  causes  or  as  a  result  of  this  very  con- 
centration of  ownership.  Obviously,  a  system  which  thus  lends 
itself  to  such  marked  concentration  of  ore  property  for  many  years 
in  advance  (a  common  term  of  lease  being  fifty  years),  at  a  com- 
paratively small  cost,  involves  questions  of  the  highest  public  im- 
portance. It  might  be  said  that  the  lease  system  as  thus  applied 
in  the  Lake  ore  region  really  affords  an  opportunity  for  a  wealthy 
interest  to  attempt  a  corner  in  ore  reserves  on  what  is,  in  effect,  a 
margin  basis. 

Of  course,  in  such  extensive  acquisitions  there  is  a  decided  specu- 
lative risk,  just  as  in  similar  efforts  to  control  commodity  markets, 
particularly  the  possibility  of  the  discovery  of  available  deposits 
elsewhere,  or  new  methods  of  mining  which  may  render  available 
what  are  now  nonavailable  ores  for  present  commercial  purposes. 
Taking  conditions  as  they  are  to-day,  however,  there  can  be  no  doubt 
that  the  Steel  Corporation  has  control  of  the  great  bulk  of  the  com- 
mercially available  ores  of  the  Lake  Superior  district,  its  proportion 
probably  being  about  three-fourths  of  the  total.  This  dominating 
position  in  the  ore  industry  enjoyed  by  the  Steel  Corporation 
through  this  great  ownership  of  ore  reserves  is  heightened  because 
of  its  very  marked  de^ee  of  control  of  the  transportation  of  ore 
in  the  Tjake  Superior  district. 
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IOn>£BWBITINa  AQBEEKENT  OF  XABCH  1,  1901,  BETWEEN  J.  P. 
MOBGAN  &  CO.  AKD  THE  UNITED  STATES  STEEL  GOBPOBATION. 

An  agreement^  made  this  first  day  of  March,  nineteen  hundred  and 
one,  by  and  between  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  New  Jersey  (hereinafter 
(tailed  uie  "  Steel  Company  ") ,  party  of  the  first  part^  and  J.  P.  Mor- 
gan &  Co.,  of  the  city  of  New  Yorl^,  acting  in  benalf  of  a  Syndicate, 
party  of  the  second  part : 

Whereas,  the  Steel  Company  has  been  organized  with  a  capital  of 
$3,000,  of  which  one-half  is  7%  cumulative  preferred  stock  and  one- 
half  is  common  stock,  as  shown  by  the  certificate  of  incorporation 
of  the  Steel  Company,  recorded  in  Hudson  County^  New  Jersey,  on 
the  25th  day  of  February,  1901,  which  capital  stock  is  to  be  increased 
as  hereinafter  provided ;  and 

WTiereas,  as  hereinafter  stated,  the  board  of  directors  of  the  Steel 
Company  deem  it  necessary  for  its  business  now  to  acquire  the  stocks 
and  Don^  of  certain  other  corporations  and  also  to  obtain  for  its  cor- 
porate purposes  a  certain  sum  in  cash;  and 

AVhereas,  after  careful  investigation  and  appraisement,  the  board 
of  directors  of  the  Steel  Company  has  ascertained,  adjudged  and  de- 
termined that  the  value  of  such  bonds  and  stocks  now  so  to  be  ac- 
quired and  hereinafter  specified,  exclusive  of  such  cash  sum  (which 
cash  sum  is  to  be  received  and  treated  by  the  Steel  Company  as 
surplus),  is  equal  at  least  to  the  par  value  of  the  stock  of  the  bteel 
Company  and  of  the  bonds  of  the  Steel  Company  to  be  issued  there- 
for; and 

Whereas,  the  board  of  directors  of  the  Steel  Company  considers 
that  such  bonds,  stocks  and  cash  may  best  be  obtained  by  purchase, 
on  the  terms  hereinafter  stated,  from  the  Syndicate  represented  by 
ilessrs.  J.  P.  Mor^n  &  Co.,  party  of  the  second  part  hereto,  and 
managers  of  the  said  Syndicate;  and 

^Miereas,  each  of  the  corporations,  the  capital  stock  of  which  it  is 
proposed  now  to  acquire  hereunder,  has  been  organized  and  now  is 
existing  under  the  laws  of  the  State  of  New  Jersey,  and  has  outstand- 
ing capital  stock  divided  into  shares  each  of  the  par  value  of  $100 
(excepting  the  Carnegie  Company,  of  which  the  capital  stock  is 
divided  into  shares  of  ttie  par  value  of  $1,000),  and  divided,  also,  into 
classes  as  next  hereinafter  stated,  the  said  corporations,  and  the  total 
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outstanding  capital  stock  and  the  classes  thereof,  being  as  follows, 
to  wit: 


Name  of  oorponitlon. 


American  Sheet  Steel  Company 

American  Steel  Hoop  Company 

American  Steel  and  wire  Company 

American  Tin  Plate  Company 

Carnegie  Company 

Federal  Steel  Company 

National  Steel  Company 

National  Tube  Company 


Total  outstanding  capital 
stock. 


Preferred. 


124,500,000 
14,000,U00 
40,000,000 
18,825,000 


58,200,900 
27,000,000 
40,000,000 


Common. 


924,600,000 

19,00D,00Q 
60,000.000 
28,000.000 
160, 000.  ceo 
46, 484,:  01} 
82,O0U.UO0 
40,000.000 


And  whereas,  the  Carnegie  Company  has  issued,  and  there  are  now 
outstanding,  its  5%  bonds  for  the  aggregate  principal  sum  of 
$160,000,000:  and 

Whereas,  the  Syndicate  has  arranged  for  the  acquisition  of  sub- 
stantially all  of  the  bonds  and  the  stock  of  the  Cam^e  Company ; 
and 

Whereas,  in  reliance  upon  this  contract  the  Syndicate  is  endeavor- 
ing to  effect  the  acquisition,  and  the  delivery  ox  all  of  the  bonds  of 
the  Carnegie  Company,  and  all  of  the  outstanding  shares  of  the 
capital  stock  of  all  of  said  corporations,  upon  the  terms  herein  pro- 
vided. 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  which 
both  parties  recognize  will  have  to  be  made  and  incurred  by  the 
Syndicate  in  their  endeavor  to  consummate  such  sale: 

First.  The  Steel  Company  a^ees  with  J.  P.  Morgan  &  Co.,  acting 
in  behalf  of  the  Syndicate,  as  follows : 

(1)  If,  on  or  before  May  81,  1901,  J.  P.  Morgan  &  Co.  in  behalf 
of  the  Syndicate  shall 

(a)  Sell  and  deliver,  or  cause  to  be  sold  and  delivered,  to  the 
Steel  Company,  at  least  fifty-one  per  cent  of  such  outstanding  shares 
of  the  capital  stock  of  each  of  the  corporations  above  named,  or  of 
such  of  said  corporations  as  finally  shall  be  embraced  within  the 
operation  of  this  agreement  with  the  approval  of  the  Steel  Company, 
which  fifty-one  per  cent  of  the  total  outstanding  capital  stock  of 
each  of  such  corporations  shall  include  not  less  than  fifty-one  per 
cent  of  the  total  outstanding  preferred  stock,  if  any,  of  such  com- 
pany ;  and  also  all  of  the  $160,000,000  of  bonds  of  the  Carnegie  Com- 
panv  now  outstanding,  or  such  lesser  amount  thereof  as  shall  be 
tendfered  by  J.  P.  Morgan  &  Co. ;  and 

(b)  Shall  pay,  or  snail  cause  to  be  paid,  to  the  Steel  Company 
twenty-five  million  dollars  in  cash : 

(2)  The  Steel  Company  will  purchase  such  shares  and  bonds,  and, 
in  payment  and  consideration  for  such  stock  and  bonds  and  for  such 
casn,  will  issue  to  such  persons  as  J.  P.  Morgan  &  Co.,  in  behalf  of 
the  Syndicate,  shall  indicate,  shares  of  its  preferred  stock  and  shares 
of  its  common  stock  (all  of  which  shall  be  fullv  paid 'and  non-assess- 
able), and  also  its  five  per  cent  gold  bonds  (wnich  bonds  shall  be 
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of  such  form  and  tenor,  and  shall  be  secured,  as  J.  P.  Morgan  &  Co. 
may  determine),  as  follows: 

(a)  In  the  event  that  the  Steel  Company  shall  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Company,  the  Steel  Company  will  issue 
for  all  such  stock,  and  such  bonds,  and  such  sum  in  cash,  four  mil- 
lion two  hundred  and  forty-nine  thousand  nine  hundred  and  eiffhty- 
five  shares  of  its  preferred  stock,  and  four  million  two  hundred  and 
forty-nine  thousand  nine  hundred  and  eighty-five  shares  of  its  com- 
mon stock,  and  also  three  hundred  and  four  million  dollars  of  its 
said  five  per  cent  gold  bonds. 

(ft)  In  the  event  that  the  Steel  Company  shall  not  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Company,  the  Steel  Company  will  issue 
for  the  shares  of  stock  and  the  bonds  which  shall  be  acquired,  and 
said  sum  in  cash,  four  million  two  hundred  and  forty-nine  thousand 
nine  hundred  and  eighty -five  (4,249,985)  shares  of  its  preferred  stock, 
and  four  million  two  hundi^ed  and  forty-nine  thousand  nine  hundred 
and  eighty-five  (4,249,985)  shares  of  its  common  stock,  and  three 
hundr^  and  four  million  dollars  ($304,000,000)  of  its  five  per  cent 
^old  bonds,  less  abatement  and  deduction  therefrom  to  be  made  as 
follows : 

For  each  $100  par  value  of  stock  of  such  other  companies  men- 
tioned in  the  following  table,  which  shall  not  be  acquired  by  the  Steel 
Company,  the  amount  of  the  preferred  stock  and  common  stock,  or 
either,  set  opposite  to  such  class  of  stock  in  said  table  shall  be  de- 
ducted and  abated. 


Name  of  company  and  claas 
of  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Name  of  company  and  clam 
of  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Preferred 
stock. 

Common 
stock. 

Preferred 
stock. 

Common 
stock. 

Carncsle  Comnany 

9160.00 

lie.  00 
4.00 

117.60 

9150.00 

.American  Tin  Plate  Co.: 
Preferred  stock 

9125.00 
20.00 

100.00 

Federal  Steel  Co.: 

Preferred  stock 

Common  stock 

1125.00 

Common  stock 

Amf^rican  Rteel  t^nA  Wira  Co, 

107.60 
'"*i62.*66* 

American  Steel  Hoop  Co.: 
Preferred  stock 

of  K.J,: 

Common  stock 

100.00 

Preferred  stock 

American  Sheet  Steel  Co.: 
Preferred  stock 

100.00 

Common  stock 

!(&dni)A]  Tnhfi  Ca.  ' 

126.00 
8.80 

125.00 

ComTVon  «tOCk 

100.00 

Preferred  stock 

i 

Common  stock 

125.00 

National  Steel  Co.: 

Preferred  stock 

nnminnn  «trw*k 

125.00 

1 

■ 

For  each  $1,000  par  value  of  such  bonds  of  tlie  Carnegie  Company 
that  shall  not  be  acquired  by  the  Steel  Company  $1,000  par  value  of 
such  bonds  of  the  Steel  Company  shall  be  abated  and  deducted. 

Second.  The  Steel  Company  further  agrees  that  in  the  event  of 
the  acquisition  by  it  pursuant  to  this  agreement  of  less  than  the 
total  issue  of  said  bonds  of  the  Carnegie  Company  or  less  than  the 
total  outstanding  capital  stock  of  each  of  said  corporations,  the  Steel 
Company  from  time  to  time  will  purchase  from  such  persons  as  sliall 
l)e  indicated  by  J.  P.  Morgan  &  Co.,  any  and  all  additional  out- 
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standiii^  bonds  of  the  Carnegie  Company  or  shares  of  the  capital 
stock  of  any  of  said  corporations  that  shall  be  tendered  to  the  Steel 
Company  prior  to  May  1,  1902;  and  in  payment  therefor  will  issue 
and  deliver  its  bonds  and  fully  paid-up  snares  of  its  preferred  stock 
and  fully  paid-up  shares  of  its  common  stock,  at  the  rates  at  which 
deduction  and  abatement  shall  have  been  made  under  Article  First 
hereof  in  respect  of  the  additional  bonds  and  shares  of  stock  so 
purchased. 

Third.  The  Steel  Company  shall  credit  and  allow  to  J.  P.  Morgan 
&  Co.  on  account  of  the  cash  sum  payable  under  Article  First  hereof, 
or  shall  pay  to  J.  P.  Morgan  &  Co.  a  sum  equal  to  the  aggregate 
amount  which,  prior  to  April  1,  1901,  shall  have  accrued  upon  any 
installments  of  dividends  accruing,  but  not  matured,  on  any  sucl) 
preferred  stock  at  the  date  of  delivery  thereof  to  the  Steel  Company. 

The  Steel  Company  further  agrees  that  the  dividends  on  all  the 
preferred  stock  of  the  Steel  Company  to  be  issued  by  it  hereunder, 
shall  begin  to  accrue  from  April  1, 1901. 

Fourth.  The  Steel  Company,  without  prejudice  to  the  further  exer- 
cise of  its  chartered  rights  to  increase  or  to  decrease  its  capital  stock, 
agrees  that  it  will  lawfully  increase  its  authorized  capital  stock  to 
an  amount  sufficient  to  enable  it  to  issue  and  to  deliver  its  preferred 
stock  and  its  common  stock  to  the  aggregate  amount  hereinbefore 
provided. 

Fifth.  J.  P.  Morgan  &  Co.,  in  behalf  of  the  Syndicate^  will  bear 
and  will  pay  the  statutory  fees  and  taxes  for  the  proposed  increase  of 
the  capital  stock  of  the  Steel  Company. 

Sixtn.  This  agreement,  and  any  agreement  in  pursuance  thereof, 
is  and  shall  be  strictly  inter  vartes;  and  no  stockholder  of  any  of 
the  corporations  above  referrea  to  shall  be  deemed  to  have  any  right 
hereunder. 

In  witness  whereof,  these  presents  have  been  duly  executed  by  the 
parties  hereto  the  day  and  year  first  above  written. 

UxrrED  States  Steel  Corporation, 
[l.  8.]  By  W.  J.  Curtis,  President. 

Attest : 

Charles  Mac  Veagh, 

Secretary^  J.  P.  Morgan  d*  Co. 


Exhibit  2. 

UNDEBWBITINa  AGBEEMENT  OF  APBIL  1,    1901,   BETWEEN  J.  F. 
MOBGAN  A;  CO.  AND  THE  UNITED  STATES  STEEL  GOBPOBATION. 

An  agreement,  made  this  1st  day  of  April,  nineteen  hundred  and 
one,  by  and  between  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  New  Jersey  (hereinafter  called 
the  "  Steel  Company  "),  party  of  the  first  part,  and  J.  P.  Morgan  & 
Co.,  of  the  city  of  New  York,  parties  of  the  second  part : 

Whereas,  the  Steel  Company  has  been  organized  with  a  capital 
stock  of  $3,000,  of  which  one-half  is  7  per  cent  cumulative  preferred 
stock  and  one-half  is  common  stock,  as  shown  by  the  certificate  of 
incorporation  of  the  Steel  Company,  recorded  in  Iludson  County, 
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Xew  Jersey,  on  the  25th  day  of  February,  1901,  which  capital  stock 
is  to  be  increased  as  provided  in  a  certain  aCTeement  datea  March  1, 
1901,  between  the  Steel  Company  and  J.  P.  Morgan  &  Co.,  acting  in 
behalf  of  a  Syndicate ;  and 

Whereas,  the  board  of  directors  of  the  Steel  Company  deem  it 
necessary  for  its  business  now  to  acquire  the  stocks  of  the  other  cor- 
porations hereinafter  named,  and,  after  careful  investigation  and 
appraisement,  the  board  of  directors  of  the  Steel  Company  has  ascer- 
tained, adjudged  and  determined  that  the  value  of  such  stocks  now 
so  to  be  acquired  and  hereinafter  specified,  is  equal  at  least  to  the  par 
value  of  the  stocks  of  the  Steel  Company  together  with  the  sums  in 
cash  to  be  issued  and  paid  therefor  as  hereinafter  provided ;  and 

Whereas,  the  boara  of  directors  of  the  Steel  Company  considers 
that  such  stocks  may  best  be  obtained  by  purchase,  on  the  terms  here- 
inafter stated,  through  Messrs.  J.  P.  Morgan  &  Co.,  parties  of  the 
second  part  hereto;  and 

^Vhereas,  the  names  of  said  corporations  and  the  classes  and 
amounts  of  the  capital  stock  thereof  which  the  Steel  Company  de- 
sires to  acquire  are  as  follows : 

The  Lake  Superior  Consolidated  Iron  Mines  (a  corporation  of  New 
Jersey)  298,884-4897/10000  shares,  of  the  aggregate  par  value  of 
$29,888,448.97. 

Bessemer  Steamship  Company  (a  corporation  of  West  Virginia) 
50,000  shares  of  the  aggregate  par  value  of  $5,000,000. 

American  Bridge  Company  (a  corporation  of  New  Jersey)  313,738 
shares  of  preferred  stock,  of  the  aggregate  par  value  of  $31,373,800, 
and  309,508  shares  of  common  stock,  of  the  aggregate  par  value  of 
$30,950,800. 

Colorado  Fuel  and  Iron  Conupany  (a  corporation  of  Colorado) 
20,000  shares  of  preferred  stocK,  of  the  aggregate  par  value  of 
$2,000,000,  and  170,000  shares  of  conmion  stock,  of  the  aggregate  par 
value  of  $17,000,000. 

Oliver  Iron  Mining  Company  (a  corporation  of  Minnesota)  2,000 
shares,  of  the  aggregate  par  value  of  $200,000,  out  of  a  total  capital 
stock  of  $1,200,000. 

Pittsburgh  Steamship  Company  (a  corporation  of  West  Virginia), 
2,217  shares,  of  the  aggregate  par  value  of  $221,700,  out  of  a  total 
outstanding  capital  stock  of  $1,333,000. 

And  whereas,  J.  P.  Morgan  &  Co.  have  heretofore  rendered  services 
for  the  purpose  of  acquiring  such  stocks  of  said  several  companies 
for  the  benefit  of  the  Steel  Company,  and  the  Steel  Company  desires 
that  J.  P.  Morgan  &  Co.  shall  render  further  services  for  the  purpose 
of  acquiring  such  stocks : 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  wnich 
both  parties  recognize,  will  have  to  be  made  and  incurred  by  Messrs. 
J.  P.  Morgan  &  03.  under  this  agreement : 

First,  'file  Steel  Company  agrees  with  J.  P.  Morgan  &  Co.  as 
follows: 

(1)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part, 
not  less  than  fifty-one  per  cent,  of  such  outstanding  shares  of  the 
capital  stock  of  said  Lake  Superior  Consolidated  Iron  Mines,  the 
Steel  Company  will  purchase  such  shares,  and  in  payment  and  con- 
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sideration  therefor  will  issue  to  the  respective  yendors  thereof,  or  for 
their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co.,  $135  in  the 
preferred  stock  and  $135  in  the  common  stock  of  the  Steel  Com- 
pany (all  of  which  shall  be  fully  paid  and  non-assessable)  for  each 
$100  par  value  of  such  shares  oi  the  capital  stock  of  said  Lake 
Superior  Consolidated  Iron  Mines  so  sold  and  delivered  to  the  Steel 
Company. 

Such  stock  of  said  Lake  Superior  Consolidated  Iron  Mines  must 
carry  all  dividends  and  rights  to  divid^ids  declared  or  payable  after 
Marcli  15, 1901.  Dividends  on  the  preferred  stock  of  the  Steel  Com- 
pany to  be  issued  in  part  payment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(2)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company,  or  an  agreement 
for  the  sale  and  delivery  to  the  Steel  Company,  of  all  the  ^ares  of 
the  capital  stock  of  said  Bessemer  Steamship  Company,  the  Steel 
Company  will  purchase  such  shares  of  stock  and  wul  agree  to  pav 
therefor  the  sum  of  $8,500,000  in  cash  on  or  before  May  1,  1902,  witL 
interest  from  May  1, 1901,  at  the  rate  of  five  per  cent  per  annum. 

Such  stock  of  the  Bessemer  Steamship  Co.  must  carry  all  divi- 
dends and  rights  to  dividends  declared  or  payable  after  March  15, 
1901. 

(3)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.,  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  said  shares  of  the 
capital  stock  of  said  Oliver  Iron  Mining  Company,  of  the  aggregate 
par  value  of  $200,000,  together  with  said  shares  or  the  capital  stock 
of  said  Pittsburgh  Steamship  Company  of  the  aggregate  par  value 
of  $221,700,  the  Steel  Company  will  purchase  such  shares  and,  in 
payment  and  consideration  therefor  will  issue  to  the  vendors  thereof, 
or  for  their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co.. 
92,500  shares  of  its  preferred  stock  of  the  aggregate  par  value  of 
$9,250,000  and  92,500  shares  of  its  common  stock  of  the  aggregate 
par  value  of  $9,250,000,  all  of  which  shall  be  fully  paid  and  non- 
assessable. 

Such  shares  of  stock  of  the  Oliver  Iron  Mining  Company  must 
carry  all  dividends  and  "rights  to  dividends  declared  or  payable  after 
March  27th,  1901 ;  and  dividends  on  the  preferred  stock  of  the  Steel 
Company  to  be  issued  in  part  payment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(4)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part 
not  less  than  fifty-one  per  cent,  of  said  total  outstanding  capital 
stock  of  the  American  Bridge  Company  (which  fifty-one  per  cent 
of  the  total  outstanding  capital  stock  shall  include  not  less  than  fifty- 
one  per  cent  of  the  total  outstanding  preferred  stock  of  said  American 
Bridge  Company),  the  Steel  Company  will  purchase  such  shares,  and 
in  payment  and  consideration  tnerefor  will  issue  to  the  vendors 
thereof,  or  for  their  account  as  may  be  directed  by  J.  P.  Morgan 
&  Co.,  shares  of  the  preferred  stock  and  common  stock  of  the  Steel 
Company  (all  of  which  shall  be  fully  paid  and  non-assessable)  at 
the  following  rates: 

For  each  $100  share  of  the  preferred  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $110  par  value 
in  the  preferred  stock  of  the  Steel  Company. 
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For  each  $100  share  of  the  common  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $106  par  value 
in  the  common  stock  of  the  Steel  Company. 

Such  preferred  stock  of  the  American  Bridge  Company  shall  not 
carry  the  dividend  of  If  per  cent  declared  payable  thereon  April  24, 
1901,  but  must  carry  all  other  dividends  and  rights  to  dividends  de- 
clared or  payable  after  April  1st,  1901;  and  such  common  stock  of 
the  American  Bridge  Company  must  carry  all  dividends  and  rights 
to  dividends  declar^  or  payable  after  March  15th,  1901.  Dividends 
on  the  preferred  stock  of  the  Steel  Company  to  be  issued  for  such 
preferred  stock  of  the  American  Bridge  Company  shall  begin  to 
accrue  from  April  1st,  1901. 

(5)  The  Steel  Company  hereby  authorizes  and  requests  J.  P. 
Morgan  &  Co.,  for  account  of  the  Steel  Company,  to  purchase  or 
acquu^  or  to  contract  for  the  purchase  or  acquisition  of,  all  or  any 
of  the  outstanding  shares  of  the  capital  stock  of  the  Colorado  Fuel 
&  Iron  Company,  in  consideration  or  the  issue  by  the  Steel  Company 
in  payment  therefor  of  such  amount  of  the  preferred  stock  and 
common  stock  of  the  Steel  Company  as,  from  time  to  time,  may  be 
fixed  by  J.  P.  Morgan  &  Co.,  not  exceeding  in  the  aggregate  $15,- 
000,000  in  the  preferred  stock  and  $15,000,000  in  the  common  stock 
of  the  Steel  Company  in  case  all  said  outstanding  19,000  [190,000] 
shares  of  the  Colorado  Fuel  &  Iron  Company  shall  be  so  purchased 
or  acquired,  and  not  exceeding  a  proportionate  amount  of  such  pre- 
ferred stock  and  of  such  common  stock  of  the  Steel  Company  for 
any  number  less  than  all  of  such  outstanding  19,000  [190,000]  shares 
that  may  be  so  purchased  or  acquired. 

(6)  The  Steel  Company  requests  J.  P.  Morgan  &  Co.  to  endeavor 
to  procure  the  sale  and  delivery  to  it  on  said  terms  of  such  shares  of 
capital  stock  of  said  several  corporations  or  any  of  them,  and  hereby 
it  authorizes  J.  P.  Mor^n  &  Co.,  in  their  own  name,  or  otherwise,  by 
public  notice  or  otherwise,  to  offer  to  the  several  stockholders  of  said 
several  corporations,  or  any  of  them,  in  exchange  for  stocks  in  said 
corporations,  respectively,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  terms  aforesaid.  Any  such 
offer  mav  require  the  deposit  of  such  stocks  with  J.  P.  Morgan  & 
Co.  as  dfepositaries,  or  with  any  other  depositaries  designated  by 
them,  and  may  be  made  subject  to  any  other  further  terms  and  con- 
ditions that  may  be  prescribed  by  J.  P.  Morgan  &  Co. 

The  Steel  Company  w-ill  increase  its  capital  stock  to  such  amount 
as  may  be  required  for  the  purpose  of  making  the  purchases  hereby 
authorized. 

(7)  The  Steel  Company  authorizes  and  requests  J.  P.  Morgan 
4  Co.  to  make  all  agreements,  and  to  do  all  acts  and  things,  and  to 
make  any  expenditures  which,  in  their  sole  discretion,  they  may  deem 
expedient  for  the  purpose  of  acquiring  such  shares  of  stock,  or  any 
of  them  as  aforesaid ;  and  the  Steel  Company  agrees  to  reimburse 
J.  P.  Morgan  &  Co.  for  all  such  expenditures  and  to  pay  all  other 
expenses  of  any  description  made  or  incurred  by  J.  P.  Morgan  & 
Co.  in  acting  hereunder.  The  Steel  Company  further  agrees  to  pay 
to  J.  P.  Morgan  &  Co.  fair  compensation  for  their  services  hereunder. 

Second.  J.  P.  Morgan  &  Co.  agree  to  endeavor  to  procure  the  sale 
and  delivery  to  the  Steel  Company,  on  the  terms  aforesaid,  of  said 
stocks  of  said  several  corporations,  and  they  agree  to  include  in  any 
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sale  of  stocks  of  the  American  Bridge  Company  all  of  the  shares  of 
the  common  stock  and  preferred  stock  of  said  company  by  them 
owned.  J.  P.  Morgan  &  Co.  further  agree  that  they  will  make  an 
offer  to  the  stockholders  of  the  American  Brid^  Company,  and  of 
the  Lake  Superior  Consolidated  Iron  Mines,  inviting  them  to  receive 
in  exchange  for  their  stocks,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  terms  aforesaid. 

In  witness  whereof,  these  presents  have  been  duly  executed  by 
the  parties  hereto  the  day  ana  year  first  above  written. 

United  States  Steel  Cohporatiox. 

By ,  President. 

Attest : 

,  Secretary. 


Exhibit  3. 

SYNDICATE  AOBEEMENT  OP  FEBBUABY  26,  1001,  BETWEEN  J.  P. 
MOBGAN  ft  CO.  AND  THE  SYNDICATE  STJBSCBIBEBS  BEIiATIVE  TO 
OBGANIZATION  OF  THE  UNITED  STATES  STEEL  COBPOBATION. 

An  agreement,  made  as  of  the  26th  day  of  February,  nineteen 
hundred  and  one,  by  and  between  J.  P.  Morgan  &  Co.,  of  the  city  of 
New  York,  parties  of  the  first  part,  and  the  subscribers  hereto  (here- 
inafter called  severally  the  "  Subscribers  "  and  collectively  the  "  Syn- 
dicate "),  severally,  parties  of  the  second  part: 

Whereas,  the  United  States  Steel  Corporation  has  been  organized 
under  the  laws  of  the  State  of  New  Jersey,  with  a  capital  stock  of 
$3,000,  of  which  one-half  is  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  common  stock,  which  capital  stock  presently  is  to  be 
increased  to  such  amount  as  shall  be  approved  by  J.  I*.  Morgan  &  Co., 
and  such  corporation  (hereinafter  called  the  "  ^teel  Company  ")  de- 
sires now  to  acquire,  as  hereinafter  provided,  stocks  and  bonas  of  all 
or  of  some  of  the  several  corporations  next  hereinafter  referred  to, 
and  certain  sums  in  cash;  and 

AVhereas,  J.  P.  Morgan  &  Co.,  acting  in  behalf  of  the  Syndicate, 
are  hereby  authorized  to  enter,  and  now  are  about  to  enter,  into  a 
contract  or  contracts  with  the  Steel  Company,  by  which  the  Steel 
Company  is  to  agree  to  issue  to  such  persons  as  J.  P.  Morgan  &  Co. 
in  behalf  of  the  Syndicate  shall  indicate,  shares  of  its  preferred  stock 
and  shares  of  its  common  stock  (all  of  which  shall  be  fully  paid  and 
non-assessable)  and  also  its  five  per  cent  gold  bonds,  in  payment  and 
in  consideration  for  outstanding  bonds  of  the  Carnegie  Company, 
and  shares  of  the  outstanding  preferred  stock  and  common  stock  of 
the  following  named  companies,  or  some  of  them,  as  shall  be  agreed 
upon  or  be  provided  for  in  such  contract  or  contracts: 

American  Sheet  Steel  Company, 

American  Steel  Hoop  Company, 

American  Steel  and  Wire  Company  of  New  Jersey, 

American  Tin  Plate  Company, 

Carnegie  Company, 

Federal  Steel  Company, 

National  Steel  Company, 

National  Tube  Company. 
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Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual 

fromises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  Syndicate 
ave  mutually  agreed  as  follows : 

First  J.  P.  Morpin  &  Co.  shall  have  power  and  authority  from 
time  to  time,  in  such  manner  and  on  such  terms  as  from  time  to  time, 
either  generally  or  in  special  cases,  they  may  deem  expedient: 

(1)  Publicly  or  otherwise  to  offer,  or  to  agree  to  deliver,  or  to 
cause  to  be  delivered,  in  such  amounts  and  at  such  general  or  special 
rates  as,  from  time  to  time,  either  generally  or  in  special  cases,  they 
may  deem  expedient,  shares  of  the  preferred  stock,  and  shares  of  the 
cQDunon  stock,  and  bonds,  of  the  Steel  Company,  in  exchange  for  or 
in  purchase  of  any  of  the  stocks  of  any  of  the  other  companies  named 
in  said  proposed  contracts,  that  shall  be  delivered  to  J.  P.  Morgan  & 
Co.,  or  as  they  may  direct :  and 

(2)  By  the  use  of  any  or  the  stocks,  or  of  any  of  the  bonds,  of  the 
Steel  Company,  deliverable  under  said  proposed  contracts,  or  of 
moneys  provided  or  derived  under  the  terms  of  this  agreement,  to 
acquire  all  or  any  of  the  stocks,  or  of  the  bonds,  or  both,  of  all  or  of 
any  of  the  other  companies  above  referred  to. 

^ond.  From  time  to  time,  upon  calls  made  by  J.  P.  Morgan  & 
Co.,  and  within  such  periods  as  shall  be  specified  in  such  calls,  the 
Subscribers,  severally  and  respectively,  will  pay  to  J.  P.  Morgan  & 
Co.  such  sums  in  cash,  as  shall  be  called  by  J.  P.  Morgan  &  Co.,  but 
in  the  aggregate,  not  exceeding  their  respective  subscriptions  here- 
under. 

Third.  J.  P.  Morgan  &  Co.,  in  the  exercise  of  their  absolute  discre- 
tion, may  use  the  sums  in  cash  so  received  from  the  Subscribers,  for 
aU  or  any  of  the  following  purposes,  viz : 

(1)  In  payment  to  the  Steel  Company  of  any  sum  in  cash  by  it 
to  be  received  under  said  proposed  contracts,  and  any  further  sums 
that  may  become  payable  to  the  Steel  Company  under  any  agreement 
modifying  the  same  or  supplemental  thereto. 

(2)  For  any  expjenditures  which  J.  P.  Morgjan  &  Co.  in  their  dis- 
cretion may  have  incurred  or  hereafter  may  incur  in  or  about  the 
preparation  or  the  performance  of  this  agreement  or  of  said  proposed 
contracts,  or  for  any  purpose  which,  in  their  judgment,  may  tend  to 
prwnote  the  objects  of  this  agreement  or  the  benefit  of  the  Syndicate 
liereunder. 

(3)  In  acquiring,  by  purchase  or  otherwise,  as  hereinbefore  author- 
ized by  clause  (2)  of  Article  First  of  this  affreement,  any  of  the 
preferred  stock  and  common  stock  and  bonds  of  the  companies  here- 
mabove  referred  to. 

All  or  any  of  such  stocks  and  bonds  of  such  other  companies,  so 
acquired  by  J.  P.  Morgan  &  Co.,  may  be  delivered  by  them  under  the 
terms  of  said  proposed  contracts  to  the  Steel  Company,  in  exchange 
for  its  stocks  and  bonds  as  therein  provided ;  or,  in  their  discretion, 
J.  P.  Morgan  &  Co.  may  re-sell  to  others  all  or  any  of  such  stocks 
and  bonds. 

Fourth.  J.  P.  Morgan  &  Co.  may  retain  all  of  said  stocks  of  the 
Steel  Company,  to  be  received  pursuant  to  said  proposed  contracts 
(except  such  of  said  stocks  as  by  them  shall  be  used  or  be  set  apart 
for  use  under  Article  First  of  this  agreement)  for  such  period  as  in 
their  discretion  they  may  deem  expedient,  not  exceeding  fifteen 
months  from  the  date  hereof;  and,  from  time  to  time,  during  said 
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period  and  at  any  time  before  final  distribution  hereunder,  they  may 
sell,  all  or  any  of  such  stocks,  at  public  or  private  sale  and  at  such 
prices^  and  on  such  terms  as  to  credit  or  otherwise,  as  they  may  deem 
expedient. 

Fifth.  All  such  stocks  of  the  Steel  Company  menticHied  in  Article 
Fourth  hereof,  and  all  net  proceeds  resulting  from  sales  of  any  of 
such  stocks  or  from  any  other  transactions  of  J.  P.  Morgan  &  Co., 
for  account  of  the  Sradicate  under  any  of  the  provisions  hereof, 
shall  be  applied  by  J.  JP.  Morgan  &  Co.  as  follows : 

(1)  First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provisicm  of  this  agree- 
ment. 

(2)  Secondly,  in  repayment  to  the  Subscribers  (so  far  as  the  same 
may  be  suflScient  for  tnat  purpose)  of  all  sums  by  them  respectively 
paid  to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second ;  such  repay- 
ment to  be  made  to  the  Subscribers  ratably. 

(3)  One-fifth  of  any  residue  of  such  stocks  and  net  proceeds  re- 
maining after  payment  in  full  of  all  such  sums  payable  under  clauses 
(1)  and  (2)  ox  this  article  shall  be  retained  by,  and  shall  belong  to, 
J.  P.  Morgan  &  Co.  for  their  own  use,  as  compensation  for  tneir 
services  in  forming  and  managing  the  Syndicate :  and  the  remaining 
four-fifths  of  such  residue  shall  be  distributed  by  J.  P.  Morgan  &  Co. 
among  the  Subscribers  ratably  according  to  their  respective  interests. 

Sudi  one-fifth  of  any  such  residue  shall  be  the  only  compensation 
to  be  received  by  J.  P.  Morgan  &  Co.  for  their  services  in  forming 
and  mana^ng  the  Syndicate ;  and,  in  case  there  shall  be  no  such  resi- 
due, J.  P.  Morgan  &  Co.  shall  not  receive  any  compensation  for  their 
services  in  forming  or  in  managing  the  Syndicate. 

Any  stocks  or  other  assets  comprised  in  such  residue  may  be  sold 
by  J.  P.  Morgan  &  Co.,  or  may  be  distributed  by  them  as  they  may 
deem  expedient. 

Such  application  of  such  net  proceeds  and  such  distribution  of 
such  residue,  may  be  made  by  J.  r,  Morgan  &  Co.  frcMn  time  to  time 
when  and  as  they  may  deem  expedient. 

All  cash  sums  received  by  J.  P.  Morgan  &  Co.  under  any  provision 
of  this  agreement  shall  be  held  by  them  as  bankers. 

Sixth.  Until  the  expiration  of  such  fifteen  months,  or  until  the 
final  distribution  hereunder,  J.  P.  Morgan  &  Co.  in  such  manner,  at 
such  prices,  on  such  terms,  and  in  such  amounts,  as  they  may  deem 
expedient,  shall  have  power,  for  account  of  the  Syndicate,  to  make 
purchases  of  the  bonds  and  of  the  preferred  stock  and  of  the  com- 
mon stock  of  the  Steel  Company,  and  they  may  resell  any  such  bonds 
and  stocks  which  they  may  have  purchased ;  and,  in  their  discretion, 
they  may  make  any  further  undertakings  of  any  kind  with  any  per- 
sons concerning  any  such  bonds  and  stocKs.  They  may  apply  towards 
any  such  purchases  any  sums  realized  from  any  sales  oi  bonds  and 
stocks  of  the  Steel  Company  under  any  provision  of  this  agreement; 
and  they  may  make  advances,  or  may  procure  loans,  and  may  secure 
the  same  to  such  amounts  and  in  such  manner  as  from  time  to  time 
they  may  deem  expedient  for  any  of  the  purposes  of  this  agreement 

Seventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  Subscribers  suit- 
able, receipts  in  respect  of  payments  made  hereunder,  and  they  mav 
issue  to  the  respective  Subscribers  certificates  of  interest,  of  such 
tenor  and  form  as  they  may  deem  suitable.    Such  certificates  of  in- 
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terest  and  all  rights  and  obligations  hereunder  of  the  respective 
Subscribers  may  oe  made  transferable  in  such  manner  and  on  such 
tenna  and  conditions  as  J.  P.  Morgan  &  Co«  may  prescribe. 

Eighth.  J.  P.  Morgan  &  Co.  snail  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem 
proper  in  carrying  out,  or  in  endeavorinjg  to  carry  out^  this  agree- 
ment or  said  proposed  contracts,  or  in  domg  any  act  or  thing  which 
they  may  deem  to  be  in  the  interest  of  the  Syndicate ;  and  they  shall 
have  power  and  authority,  in  their  sole  and  absolute  discretion, 
finally  to  fix  and  to  pay  all  compensations  of  depositaries,  brokers, 
agents  and  counsel,  or  others;  and  in  the  expense  account  may  be 
included  brokers'  commissions  as  usually  paid. 

Ninth.  For  account  of  the  Syndicate,  J.  P.  Morgan  &  Co.,  from 
time  to  time,  may  make  undertakings  of  any  kind  with  any  persons 
concerning,  or  for  the  acquisition  o^  bonds  or  shares  of  either  or  of 
both  of  the  classes  of  stodi  of  any  of  the  companies  hereinabove  re- 
ferred to,  and  they  may  make  purchases  thereof  from  the  holders 
thereof,  or  in  any.  maitot  or  otherwise,  and  may  sell  the  same  at  such 
prices,  on  such  terms  and  in  such  amounts  as  from  time  to  time  they 
mav  deem  expedient. 

Tenth.  On  signing  this  agreement  each  Subscriber  .shall  indicate 
oppo«te  his  name  tM  total  sum  of  his  subscription  on  account  of  the 
whole  Syndicate  obligation  hereunder;  and  the  several  Subscribers 
shall  be  called  upon  to  make  payments  in  respect  of  their  several 
subscriptions  only  ratably  according  to  the  respective  amounts 
thereof,  but  each  Sabscribcor  shall  be  so  responsible  to  the  full  extent 
of  his  undertaking,  regardless  of  performance  or  non-performance 
by  any  other  Subscriber. 

"  When  and  as  requested  by  J.  P.  Morgan  &  Co.,  and  without  refer* 
ence  to  the  receipt  or  the  possession  hereunder  by  J.  P.  Morgan  & 
Co.,  or  by  the  Subscribers  or  any  bonds  or  stock,  each  Subscribe  will 
make  any  and  all  payments,  ana  will  perform  all  of  his  undertakings 
nnder  this  agreement,  and  will  do  all  things  which  by  J.  P.  Morgan 
&  Co.  shall  he  deemed  desirable  to  aid  in  the  accomplishment  of  the 
purposes  of  this  agreement. 

Nothing  herein  contained  or  otherwise  shall  constitute  the  parties 
hereto  partners,  or  shall  render  any  one  of  the  Subscribers  liable  to 
contribute  more  than  his  several  proportionate  amount  as  herein  pro- 
vided, or  shall  prevent  any  of  the  parties  from  contracting  with  each 
other  with  reference  to  any  of  their  respective  interests. 

Eleventh.  In  case  of  any  failure  of  any  Subscriber  to  make  any 
pavmoit  called  for,  or  to  perform  any  of  his  undertakings  hereunder, 
J.  P.  Morgan  &  Co.  in  their  sole  and  exclusive  discretion  may  exclude 
such  Subscriber  from  all  interest  in  the  Syndicate;  and  in  their  dis- 
cretion and  in  such  mann^  as  they  may  deem  proper,  without  any 
proceeding,  either  at  law  or  in>  equity,  they  may  dispose  of  such  Sub- 
scriber's participation  hereunder  or  of  any  interest  or  right  of  such 
Subscriber  hereunder  or  under  said  proposed  contracts;  but  never- 
theless such  Subscribe  in  default  shall  be  responsible  to  J.  P.  Mor- 
fan  &  Co.,  for  the  benefit  of  the  other  Subscribers  hereto,  for  all 
amages  caused  1^  any  failure  on  his  part.  At  any  public  sale  under 
this  article  of  any  interest  or  right  of  any  Subscriber,  J.  P.  Mor- 
gan &  Co.,  or  any  party  hereto,  may  become  purchaser  for  their,  or 
lor  his  own,  benefit,  without  accountability. 
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Twelfth.  J.  p.  Morgan  &  Co.  shall  have  full  power,  in  their  dis- 
cretion, to  agree  with  the  Steel  Company  upon  the  terms  and  pro- 
visions of  such  proposed  contracts,  and  as  to  the  amount  of  the  pre- 
ferred stock  ana  the  cixnmon  stock  and  bonds  of  the  Steel  Company 
to  be  issued  and  delivered  under  said  proposed  contracts;  and,  also, 
they  shall  have  full  power  and  authority,  from  time  to  time  to  enter 
into  any  agreements  with  the  Steel  Company  modifying  the  said  pro- 
posed contracts  as  they  may  deem  expedient  Any  and  all  contracts 
with  the  Steel  Company  made  by  J.  P.  Morgan'  &  Co.  in  b^alf  of 
the  Syndicate  shall  oe  open  to  inspection  by  any  Subscriber  at  the 
office  of  J.  P.  MormiL  &  Co. 

Thirteenth.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges 
as  to  whether  at  any  time  it  is  to  the  interest  of  the  Syndicate  to 
proceed  further  under  this  agreement  or  under  said  proposed  con- 
tracts; and  whenever  thejr  majr  deem  expedient,  thev  may  abandon 
the  objects  contemplated  in  this  agreement  and  said  proposed  con- 
tracts and  all  further  proceedings  tnereunder.  In  such  event  all  the 
stocks  and  other  assets  by  them  acquired  hereunder  and  then  held  for 
account  of  the  S}iidicate,  and  the  proceeds  of  such  stocks  and  other 
assets  shall  remain  charged  with  the  payment  of  all  expenses  and 
liabilities  by  them  incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations  in- 
curred by  J.  P.  Morgan  &  Co.  under  anjr  provision  of  this  agreement ; 

Secondly,  in  repayment  to  the  Subscrifors  (so  far  as  the  same  may 
be  sufficient  for  tnatpurpose)  of  all  sums  by  th^n  respectively  paid 
to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second;  such  repayment 
to  be  made  to  the  Subscribers  ratably. 

From  time  to  time  J.  P.  Morgan  &  Co.  may  sell  or  otherwise  dis- 
pose of  such  stocks  and  other  assets  at  such  prices  and  on  such  terms 
as  to  credit  or  otherwise  as  they  may  deem  expedient;  or  they  may 
distribute  the  same  to  Subscribers  ratablv. 

Fourteenth.  The  enumeration  of  specific  powers  in  this  agreement 
shall  not  be  construed  as  in  any  way  limiting  any  general  power  in- 
tended to  be  conferred  upon  or  to  be  reserved  to  3.  P.  Morgan  &  C'O.; 
it  being  intended  to  reserve  to  them,  and  hereby  there  are  expressly 
conferred  on  them,  in  addition  to  the  general  and  specific  powers 
recited  herein,  all  other  general  and  specific  powers  which  frixn  time 
to  time  they  may  deem  necessary  in  order  fully  and  effectively  to 
carry  out  what  they  may  deem  to  be  the  purposes  of  this  agreement, 
and  of  this  Syndicate,  whether  or  not  such  purposes  be  herein 
expressed. 

J.  P.  Morgan  &  Co.  in  their  discretion  may  submit  to  the  Sub- 
scribers any  proposed  change  or  modification  of  this  agreement,  and, 
when  assented  to  in  writing  by  a  majoritv  in  interest  of  the  Sub- 
scribers, any  change  or  modification  so  suomitted  by  J.  P.  Morgan 
&  Co.  shall  become  a  part  of  this  agreement  and  shall  oe  binding  upon 
all  the  Subscribers  and  those  claiming  under  them. 

Fifteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liable  for  anv  error  of 
judgment  or  for  any  mistake  of  Inw  or  of  fact;  nor  i^all  they  be 
liable  for  any  act  or  omission  while  endeavoring  in  good  faith  to 
carry  out  the  purposes  hereof  according  to  their  judgment.  No  Mi- 
^tion  or  liability,  in  addition  to  those  herein  expressed^  shall  be 
implied  against  J]  P.  Morgan  &  Co. 
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In  no  event  shall  J.  P.  Morgan  &  Co.  be  responsible  for  the  repay- 
ment to  the  Subscribers  of  tne  sums  by  them  paid  under  Article 
Second  hereof;  but  such  sums  shall  be  repayable  only  as  herein  pro- 
vided, out  of  any  stocks  or  other  assets  applicable  to  such  paym^it 
under  the  provisions  of  this  agreement. 

Sixteentn.  J.  P.  Morgan  &  Co.  mav  become  Subscribers  hereto. 
As  such  Subscribers  they  shall  be  liable  for  any  subscriptions  made 
by  them,  and  shall  be  entitled  in  all  respects  to  the  same  rights  and 
benefits  as  other  Subscribers. 

J.  P.  Morgan  &  Co.  may  sell  any  stocks  or  other  assets  by  them  held 
hereunder  to  any  other  Subscriber;  and  any  such  other  Subscriber 
may  make  any  purchase  from  J.  P.  Morgan  &  Co. 

From  time  to  time  J.  P.  Morran  &  Co.  may  offer,  on  such  terms  as 
they  may  deem  expedient,  to  sellanj  such  stocks  or  other  assets  to  the 
Subscribers  severally  and  ratably  in  amounts  proportionate  to  their 
respective  syndicate  subscriptions;  and  in  any  such  offering  they  may 
provide  for  the  disposition  of  any  untaken  stocks  or  other  assets  in 
such  way  as  they  may  deem  expedient.  Upon  any  offering  J.  P. 
Morgan  &  Co.,  as  syndicate  Subscribers,  shall  be  entitled,  the  same 
as  other  Subscribers  to  the  benefits  of  such  offering  and  to  purchase 
their  ratable  amount  of  the  stocks  or  other  assets  so  offered  and  to 
hold  the  same  without  further  accountability. 

Seventeenth.  J.  P.  Morgan  &  Co.  may  receive  and  may  hold,  or 
may  cause  to  be  received  and  to  be  held  by  any  depositaries  or  cus- 
todians, the  certificates  for  any  stocks  or  any  bonds  of  the  Steel  Com- 
pany, and  any  bonds  of  the  Carnegie  Company  and  the  certificates 
for  any  stocks  of  all  or  of  anv  of  the  other  companies  hereinabove 
referred  to,  and  they  shall  not  be  responsible  for  anv  act  or  any  omis- 
sion of  any  such  depositary  or  custodian.  They  shall  have  aosolute 
control  over  the  disposition  of  all  such  stocks  and  bonds  held  by  them, 
or  by  any  such  depositary  or  custodian,  and  they  may  cause  the  same 
to  be  transferred  to  themselves,  or,  as  they  may  deem  expedient,  to  any 
person  or  persons,  or  corporation  or  corporations.  While  so  hela 
by  them,  or  under  their  control,  J.  P.  Morgan  &  Co.  shall  have  the 
exclusive  right,  and  hereby  plenary  and  discretionary  power  is  con- 
ferred upon  them,  to  vote  upon  such  stocks,  or  to  cause  the  same  to 
be  voted  oy  their  nominees,  or  by  any  proxies  appointed  or  selected  by 
them,  at  all  meetings  of  stockholaers  for  the  election  of  directors 
of  any  such  company,  and  for  any  and  all  other  purposes  whatsoever. 

Eighteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of, 
the  parties  hereto,  and  their  respective  executors  and  administrators; 
but  no  assignment  hereunder  shall  be  valid  unless  assented  to  in 
writing  by  J.  P.  Morgan  &  Co. 

All  rights  and  powers  of  J.  P.  Morgan  &  Co.  hereunder  shall  vest 
in  said  firm  as  from  time  to  time  constituted,  without  further  act  or 
assignment. 

^neteenth.  Nothing  herein  contained  shall  be  construed  as  creat- 
ing any  trust  or  obligation  whatsoever  in  favor  of  the  Steel  Com- 
pany, or  in  favor  of  any  stockholder  of  any  of  such  other  companies, 
or  in  favor  of  any  person  or  corporation  other  than  the  Subscribers, 
nor  any  obligation  in  favor  of  the  Subscribers,  excepting  only  as 
herein  is  expressly  provided. 

Twentieth.  Each  Subscriber  shall  set  opposite  his  subscription 
hereunder  an  address  to  which  notices,  calls  or  other  communications 
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may  be  sent,  and  any  notice,  call  or  other  communication  addressed 
to  any  Subscriber  at  the  address  so  given,  and  either  left,  at  such  ad- 
dress or  maile<L  shall  be  deemed  actually  given  to  such  Subscriber, 
and  shall  be  sufficient  for  all  the  purposes  hereof.  If  any  Sribscriber 
shall  fail  so  to  furnish  his  address  to  J.  P.  Morgaa  &  Co.,  he  shall 
not  be  entitled  to  any  notice  of  calls,  or  offers^  or  any  other  notice 
hereunder,  and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P. 
Morgan  &  Ca 

In  witness  whereof,  the  parties  of  the  fiiBt  part  have  hereunto 
affixed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscnptions  hereto,  it  being  understood  that 
for  convenience  this  agreemait  msy  be  subscribed  in  several  parts 
and  copies,  with  like  force  and  effect  ae  if  all  the  subscriptions  w«« 
upon  one  part  or  copy  thereof* 


Name. 


Addrsss. 


Amovnt  sub* 

scriptionfn 

doUan. 


Exhibit  4%, 


OF  -M-ARCTT.  2,  1901,  ADDBE88ED  B7  J.  P. 
MOBGAK  A  CO.  TO  STOCKHOIiDEBS  OF  VABIOTJS  COHBTITUEMT 
COJXCBXJUS   OF   THli   WITED  STATES   STESX    COBPOBATIOIf. 

March  2,  1901. 

To  the  Stockholders  of  Federal  Steel  Corjvpatht/.  National  Steel  Com- 
pany j  National  Tube  Company^  American  Steel  and  Wire  Com- 
pany of  New  Jersey^  American  Tin  Plate  Com^panyy  American 
Sieel  Hoop  Company y  American  Sheet  Steel  Company. 

The  United  States  Steel  Corporation  has  been  organized  under  the 
laws  of  the  State  of  New  Jersey,  with  power,  among  other  things, 
to  acquire  the  outstanding  preferred  stocks  and  common  stocks  of 
the  companies  above  named  and  the  outstanding  bonds  and  stock  of 
the  Carnegie  Company. 

A  Synmcate,  comprising  leading  financial  interests  throughout 
the  United  States  and  Europe,  of  which  the  undersigned  are  mana- 
gers, has  been  formed  by  suWribers  to  the  amount  of  $200,000,000 
(including  amon^  such  subscribers  the  undersigned  and  many  large 
stockholders  of  the  several  companies),  to  carry  out  the  arrange- 
ment hereinafter  stated  and  to  provide  the  sum  in  cash  and  the 
financial  support  required  for  that  purpose.  Such  Syndicate,  throu^ 
the  undersigned,  has  made  a  contract  with  the  United  States  St^ 
Corporation,  under  which  the  latter  is  to  issue  and  deliver  its  pre- 
ferred stock  and  its  common  stock  and  its  five  per  cent  gold  bonds 
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m  ooosideration  for  stocks  of  the  aboTe-named  companies  and  bonds 
and  stock  of  tke  Carnegie  Compaay  and  the  sum  of  $25,000,000  in 
casL 

The  Syndicate  has  alre«ly  arranged  for  the  aoqnisition  of  sub- 
stantially all  the  bonds  and  stock  of  the  Carnegie  Cfompany,  mckid- 
ing  Mr.  Carnegie's  holdings.  The  bonds  of  the  United  States  Steel 
Corporation  are  to  be  used  only  to  acquire  bonds  and  60  per  cent  of 
the  stock  of  the  Cam^ie  Company. 

The  undersigned,  in  oehalf  of  tiie  Syndicate,  and  on  the  terms  and 
conditions  hereinafter  stated,  offer  m  exchange  for  ih»  preferred 
stocks  and  common  stcxsks  of  the  ccMnpanies  above  named,  respec- 
tively, certificates  fc»*  preferred  stock  and  eommon  stock  of  the 
United  States  Steel  Corpcnrotion,  upon  the  baeds  stated  in  the  follow- 
ing table,  viz : 

For  eadi  $100  par  value  of  stock  of  the  class  mentioned  below,  the 
amount  set  (q>posite  thereto  in  preferred  stock  or  common  stock  of 
United  States  Steel  Corporation  at  par: 


Kamecf  ccmpaay  and  dam 

Amofont  of  new 
Block  to  be  de- 
livered in  par 
valae. 

Name  of  company  and  dass 
of  stock. 

Amount   of    new 
stock  to  be  de- 
Urered   <ln    par 

value. 

Preferred 
stook. 

Common 
stook. 

Preferred 
stock. 

Common 
stoek. 

IMmbI  Steel  Oo.: 

Ptefeired  stock...... 

1110.00 
4.00 

U7.«0 

"'ioTw' 
i25.66 

American  Tin  Plate  Co.: 

Preferred  stock.......... 

$125.00 
90.60 

100.00 

Common  stock 

CUB.  00 

AnerioMi  Steel  and  WkeCo. 
ofN.J.: 

Amexican  Steel  Hoop  Co.: 
Preferred  stock 

■  NKrpfu  eteok  ■.•..■■•■•• 

100.00 

OonrmAii  ntock 

American  Sheet  Steel  Co.: 
Prelerved  stock 

110.00 

MatSoDal  Tube  Co.: 

125.  W 
8.80 

125.00 

Freferxed  stock 

100.00 

Common  stock 

Natioiial  Steel  Co.: 

Preferred  stock...... 

^?fllBBBOffl  St/Oft^  ........... 

With  reference  to  the  last  four  companies  the  a£^e;gate  amount 
of  stocks  so  to  be  offered  was  arranged  with  the  principal  stock- 
holders of  those  companies,  who  have  requested  the  distribution  of 
such  amount  among  tne  four  companies  to  be  made  in  the  percentages 
above  stated. 

Proper  adjustment  will  be  made  in  respect  of  dividends  upon  all 
the  deposited  preferred  stocks,  so  that  the  registered  holders  of  re- 
ceipts for  such  preferred  stocks  will  receive  the  equivalent  of  divi- 
dends thereon,  at  the  rates  therein  provided,  from  the  last  dividend 
period  up  to  April  1,  1901,  from  whicii  date  dividends  on  the  pre- 
ferred stock  of  the  United  States  Steel  Corporation  are  to  begin  to 
accrue.  Deposited  common  stocks  must  carry  all  dividends  or  rights 
to  di^ddends  declared  or  payable  on  or  after  March  1,  1901,  and  no 
adjustment  or  allowance  will  be  made  in  respect  thereof. 

Por  the  purpose  of  avoiding  the  necessity  of  interruption  in  the 
declaration  and  payment  of  dividends,  when  earned,  upon  the  com- 
mon stock,  concurrently  with  the  payment  of  dividends  upon  the 
preferred  stock,  there  has  been  inserted  in  the  charter  of  the  United 
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States  Steel  Corporation  a  provision  to  the  effect  that  whenevo*  all 
quarterly  dividends  accrued  upon  the  preferred  stock  for  previous 

Quarters  shall  have  been  paid,  the  board  of  directors  may  declare 
ividends  on  the  common  stock  out  of  any  remaining  surplus  or  net 
profits. 

Statements  furnished  to  us  by  officers  of  the  several  companies 
above  named,  and  of  the  Carnegie  Company,  show  that  the  aggr^ate 
of  the  net  earnings  of  all  the  companies  for  the  calendar  year  1900  was 
amply  sufficient  to  pa^  dividends  on  both  classes  of  the  new  stocks, 
besides  making  provision  for  sinking  funds  and  maintenance  of 
properties.  It  is  expected  that  by  the  consummation  of  the  proposed 
arrangement  the  necessity  of  large  deductions  heretofore  maae  on 
account  of  expenditures  for  improvements  will  be  avoided,  the 
amount  of  earnings  applicable  to  dividends  will  be  substantially  in- 
creased and  greater  staoility  of  investment  will  be  assured,  without 
necessarily  increasing  the  prioes  of  manufactured  products. 

The  certificates  for  stocks  of  the  companies  above  named  must  be 
deposited  as  stated  below,  in  exchange  for  transferable  receifts 
issued  by  the  respective  depositaries,  for  which  application  will  be 
made  for  listing  on  the  New  York  Stock  Exchange.  The  deposited 
certificates  must  be  accompanied  by  suitable  assignments  and  powers 
of  attorney  in  blank,  duly  executed  and  having  attached  thereto  the 
proper  war  revenue  stamps,  and  also,  if  required,  suitable  assimi- 
ments  or  transfers  of  all  dividends  or  rights  to  dividends  upon  de- 
posited common  stocks  declared  or  payable  on  or  after  March  1, 
1901.  Every  deposit  shall  be  upon  the  following  further  terms  and 
conditions : 

1.  The  undersigned,  acting  in  behalf  of  the  Syndicate,  shall  have 
full  control  over  the  deposited  certificates,  including  power  to  deliver 
the  same  under  said  contract  to  the  United  States  Steel  Corporation 
in  consideration  of  the  issue  of  preferred  stock  and  common  stock 
of  said  Corporation. 

2.  The  certificates  for  shares  of  the  United  States  Steel  Corpora- 
tion, deliverable  to  depositors,  shall  be  delivered  at  an  office  or  at 
offices  in  the  city  of  New  York  to  be  designated  by  the  undersigned 
by  advertisement  in  at  least  two  newspapers  in  "the  city  of  New 
York.  Such  certificates  may  be  issued  in  the  names  of  the  respective 
holders  of  the  receipts  entitled  thereto  or  may  be  issued  in  such 
other  names  as  the  undersigned  may  select,  in  which  event  they 
shall  be  indorsed  for  transfer  in  blank  at  the  time  of  delivery.  The 
undersigned  at  their  option  may  deliver  temporary  certificates  for 
such    shares   pending  the   preparation    and  delivery   of   engraved 

I  certificates. 

3.  At  any  time  prior  to  the  deposit  hereunder  of  two-thirds  in 
amount  of  all  outstanding  shares  of  the  capital  stock  of  any  one  or 
more  of  the  above-named  companies  (which  two- thirds  in  each  in- 
stance shall  include  two-thirds  of  the  outstanding  preferred  stock 
of  such  company),  the  undersigned  in  their  discretion  may  withdraw 
the  offer  herein  made  to  depositors  of  shares  of  any  such  company 
of  whose  capital  stock  two-thirds  shall  not  have  been  deposited; 
and,  in  such  case,  no  act  or  notice  of  withdrawal  shall  be  required 
other  than  advertisement  thereof  at  least  once  in  each  of  two  dailv 
newspapers  in  the  city  of  New  York.    Upon  any  such  withdrawal. 
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the  deposited  shares  of  such  company  shall  be  returned  without 
charge,  upon  surrender  of  the  respective  receipts  issued  therefor. 
The  undersigned,  in  their  discretion,  may  consummate  the  proposed 
transaction  as  to  the  stocks  of  any  companies  herein  named,  irre- 
spective of  the  deposit  of  the  stocks  of  any  other  company  or  of  any 
withdrawal  as  to  any  other  company. 

4.  The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  tiieir  sole  judgment  a  sufficient  amount  of 
the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reserve  the  right,  at  any  time,  in  their  discretion, 
to  wholly  abandon  the  transaction  and  to  withdraw  their  offer 
herein  contained,  as  to  all  the  depositors,  by  publication  of  notice 
of  such  withdrawal  in  two  daily  newspapers  in  the  city  of  New 
York;  and  in  that  event  all  the  deposited  shares  shall  be  returned 
without  charge  upon  surrender  of  the  respective  receipts  therefor. 
In  case  of  any  such  withdrawal  of  the  offer  hereunder  as  to  all  or 
to  any  depositors,  such  depositors  shall  have  no  claim  against  the 
undersigned,  and  shall  only  be  entitled  to  receive  their  deposited 
securities  upon  surrender  oi  the  respective  receipts  therefor. 

5.  The  authorized  issue  of  capital  stock  of  the  United  States  Steel 
Corporation  presently  provided  for  in  said  contract  is  $850,000,000, 
of  which  one-half  is  to  be  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  to,  be  common  stock.  The  company  will  also  issue 
its  five  per  cent  gold  bonds  to  an  aggregate  amount  not  exceeding 
§304,000,000.  In  case  less  than  all  of  the  bonds  and  stock  of  the 
Carnegie  Company  or  less  than  all  of  the  stocks  of  the  other  com- 
panies above  referred  to  shall  be  acquired,  the  amounts  of  bonds  and 
stocks  to  be  issued  will  be  reduced  as  provided  in  said  contract 

The  forms  of  the  new  bonds  and  of  the  indenture  securing  the 
same,  and  of  the  certificates  for  the  new  preferred  and  common 
shares,  and  the  entire  plan  of  organization  and  management  of  the 
United  States  Steel  Corporation,  shall  be  determined  by  J.  P.  Mor- 
gan ft  Co.  Every  depositor  shall  accept  in  full  payment  and  ex- 
change for  his  deposited  stock  the  shares  of  the  capital  stock  of  the 
United  States  Steel  Corporation,  to  be  delivered  at  the  rates  above 
specified,  in  respect  of  the  stock  by  him  so  deposited;  and  no  de- 
positor or  holder  of  any  receipt  issued  hereunder  shall  have  any 
interest  in  the  disposition  of  any  other  of  the  shares  of  stock,  or  of 
the  bonds  of  the  United  States  Steel  Corporation,  by  it  to  be  issued 
and  delivered  to  or  for  account  of  the  Syndicate  or  of  any  proceeds 
thereof.  All  shares  of  the  United  States  Steel  Corporation  deliver- 
able to  or  for  account  of  the  Syndicate,  which  shall  not  be  required 
for  the  acquisition  of  the  stock  of  the  Carnegie  Company  or  for 
delivery  to  depositors  under  the  terms  of  this  circular,  are  to  be 
retained  by  ana  belong  to  the  Syndicate. 

6.  The  respective  depositaries  may  make  all  such  rules  as  shall  be 
approved  by  the  undersipied,  governing  the  transfer  and  registra- 
tion of  receipts  for  deposited  shares,  and  for  the  closing  of  the  trans- 
fer books  for  such  receipts  for  any  purpose.  The  unoersigned  shall 
not  be  responsible  for  any  default  oi  any  depositary. 

7.  Each  deposit  hereunder  shall  be  irrevocable,  and  shall  operate 
as  a  separate  and  independent  agreement,  and  as  a  transfer  of  the 
interest  of  the  depositors  to  the  undersigned  on  the  terms  hereof. 
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8.  Deposits  must  be  made  with  the  following  depositaries  re- 
spectively : 

Federal  Steel  preferred  stock  )     .^v,  j  Colonial  Trust  Co.,  N.  Y.,  or  with 

"         •'    common  stock  J  ^^^  I  Old  Colony  Trust  Co.,  Boston. 

National  Tube  preferred  stock  [     u    \  Morton  Trust  Co.,  N.  Y.,  or  with 

**  "    common  stock  f  ^  Kidder,  PealMdy  A  Co.,  Boston. 

American  Steel  &  Wire  preferred  stock  '*       Standard  Tmst  Co.,  N.  Y. 

"  "  "    common  stock  "       Guaranty  Trust  Co.,  N.  Y. 

National  steel  preferred  stock  \     «       n.^4— >i  ov-^-^ru    xr  nr 

"   (^mmon  stock  \  Central  Tmst  Co.,  N.  Y. 

American  Tin  Plate  preferred  stock  \     ,.       , ,         ...   -, ,  ^      .,.  •. 

"       '*   wmmon  stock  \  Mercantile  Trust  Co.,  N.  Y. 

American  Sheet  Steel  preferred  stodc        \    ,,       ir-r«»««i»  t^t,  ^  ivn-f  n^    k  v 
u        u    common  stock  J  Farmers' Loan  A  Trust  Co.,  F.\. 

American  Steel  Hoop  preferred  stock        i     ,.       xr  v  o        •*    a.  m i.  r^     iir  v 

"^mmon  stock         [  N.  Y.  Secuniy  &  Treat  Co.,  N.  Y. 

Deposits  must  be  made  on  or  before  the  20th  day  of  March,  1901. 
After  that  date  no  deposit  will  be  received  except  in  the  discretion 
of  the  undersigned,  and  on  such  terms  as  the  undersigned  may 
prescribe. 

The  undersigned  reserve  the  right  in  their  discretion  to  thrhinate 
THE  PRivu£QB  OF  DEPOSIT  hereunder  at  an  earlier  date  upon  two 
days'  notice  to  be  given  by  publication  at  least  once  in  two  daily 
newspapers  in  New  York  City. 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  syndicate  managers  beyond  a  share 
in  any  sum  which  ultimately  may  be  realized  by*the  Syndicate. 

J.  P.  Morgan  &  Co., 
Syndicate  Managers. 


Exhibit  5. 

SYNDICATE  AGKBBEMEKT  OF  MABCH  12,  1902,  BBTWEEK  J.  P. 
MOBOAN  ft  CO.  AKB  SYNDICATE  SUBSCBTBEBS,  BEIiATIVE  TO 
GONVEBfilON  OF  A  POBTION  OF  THE  PBEFEBiBED  STOCK  OF  THE 
UNITED  STATES  STEEL  COBPOBATION  INTO  BONDS. 

An  agreement,  made  the  twelfth  day  of  March,  1902,  by  and  be- 
tween J,  P.  Morgan  &  Co.,  co-partners  as  bankers,  of  the  city  of  New 
York,  parties  of  the  first  part;  and  the  subscribers  hereto  (herein- 
after called  severally  the  "  Subscribers,"  and  collectively  the  "  Syndi- 
cate"), severally  parties  of  the  second  jmrt: 

Whereas,  the  United  States  Steel  Corporation  (hereinafter  called 
the  "  Steel  Company  ")  proposes  to  make  with  J.  P.  Morgan  &  Co. 
a  certain  contract  or  contracts  whereunder  in  behalf  and  account  of 
the  Steel  Company,  they  are  to  offer  to  all  of  the  preferred  stock- 
holders of  the  Steel  Companv,  severally  and  ratably,  the  preferential 
opportunity  of  subscribing  for,  and  oi  taking  at  par  the  "  ten-sixty 
year  "  five  per  cent  sinking  fund  gold  bonds  of  the  Steel  Company, 
m  even  amounts  approximately  equal  to  forty  per  cent  of  their  sev- 
eral holdings  of  preferred  stock,  such  subscriptions  to  be  payable  in 
such  preferred  stock  at  par,  provided  that  every  such  subscribing 
stockholder  at  the  time  oi  such  original  subscription  payable  in  pre- 
ferred stock  shall  have  the  right  at  his  option  tnen  to  make  an  addi- 
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tional  subscription  payable  in  cash  for  such  bonds  to  an  amount  equal 
to  twenty-five  per  cent  of  his  stock  subscription ;  such  bonds  to  be 
authorized  now  for  the  principal  sum  of  $250,000,000 ;  and, 

Whweas,  in  and  bv  such  contracts  J.  P.  Morgan  &  Co.  are  to 
guaranty  to  the  Steel  Company  that  subscriptions  for  such  bonds 
will  be  made  for  the  aggregate  sum  of  at  least  $100,000,000,  payable 
in  preferred  stock  to  the  extent  of  four-fifths  of  said  sum,  and  in 
cash  for  the  remaining  one-fifth  thereof;  such  contracts  to  provide 
for  the  payment  or  allowance  to  J.  P.  Morgan  &  Co.  of  a  commis- 
sion of  four  per  cent  upon  the  aggregate  par  amount  of  all  such 
bonds,  which  shall  be  sold  and  delivered  under  their  said  offer,  or 
to  them,  they  having  the  prior  right  to  take  all  of  such  bonds  which 
shall  be  offered  for  subscription,  and  which  shall  not  be  taken  by 
the  preferred  stockholders  under  such  offer;  and. 

Whereas,  upon  the  terms  of  this  agreement,  and  for  the  purposes 
above  mentioned,  all  of  the  parties  hereto  now  desire  to  form  a  syndi- 
cate, to  provide  and  to  furnish  to  J.  P.  Morgan  &  Co.,  for  delivery 
to  the  Steel  Company  the  preferred  stock,  and  the  cash  required 
under  their  said  guaranty;  and  to  receive  from  J.  P.  Morgan  &  Co. 
four-fifths  of  the  net  commissions  by  them  received  under  the  said 
contract  or  contracts  with  the  Steel  Company,  which  contracts  J.  P. 
Morgan  &  Co.  are  authorized  from  time  to  time  to  make,  modify 
and  perform,  as  in  the  exercise  of  their  unlimited  discretion  from 
time  to  time  they  shall  deem  expedient ;  now. 

Therefore,  in  consideration  of  the  premises,  and  of  the  mutual 
promises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  syndicate 
mutually  have  agreed,  and  do  agree,  as  follows,  viz : 

First.  On  signing  this  agreement,  each  subscriber  has  delivered 
to  J.  P.  Morgan  &  Co.  certificates  for  preferred  stock  of  the  Steel 
Company  in  the  amount  indicated  in  his  stock  subscription  hereto, 
which  preferred  stock,  to  such  extent  as  may  be  required  to  meet 
the  requirements  of  their  said  guaranty,  is  to  be  delivered  to  the 
Steel  Company  at  par  in  exchange  for  the  ten-sixty  year  five  per 
cent  gold  bonds  of  the  Steel  Company  for  an  equal  amount  at  par, 
to  be  received  therefor  by  such  subscriber,  and  any  such  preferred 
stock  not  so  delivered  to  the  Steel  Company  is  to  be  returned  to  the 
subscribers  ratably  according  to  their  several  subscriptions. 

Second.  Each  subscriber  further  agrees  to  pay  to  J.  P.  Morgan 
&  Co.,  in  cash  the  sum  specified  in  his  cash  subscription  hereto,  for 
which  cash  J.  P.  Morgan  &  Co.  shall  receive  from  the  Steel  Company 
bonds  as  aforesaid  at  par  equal  to  the  amount  of  such  cash  payment 
bv  such  subscriber. 

Third.  The  several  deliveries  and  undertakings  of  the  several  sub- 
scribers under  this  agreement  shall  be  made  and  performed  by  the 
subscribers,  respectively,  when  and  as  requested  by  J.  P.  Morgan  & 
Co.,  and  without  reference  to  the  receipt  or  the  possession  by  J.  P. 
Morgan  &  Co.,  or  by  the  subscribers,  of  any  of  said  five  per  cent 
sinking  fund  gold  bonds  of  the  Steel  Company. 

Fourth.  The  several  subscribers  shall  be  called  upon  to  make  pay- 
ments of  cash  in  respect  of  their  several  subscriptions  only  ratably 
according  to  the  several  amounts  thereof;  but  each  subscriber  shall 
be  so  responsible  to  the  full  extent  of  his  several  undertaking  regard- 
less of  performance  or  non-performance  by  any  other  subscriber. 
In  the  same  proportion,  except  as  otherwise  above  provided,  each 
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subscriber  shall  be  entitled  to  share  in  the  benefits,  and  ^all  bear 
any  loss,  resulting  to  the  syndicate  under  this  agreement.  Nothing 
herein  contained  mtM  constitute  the  parties  hereto  partners,  or  shall 
render  any  one  of  the  subscribers  liaole  to  contribute  more  than  his 
several  proportionate  amount  as  herein  provided. 

Fifth.  In  case  of  the  failure  of  any  subscriber  to  perform  anv  of 
his  undertakings  hereunder  as  and  when  called  for  oy  th^oi,  «J.  P. 
Morgan  &  Co.,  in  behalf  of  themselves  and  the  syndicate,  shall  have, 
and  at  their  sole  and  exclusive  option  they  mav  exercise,  the  right 
to  exclude  such  subscriber  from  all  interest  in  the  ^ndicate;  and  in 
their  discretion,  without  any  proceedings  either  at  law  or  in  equity, 
they  may  dispose  of  such  sutecriber^s  participation  hereunder  or  of 
anj  interest  or  right  of  such  subscriber  hereunder  or  under  anv  of 
said  proposed  contracts;  but  nevertheless  such  subscriber  in  default 
shall  be  responsible  to  J.  P.  Morgan  &  Co.,  for  the  benefit  of  them- 
selves and  the  other  subscribers  nereto«  for  all  damage^  caused  bv 
any  failure  on  his  part.  At  any  public  sale  under  uiis  article  of 
any  interest  or  right  of  any  subscriber,  J.  P.  Morgan  &  Co.,  or  any 

Earty  thereto,  may  become  purchaser  for  their,  or  for  his  own, 
Bnefit,  without  accountability;  but  notwithstanding  any  sale, 
whether  public  or  private,  the  defaulting  subscriber  shall  be  re- 
sponsible to  J.  P.  Morgan  &  Co.  and  to  the  syndicate  for  all  damage 
caused  by  anv  such  failure  on  his  part. 

Sixth.  J.  P.  Morgan  &  Co.  shall  have  full  power,  in  their  discre- 
tion, from  time  to  time,  to  agree  with  the  Steel  Company  upon  the 
terms  and  provisions  of  any  contracts  such  as  are  above  referred  to: 
and,  also,  irom  time  to  time,  to  enter  into  any  agreements  with  the 
Steel  Company  modifying  the  said  contracts  as  they  may  deem  ex- 
pedient They  may  deliver  to  the  Steel  Company  a  copy  of  this 
agreement,  having  annexed  thereto  a  list  of  the  subscribers;  and 
thereupon  to  the  extent  of  their  several  subscriptions,  the  subscriber?, 
severally  and  respectively,  but  not  jointly,  and  no  one  for  any  other, 
shall  become  responsible  lor  the  performance  of  such  contracts  with 
the  Steel  Company  in  discharge  of  the  obligation  thereunder  of  J.  P. 
Morgan  &  Co.  Any  and  all  contracts  with  the  Steel  Company  made 
by  jT  p.  Morgan  &  Co.  shall  be  open  to  inspection  by  any  subscriber 
at  the  office  of  J.  P.  Morgan  &  Co. 

Seventh.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges  af? 
to  whether  at  any  time  it  is  to  the  interest  of  the  syndicate  to  pro- 
ceed further  under  this  agreement  or  under  said  proposed  contracts; 
and,  whenever  they  may  deem  expedient,  they  may  abandon  the 
objects  contemplated  in  this  agreement  and  said  proposed  contracts 
and  all  further  proceedings  thereunder.  In  such  event  all  the  cash 
or  stock  and  bonds  by  them  received  and  then  held  for  account  of 
the  syndicate,  and  the  proceeds  of  such  stock  and  bonds  shall  remain 
charged  with  the  payment  of  all  expenses  and  liabilities  by  them 
incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment ; 

Secondly,  in  repayment  to  the  subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  amounts  of  preferred 
stock  or  of  cash  by  them  respectively  delivered  hereunder  to  J.  P. 
Morgan  &  Co.;  such  repayment  to  be  made  to  the  subscribers 
ratably. 
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Eighth.  J.  p.  Morsan  &  Co.  shall  be  sole  managers  of  the  syndi- 
cate, and  in  behalf  of  the  syndicate  they  may  make  any  and  all  ar- 
ran^ments,  and  may  perform  any  and  all  acts,  even  though  not 
herein  provided  for,  m  their  opinion  necessary  or  expedient  to  carry 
out  the  purposes  of  this  agreement,  or  to  prcxnote  or  to  protect  what 
they  deem  to  be  the  best  interests  of  the  syndicate. 

The  enumeration  of  specific  powers  in  this  or  in  any  other  article 
of  this  agreement  shall  not  be  construed  as  in  any  way  abridging  the 
general  powers  by  this  article  intended  to  be  conierred  upon  or 
reserved  to  J.  P.  j&f organ  &  Co. 

Ninth.  From  time  to  time  before  October  1,  1903,  J.  P.  Morgan 
&  Co.,  in  behalf  of  the  syndicate,  may  make  sales  of  all  or  any  part 
of  the  bonds  received  by  them  for  account  of  the  syndicate.  Any 
such  sales  may  be  made  by  J.  P.  Morgan  &  Co.  either  publicly  or 
privately,  by  themselves,  or  in  such  manner  as  they  may  deem  proper, 
and  shall  be  upon  such  terms  and  for  such  price  or  prices  as  they  may 
deem  expedient.  Each  subscriber  hereby  assents,  to,  and  agrees  to  l>e 
bound  by,  any  such  action. 

No  subscriber  shall  be  entitled  to  receive  any  of  said  bonds  before 
October  1,  1903.  In  the  meantime,  in  their  discretion,  J.  P.  Morgan 
&  Co.,  either  themselves  may  retain  all  or  any  of  such  bonds,  or  they 
may  deliver  to  any  subscriber  his  proportionate  part  thereof,  upon  his 
agreement  to  hold  the  same  subject  to  sale  by  J.  P.  Morgan  &  Co. 
and  to  return  the  same  upon  call  of  J.  P.  Morgan  &  Co.,  at  any  time 
before  October  1,  1903. 

Should  any  subscriber  desire  to  withdraw  from  sale  the  portion  of 
bonds  to  which  he  may  be  entitled  hereunder,  J.  P.  Morgan  &  Co. 
in  their  discretion  may  deliver  to  any  subscriber  his  portion  of  such 
bonds,  upon  his  agreement  to  hold  the  same  for  himself  without  sale 
until  October  1,  1903,  or  until  the  complete  sale  by  J.  P.  Morgan  & 
Co.  at  an  earlier  date  of  all  bonds  held  by  or  for  the  syndicate. 

Tenth-  Until  October  1,  1903,  or  until  the  final  distribution  here- 
under, J.  P.  Morgan  &  Co.,  in  such  manner,  at  such  prices,  on  such 
terms,  and  in  such  amounts,  as  they  may  deem  expedient,  shall  have 
power,  for  account  of  the  syndicate,  to  make  purchases  of  the  five 
per  cent  gold  bonds  and  of  the  preferred  stock  of  the  Steel  Company, 
and  they  may  resell  any  such  bonds  and  stocks  which  they  may  have 
purchased;  and,  in  their  discretion,  they  may  make  any  further 
undertakings  of  any  kind  with  any  persons  concerning  any  such 
l)onds  and  stocks.  They  may  apply  towards  any  such  purchases  any 
sums  realized  from  any  sales  of  oonds  and  stocKS  of  the  Steel  Com- 
pany under  any  provision  of  this  a^eement;  and  they  may  make 
advances,  or  may  procure  loans,  and  may  secure  the  same  to  such 
amounts  and  in  such  manner  as  from  time  to  time  they  may  deem 
expedient  for  any  of  the  purposes  of  this  agreement. 

Eleventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  subscribers  certificates  of  interest  or  such 
tenor  and  form  as  they  may  deem  suitable.  Such  certificates  of 
interest  and  all  rights  and  obligations  hereunder  of  the  respective 
subscribers  mav  be  made  transferable  in  such  manner  and  on  such 
terms  and  concfitions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Twelfth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem  proper 
in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agreement  or 
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said  proposed  contracts,  or  in  doing  any  act  or  thing  which  they  ma? 
deem  to  be  in  the  interest  of  the  syndicate,  and  all  sudi  expenaas  shaU 
constitute  and  be  a  prior  charge  in  their  faror  upon  any  and  all 
mmeyB,  stocks  and  bonds  by  them  received  or  held  heveunder.  Any 
and  all  moneys  by  them  received  hereunder  duiU  be  held  l^  them  as 
bankers  in  general  account.  They  also  shall  have  power  tuid  au- 
thority, in  their  sole  and  absolute  discretion,  finally  to  fix  and  to  pay 
all  compensations  of  depositaries,  brokers,  agents  and  counael,  or 
others,  and  in  the  expanse  account  may  be  included  brokers'  com- 
mission as  usuaUv  paid. 

Thirteenth.  After  the  complete  performance  d  the  entire  obliga- 
tion of  the  syndicate  hereunder,  out  not  before  the  first  day  of 
October,  1908,  unless  otherwise  determined  by  J.  P.  Morgan  &  Go.  in 
the  exercise  of  their  unrestricted  discretion,  the  syndicate  shall  be 
entitled  to  receive  f our^fifths  portion  of  the  net  conmiissions  received 
by  J.  P.  Morean  &  Co.,  or  such  part  thereof  as  may  not  have  been 
used  by  J.  P.  Af organ  &  Co.  for  the  purposes  of  this  agreement,  oat 
of  any  moneys  for  such  purpose  received  or  retained  b^  J.  P. 
Morgan  A  Co.,  after  payment  oi  all  expenses  and  obligations  racorr^ 
hereunder  by  J.  P.  Morgan  A  Co. 

Fourteenth.  J.  P.  Morgan  &  Co.  shall  net  be  liable  under  any  of  the 
provisions  of  this  agreement  nor  for  any  matter  therewith  coamected, 
except  for  ^ood  faith  in  performing,  or  in  refraining  from  perform- 
ing or  carrying  out,  the  ooligations  bv  them  herein  expressty  assumed; 
the  implication  of  any  obligation  not  herein  expressly  assumed  by 
them  bein^  hereby  expressly  denied  and  waived. 

It  is  unaerstood  that,  in  the  same  manner  as  other  subscribers,  J.  P. 
Morgan  &  Co.  may  become  subscribers  hereto;  that  as  sudi  sub- 
seniors  they  shall  be  liable  for  nil  subscriptions  by  them  made,  and 
that  in  all  respects  they  shall  be  entitlea  to  the  same  rights  and 
benefits  as  any  other  subscriber.  Any  subscriber  hereto  may,  on  his 
own  account,  make  any  agreement  with  any  other  subscriber  or  with 
the  Steel  Company. 

Fifteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of.  the 
parties  hereto,  and  their  executors  and  administrators  severally  and 
respectively;  but  no  assignment  hereunder  shall  be  valid  unles 
assented  to  in  writing  by  J.  P.  Morean  &  Co. 

All  rights  and  powere  of  J.  P.  Morgan  ft  Co.  hereunder  shall  vest 
in  said  coprtrtnorship  firm,  as  frcnn  time  to  time  constituted,  without 
further  act  or  assi^ment 

Sixteenth.  Nothing  herein  contained  shall  be  construed  as  creating 
any  trust  or  obligation  whatsoever  in  favor  of  any  person  or  corpora- 
tion other  than  the  subscribers,  nor  any  obligaticxi  in  favcu*  of  the 
subscribers,  excepting  only  as  herein  is  expressly  provided. 

Seventeenth.  Each  subscriber  «hall  set  opposite  his  subscription 
hereunder  an  address,  to  which  notices,  calls  or  other  communications 
may  be  sent,  and  any  notice,  call  or  other  communication  addressed  to 
any  subscriber  at  the  address  so  given,  and  either  left  at  such  address 
or  mailed,  shall  be  deemed  actually  given  to  such  subscriber,  and  shall 
be  sufficient  for  all  the  purposes  hereof.  If  any  subscriber  sball  fail 
so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  idiall  not  be 
entitled  to  any  notice  of  calls,  or  offers,  or  any  other  notice  hereunder, 
and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P.  Morgan  &  Ca 

Eighteenth.  In  consideration  of  the  irrevocable  rights  in  tiiem 
vested  hereunder,  and  the  promises  of  the  several  subscribers,  J.  P* 
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Morgan  &  Co.  have  become  parties  to,  and  in  good  faith  will  endeavor 
to  consummate  the  purposes  of  this  agreement;  and,  after  receipt 
thereof  from  the  Steel  Company,  they  wUl,  as  herein  provided,  deliver 
to  the  syndicate  the  said  five  per  cent  gold  bonds  or  the  proceeds 
thereof,  and  the  said  cash  compensation. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
aflixed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  being*  understood  liiat 
for  convenience  this  agreonent  may  be  subscribed  in  several  parts  and 
copies  with  like  force  and  effect  as  if  all  the  subscriptions  were  upon 
one  part  or  copy  thereof. 


Iteme. 

Address. 

SnbBCrtptlonfor  6  pvoenfe  gold 
boBdi, 

PivMi'kmI  stook.          Oftsh. 

• 

Exhibit  6. 

PBO  FOBMA  CONSOLIDATED  QEVEBAL  BALANCE  SHEET,  UNITED 
STEEL    COBFOBATION    AND    STJBSIDIABY    COMPANIES, 
1,  1901,  IN  COMPABiaOM  WITH  STTffTTiAll  BALANOB  SHEET 
DECEMBEB  31,  1910. 

ASSBTB. 


AT 


Property  asoooni: 

bsst  ot  piopatT  of  all  oemptalm  at  datta 
aoqulred  by  United  SUtee  Steel  Corpora- 
t5m  Apr.  l,19ai,inea8eof  llsolMiUtfy 
oompanlH,  and  Aiw.  1,  1901,  in  case  of 
Shelby  Steel  Tube  Co 

Sundry  adjuatments  applying  agalnflt  pre- 
oedinE  yeafa  balances  of  property  aooount. 

RApcaaBQ  for  addttinnal  pn>p«rty  and  eon- 
straetion  alDoe  Apr.  1.1901 

Addttloiis  to  pMfarty  mvvrtment  aooount, 
tlovnili  porolUBaoT 


Uamstael  properties, 
dalrtou  SfiBu  vrawtk 


Apr.  1, 1901. 


$1,297,400,000.08 


,  IroBaiid  Railnad  prop* 


Dec.  31, 1910. 


fl,297, 400,000b  09 
3,063>M4.00 
^  340^  670.71 


30,280,632.07 
10,759,560.42 

40,9(H,2Q».8S 


Leaa.  dsixed  off  a 

To  ataunag  and  dapnelation  fimde. . . 
To  eztiaardlnary  replacement  funds. 
To  ondhrldad  onifilaa. 


of  pBoparty  aooount,  subjeet  to 
ng  nalamw  to  credit  of  dapraBla* 
tlon  and  replacement  ftands,  aee  contra . 
uee  of  inreatment  In  mine  aCrippIng 
and  development,  etc 


Total  propvty 
jeaito  dtpwaiitfcwi 


,  anb* 
above 


1,297,400,000.02         1,729,813,672.05 


1,297,400,000.02 
1,417,9M.33 


1,298,817,964.35 


39,706,567.88 

1,632,011.99 

168,094,423.16 


206,088,008.03 


1,534,780,669.09 
28,103,712.21 


1,547,884,381.23 


•3,068,594.00 
380,340)676.71 


30,280,632.07 
10,759,560.42 

48,961,206.88 


432,413,672.03 


39,706,567.88 

1,632,011.99 

168,604,423.16 


206,083,003.03 

227,380,669.00 
21,686,727.88 


249,066,396.88 
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Pbo  Fobma  Consolidated  Genebal  Balancs  Sheet,  United  States  Steel  Cok- 
fobation  and  subsidiaby  companies,  apbil  1,  1901,  in  compabison  with 
SiMiLAB  Balance  Sheet  at  Decembeb  31,  1910---Continued. 

ASSETB-Contlnaed. 


Apr.  1,1901. 

Dee.  31, 1910. 

Tufuwi  I 

Deferred  chanes  to  opentione: 

Advanoea   minim;   royalties,  exploration 

expenaee  and  nunellaneoua  oiiai||eB 

Leas  ftind  reserved  ttom  surplus  to  cover 
poflsfble  failure  to  realiie  mming  royalties. 

12,068,087.09 

$15,331,704.91 
7,000,000.00 

f]3,MI,677.S3 

7.000.009.00 

2,068,027.09 

8.331,704.91 

6,243.677.  fi 

Investments: 

Outside  real  estate  and  Investments  In  sim- 
dry  securiUes.  including  real  estate  mort- 
gages, and  land  sales  oontracts 

241,030.19 

2,309,394.04 

2,128.af3.Sa 

Sinking  and  reserve  fund  assets: 

Cash  resources  Iield  by  trustees  of  bond  sink- 
inc  funds 

238.99 

856,519.00 
3,296,464.79 

11,915,921.45 

856.280.01 

Insurance  and  depreciation  funds'  assets 
(net) 

11.915,921.43 

238.99. 

16,067,905.24 

16,067.66&S 

Current  assets: 

Inventories 

71,852,438.69 

1         50,910,860.78 

3,280,190.41 
a,  168. 823. 84 
56,153.066.01 

176.537,823.71 

/         44,603.273.53 

\              696,833.76 

5,640,180.77 

4.410,793.61 

50,953,514.16 

104.685,385.12 

Accounts  receivable 

1    s,€io,?a.p 

Agents'  balances 

Bills  receivable 

2, 299, 99a  3S 

Sundry  marketable  bonds  and  stocks 

Cash 

S,76S,0!V.Si 
800.4^15 

192,365.379.63 

288,742,419.54 

96,377.»{aL9l 

Grand  total 

1,483,512,660:25 

1,868,395,804.96 

369.883, 144.  n 

LIABILITIES. 


Capital  stock  of  United  States  Steel  Corporation: 
Common , 

$506,227,393.70 
510,206,743.40 

9506,302,<00.00 
360,281,100.00 

STS.IOA.SO 

Preferred 

li9,9tl,61S.J0 

1,018,433,137.10 

868,583,600.00 

149,W,SS7.10 

Capital  stock   of  subsldlarv  companies  not 
owned  by  United  States  Steel  Corporation 

535,407.00 

620,352.50 

84.945.30 

Bonded  and  debenture  debt  (not  including 
bonds  held  by  sinking-fund  trustees): 
United  States  Steel  Corporation  50-year 
bonds 

303,460,000.00 

274,412,000.00 

190.777,500.00 
131,162,366.70 

I9,as8,ooo.a9 

United  States  Steel  Corporation  10-60>year 
bonds 

190.777,500.00 

Subsldlarv  companies'  bonds 

59,091,657.42 

72.070,700.28 

362,541,657.42 

596.361.866.70 

233,810,209.28 

Mortgages  and  purchase-money  obligations: 
Morteaces  isundry  real  estate) 

4,109,400.41 
17,762,622.19 

784,792.38 
2,313,000.00 

s,ss4,eos.of 

Purchflie-monev  obligations 

i6,U»,8tt,19 

21,872,022.60 

3,097,792.38 

18,774,t».I! 

Current  liabilities: 

Current  accounts  payable  and  pay  rolls 

Accrued  taxps.  not  y^t  due                   ...... 

\         27.466,079.68 
17,134,803.02 

7,622,490.23 
3,064,929.23 

2,852,388.30 

/         23,695.264.04 

\           6,789.827.16 

813,500.00 

886,122.16 
7,991,373.16 

\     3,018,411.5:; 

Bills  and  loans  payable 

ie,sity9oa.os 

Special  deposits  on  loans  due  employees  and 
others 

e,7se,s»or 

Accrued  interest  and  unpresented  coupons. . 
Unpaid  accrued  dividends  of  subsidiary 
companies 

4,926,443.92 

Unitea  States  Steel  Corporation  dividends 
declared,  not  vet  due 

12,668,700.50 

12,658,700.50 

58.141,290.46 

52,834,787.01 

S,90e.S05.4S 

Total  capital  and  current  liabilities . . . 

1,461,523,514.58 

1,521,488,396.59 

59,964,  »4. 01 

UNITED  STATES  STEEL  COBFOBATION. 


407 


Pbo  Fobma  Consqudatsd  General  Balance  Sheet,  United  States  Steel  Cob- 

POBATION    AND    8UB8I0L4ST    COMPANIES,   APBIL   1,    1901,    IN    COMPABISON    WITH 

SiifiLAB  Balance  Sheet  at  December  31,  1910— ContinuecL 

LIABILITIES-Contlnued. 


Apr.  1,1001. 

Deo.31,19ia 

Inoease.^ 

Strndry  rraerye  funds: 

Continsent  and   misoellanoous   operating 
funds. 

12,428,084.62 
460,882.42 

111,689,728.70 
8,402,999.21 

19.281.644.08 

iTniTaim  funds 

7.0G2.116.79 

2,878,907.04 

20,092,727.91 

17,213,760.87 

Bond  sinking,  dflpfeoiation  and  leplaoement 
funds  (repnaents  a  balance  of  reserves  made 
from  earnings  and  income  to  cover  aocniine 
amortization  and  depreciation  in  respect  of 
assets  covered  in  property-investment  ac- 
count)..  

4,110,178.63 

« 117,671,520.47 
40,000,000.00 

113.561,341.84 

Appropriated  surplus  to  cover  capital  expendi- 
tures  

40.000,000.00 

dndlvldfld  surplus  of  United  States  Steel  Cor- 
poration and  subsidiary  companies: 

Capital  surplus  provided  in  organization 

BaJance  of  surplus  accumulated  by  all  com- 
panies since  Apr.  1. 1901,  viz-~ 
Total  exclusive  of  I.  C.  P.  in  Inventories. 

25,000,000.00 

25,ooo,ooaoo 

105,438,718.67 
33,704,439.32 

106,438,718.67 

Intercompany  profit  in  inventories 

33,704,439.33 

25,0nO,000L00 

164,143,157.99 

139,143,157.90 

1,493, 612, 66a  25 

1,863,395,804.96 

369,883,144.71 

^  Decmasos  in  italics. 

>  In  the  balance  sheet  of  December  31, 1910,  as  published  In  the  annual  report  of  the  Corporation,  this 
unount  has  been  written  off  the  property  account,  which  reduces  the  totals  of  the  asset  and  llabiUty  sides 
>f  the  balance  sheet  a  corresponaing  amount. 


Exhibit  7. 


[SSUED  CAPITAL  STOCK  OF  THE  COKSTITUEKT  COMPANIES  OP  THE 
UNITED  STATES  STEEL  COBPORATIOK,  AMOUKT  OWNED  BY  THE 
SAID  CORPORATION,  THE  ISSUED  CAPITAL  STOCK  OP  THE  SUB- 
SIDIAEIES  OP  SAID  CONSTITUENT  COMPANIES  AND  PEBCENT- 
AGE  THEBEOP  OWNED  BY  THE  LATTEB,  JULY  1,  1011. 

Note. — ^The  following  schedule  does  not  show  all  the  properties  of 
he  Steel  Corporation,  out  instead  shows,  first,  the  constituent  com- 
)anies  whose  stocks  are  directly  owned  by  the  Steel  Corporation ;  and, 
«cond,  the  subsidiary  companies  of  these  constituent  concerns  with, 
n  some  instances,  the  subsidiaries  of  such  subsidiaries. 

Most  of  the  constituent  companies  own  property  in  fee  as  well  as 
)wn  stocks  in  other  companies.  Thus,  the  Carnegie  Steel  Company 
)f  New  Jersey  owns  in  ree  all  the  property  previously  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company, 
ivhile,  as  indicated  below,  a  large  part  of  the  property  of  some  of 
he  other  concerns  is  held  in  fee.  The  Federal  Steel  Company,  how- 
fver,  is  exclusively  a  holding  concern. 

The  indebtedness  of  the  various  companies  is  not  shown  in  this 
able.  A  large  amount  of  such  indebtedness  is  owned  within  the 
>i^anization,  and  therefore  is  of  no  special  interest. 
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DXITRD  8TATBS  STBBL  CORPORATION    (nBW  JEROEy). 

Capital  stock  outstanding:  Common,  $508,302,500;  preferred. 
$360,281,100. 

The  "constituent"  companies  whose  capital  stocks  are  directlv 
owned  by  the  United  States  Steel  Corporation,  together  with  the  capi- 
tal stocks  of  those  companies,  on  the  above  date  were  as  follows:  * 


Carnegie  Steel  Co 

Federal  Steel  Co.: 

Common 

Preferred 

Amcrioan  Steel  4c  Wire  Co.: 

Common 

iTeiefTvu. 

National  Tube  Co.: 

Common 

Preferred 

American  Sheet  &  Tin  Plate  Co.: 

Common 

Preferred 

AmerloaB  Bridge  Co 

SM^  Steel  Tube  Co.: 

Common...... 

Pfefcrred.. 

Lalte  Superior  Conatdidatcd  Iron  Mines 

UniooBtoelOo 

Clairton  Steel  Co 

Tennessee  Coal,  Iron  &  R.  R.  Co.: 

Common 

i^icmicu 

Guaranteed  preferred 


Total  capita] 
stock  issued 
and  out- 
standing. 


105,200,000.00 


46, 
53, 

60, 

40. 
40, 

24, 
24, 
10, 

8, 

6, 

29, 

20, 

3, 

32, 


4M,30QlOO 
200,000.00^ 

ooo^ooaoo 

000,000.00 

000,000.00 
000,000.00 

500,000.00 
500,000.00 
000,000.00 

151,500.00 
000,000.00 
887,448.97 
000,000.00 
500,000.00 

520,997.50 
124.500.00 
178,000.00 


Amount  not 

owned  by 

U.  S.  Steel 

Corp'n. 


810,000.00 
1.000.00 


400.00 
400.00 


87,202.50 
124,500.00 
178,600.00 


AxDountoviwd 

by  U.  8.  Steel 

Corp^n. 


fOO,  290.000. 00 

40,404.300. 00 
5S,200,90QlOO 

40;M9.4QO.OO 

»,9O9,QO0l06 

40.000,00(100 
40,000,00010} 

34, 499,000. 00 
24. 499,600. « 
10,000, 000.  <« 

8,151.50Q.€e 

5,000.000.00 

29,8S7,44&9r 

20.000,000.  CO 

3,500,000.0) 
32. 442. 795.  OQ 


CARNEGIE    STEEL    COMPANY     (nEW    JERSEY). 

Capital  stock,  $65,250,000.  All  owned  by  United  States  Steel 
Corporation. 

Li  addition  to  the  amount  of  capital  stock  as  above,  the  Carnegie 
Steel  Company  has  a  capital  surplus  aocount  of  $189,000,000  arising 
as  follows :  In  1903  a  consolidation  or  merger  was  made  of  the  Car- 
negie Company,  National  Steel  Company,  and  American  Steel  Hoop 
Company.  The  aggregate  amount  of  capital  stocks  of  these  three 
companies  before  the  merger  was  $252,000,000.  The  stock  of  the 
merged  or  consolidated  company  was  fixed  at  25  per  cent  of  the  total 
of  the  old  companies'  stocks,  or  $63,000,000  (since  increased  to  $65,- 
250,000) ,  thus  giving  to  the  consolidated  company  a  capital  surplus 
of  $189,000,000. 

The  Carnegie  Steel  Company  of  New  Jersey,  aside  from  owning 
in  fee  all  the  manufacturing  properties  formerly  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop^  Conipany, 
also  controls  the  following  companies  throi^  ownership  of  their 
capital  stocks,  the  total  capital  stock  of  said  companies  being  as 
stated  below  : 


1  See  note  1,  pa|?e  414. 
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8ubeidlMles.i 


3.  CanM8JeStcelCo.(Pa.> 
3.  Carxiflipe  Naiunl  Oas 

Co 

3.  Union  R.  R.  Co. 

3.  Slackwater  Connecting 

R.R.CO 

3.  Etna&MontitMeR.  R. 

C«L 

4.  ShwM  Connecting 

R.R.CO 

3.  PUtabun  A  Conneaat 
Dock  Co 


3. 

3. 
3. 
3. 
3. 


Yoixghtoeheqy  North- 
era  K.R,  Co 


1ft.  Pleasant  Water  Co. 

Trotter  Water  Co , 

Union  Bnpply  Co 

Bessemer  &  Lake  Erie 

R.  R.Cct 

Pittsbore,  BesMmer  & 

Lake  Erie  R.  R.  Co.: 
Conua^fL 


3.  Carnegie  Land  Co 

3.  Conneaat rLandCo 

3.  Conneaat   A   Eastern 

R.R.OoL 

Pennaylvan^  4c  Lake 

Erie'l>ockCo 

Columbua  Stone  Co. . . . 
Ufthftnhw    Limestone 

Co 

Isabella  Limestone  Co.. 
PittsbuTK     Limestone 

Co.  (Ltd.) 

Peoples    Supply    Co. 

(Ltd.) 

Bessemer    Electric 

Power  Co 

Hingo  Goal  Co 

3.  Natfonal  Mining  Co. . . . 

2.  Pewabic(>o 

2,6.  H.  C.  FrldtCoke  Co.... 
Pittsborgb  S.  S.  Go. . . . 
Oliver  IroaHining  Co.. 


2,5. 

2. 
2. 

3. 

3. 


4. 

3. 


1.3, 
3. 


Of  Union  R.  R.  Co.: 
3.        Monongahela 
Souttera  R.  R. 
Co 


Amount  of 
capital 
stoek. 


Percent 
owned  by 

parent 
oon^Muiy. 


S0O,  000,000 

aoOfOoo 

2,000,000 

10,000 

60,000 

10,000 

100,000 

400,000 

150,000 
850,000 
500,000 

500^000 


10,000,000 

2,000«000 

10,000 

10,000 

1,000 

676,000. 
60^000. 

50,000 
3,QD0 

60,000 

10,006 

5,000 

1,000 

500,000 

aoo,ooo. 

20,000,000 
7,880,000 
1,200,000 


160,000 


100 

100 
100 

100 

100 

100 

100 

100 
100 
100 
100 

100 


66 

88 
100 
100 

100 

52 
100 

61 
67 

75 

75 

100 
100 
661 

50 
74+ 
07+ 
100 


100 


8ubsldlarle8.i 


SitbHdIarv  eompanUt  of 
/or^yo^iif^-ConUnued. 

Of  H.  C.  Friok  Coke 
Co.: 

3.  Standard  Water  Co. 

4.  Sewlckley    Water 

Co 

2.        Hostetter4?onneU»- 

villeCokeCo 

Of  Oliver  Iron  Mining 
Co.: 
2.        Lake  Superior  Iron 

co....vr. 

2.        Regent  Iron  Co. . . . 
2.         Security  Land  & 
ExntoratioaCo.. 
Braddock   Iron 

Mining  Co 

Homestead.  Iron 

Mining  Co 

Duguesne   Iron 
Mining  (}o 


4. 

4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 


Allerbeny   Iron 

MmingCk) 

Hope  Iron  Mining 


Neville  Iron  Min- 
ing Co 

Monongahela  Iron 
Mining  Co 

Lomin  Iron  Mining 
Co 

Agawam  Iron  Min- 
ing Co 

Great    Western 
Mining  Co 

Ambridge    Iron 
Mining  Co 

Morswood    Iron 
MiniBcCo 

Pencoydflron  Min- 
ing Co 

Munnall  Iron  Min- 
ing Co 

Monessen  Iron  Min- 
ing O) 

Somerset  Iron  Min- 
ing Co 


Amount  of 
capital 
stoek. 


Per  cent 
owned  by 

parent 
company. 


110,000 

50,000 

1,500,000 

2,100,000 
450,000 

100,000 

30,700 

30,000 

22,100. 

22,000 

36,200 

60,000 

5,700 

50,000 

17,400 

6,000,000 

50,000 

50,000 

48,300 

50,000 

50,000 

50,000 


100 

100 

87 

75 
75 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 


1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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subscriber  shall  be  entitled  to  share  in  the  benefits,  and  shall  bear 
any  loss,  resulting  to  the  syndicate  under  this  agreement  Nothing 
herein  contained  shall  constitute  the  parties  hereto  partners,  or  shall 
render  any  one  of  the  subscribers  liaole  to  contribute  more  than  his 
several  proportionate  amount  as  herein  provided. 

Fifth.  In  case  of  the  failure  of  any  subscriber  to  perform  any  of 
his  undertaking  hereunder  as  and  when  called  for  oy  them,  J.  P. 
Morgan  &  Co.,  in  behalf  of  themselves  and  the  syndicate,  shall  have, 
and  at  their  sole  and  exckisive  option  they  mav  exercise,  the  right 
to  exclude  such  subscriber  from  all  interest  in  tne  syndicate;  and  in 
their  discretion,  without  any  proceedings  either  at  law  or  in  equity, 
they  may  dispose  of  such  subscriber's  participation  hereunder  or  of 
any  interest  or  right  of  such  subscriber  hereunder  or  under  anv  of 
said  proposed  contracts;  but  nevertheless  such  subscriber  in  default 
shall  be  responsible  to  J.  P.  Morgan  &  Co.,  for  the  benefit  of  them- 
selves and  the  other  subscribers  nereto,  for  all  damage  caused  bv 
any  failure  on  his  part.  At  any  public  sale  under  mis  article  of 
any  interest  or  right  of  any  subscnoer,  J.  P.  Morgan  &  Co.,  or  any 

Earty  thereto,  may  become  purchaser  for  their,  or  for  his  own. 
enefit,  without  accountability;  but  notwithstanding  any  sale, 
whether  public  or  private,  the  defaulting  subscriber  shall  be  re- 
sponsible to  J.  P.  Morgan  &  Co.  and  to  the  syndicate  for  all  damage 
caused  by  any  such  failure  on  his  part. 

Sixth.  J.  P.  Morgan  &  Co.  shall  have  full  power,  in  their  discre- 
tion, from  time  to  time,  to  agree  with  the  Steel  Company  upon  the 
terms  and  provisions  of  any  contracts  such  as  are  above  referred  to: 
and,  also,  irom  time  to  time,  to  enter  into  any  agreements  with  the 
Steel  Company  modifying  the  said  contracts  as  tney  may  deem  ex- 
pedient They  may  (ieliver  to  the  Steel  Company  a  copy  of  thi« 
agreement,  having  annexed  thereto  a  list  of  the  subscribers;  and 
thereupon  to  the  extent  of  their  several  subscriptions,  the  subscribers, 
severally  and  respectively,  but  not  jointly,  and  no  one  for  any  other, 
shall  become  responsible  for  the  performance  of  such  contracts  with 
the  Steel  Company  in  discharge  of  the  obligation  thereunder  of  J.  P. 
Morgan  &  Co.  Any  and  all  contracts  with  the  Steel  Company  made 
by  J.  P.  Morgan  &  Co.  shall  be  open  to  inspection  by  any  subscriber 
at  the  office  of  J.  P.  Morgan  &  Co. 

Seventh.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges  as 
to  whether  at  any  time  it  is  to  the  interest  of  the  syndicate  to  pro- 
ceed further  under  this  agreement  or  under  said  proposed  contracts: 
and,  whenever  they  may  deem  expedient,  they  may  abandon  the 
objects  contemplated  in  this  agreement  and  said  proposed  contracts 
and  all  further  proceedings  thereunder.  In  such  event  all  the  cash 
or  stock  and  bonds  by  them  received  and  then  held  for  account  of 
the  syndicate,  and  the  proceeds  of  such  stock  and  bonds  shall  remain 
charged  with  the  payment  of  all  expenses  and  liabilities  by  them 
incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment; 

Secondly,  in  repayment  to  the  subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  amounts  of  preferred 
stock  or  of  cash  by  them  respectively  delivered  hereunder  to  J.  P- 
Morean  &  Co.;  such  repayment  to  be  made  to  the  subscribers 
ratably. 
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Eighth.  J.  P.  Morran  &  Co.  shall  be  sole  managers  of  the  syndi- 
cate, and  in  behalf  or  the  syndicate  they  may  make  any  and  all  ar- 
ran^ments,  and  may  perform  any  and  all  acts,  even  though  not 
herein  provided  for,  m  their  opinion  necessary  or  expedient  to  carry 
out  the  purposes  of  this  agreement,  or  to  promote  or  to  protect  what 
the^  deem  to  be  the  best  interests  of  the  syndicate. 

The  enumeration  of  specific  powers  in  this  or  in  any  other  article 
of  this  agreement  shall  not  be  construed  as  in  any  way  abridging  the 
general  powers  by  this  article  intended  to  be  conferred  upon  or 
reserved  to  J.  P.  Morgan  &  Co. 

Ninth.  From  time  to  time  before  October  1,  1903,  J.  P.  Morgan 
&  Co.,  in  behalf  of  the  syndicate,  may  make  sales  of  all  or  any  part 
of  the  bonds  received  by  them  for  account  of  the  syndicate.  Any 
such  sales  may  be  made  by  J.  P.  Morgan  &  Co.  either  publicly  or 
privately,  by  tnemselves,  or  in  such  manner  as  they  may  deem  proper, 
and  shall  be  upon  such  terms  and  for  such  price  or  prices  as  they  may 
deem  expedient.  Each  subscriber  hereby  assents,  to,  and  agrees  to  oq 
bound  by,  any  such  action. 

No  suDscriber  shall  be  entitled  to  receive  any  of  said  bonds  before 
October  1,  1903.  In  the  meantime,  in  their  discretion,  J.  P.  Morgan 
&  Co.,  either  themselves  may  retain  all  or  any  of  such  bonds,  or  they 
may  deliver  to  any  subscriber  his  proportionate  part  thereof,  upon  his< 
agreement  to  hold  the  same  subject  to  sale  by  J.  P.  Morgan  &  Co. 
and  to  return  the  same  upon  call  of  J.  P.  Morgan  &  Co.,  at  any  time 
before  October  1,  1903. 

Should  any  subscriber  desire  to  withdraw  from  sale  the  portion  of 
bonds  to  which  he  may  be  entitled  hereunder,  J.  P.  Morgan  &  Co. 
in  their  discretion  may  deliver  to  any  subscriber  his  portion  of  such 
bonds,  upon  his  agreement  to  hold  the  same  for  himself  without  sale 
until  October  1,  1903,  or  until  the  complete  sale  by  J.  P.  Morgan  & 
Co.  at  an  earlier  date  of  all  bonds  held  by  or  for  the  syndicate. 

Tenth.  Until  October  1,  1903,  or  until  the  final  distribution  here- 
under, J.  P.  Morgan  &  Co.,  in  such  manner,  at  such  prices,  on  such 
terms,  and  in  such  amounts,  as  they  may  deem  expedient,  shall  have 
power,  for  account  of  the  syndicate,  to  make  purchases  of  the  five 
per  cent  gold  bonds  and  of  the  preferred  stock  of  the  Steel  Company, 
and  they  may  resell  any  such  bonds  and  stocks  which  they  mav  have 
purchased;  and,  in  their  discretion,  they  may  make  any  further 
undertakings  of  any  kind  with  any  persons  concerning  any  such 
l)onds  and  stocks.  They  may  apply  towards  any  such  purchases  any 
sums  realized  from  any  sales  of  oonds  and  stocks  of  the  Steel  Com- 
pany under  any  provision  of  this  agreement;  and  they  may  make 
advances,  or  may  procure  loans,  ana  may  secure  the  same  to  such 
amounts  and  in  such  manner  as  from  time  to  time  they  may  deem 
expedient  for  any  of  the  purposes  of  this  agreement. 

Eleventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  subscribers  certificates  of  interest  ox  such 
tenor  and  form  as  they  may  deem  suitable.  Such  certificates  of 
interest  and  all  rights  and  obligations  hereunder  of  the  respective 
subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terms  and  concutions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Twelfth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem  proper 
in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agreement  or 
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subscriber  shall  be  entitled  to  share  in  the  benefits,  and  shall  bear 
any  loss,  resulting  to  the  syndicate  under  this  agreement  Nothing 
herein  contained  shall  constitute  the  parties  hereto  partners,  or  shall 
render  any  one  of  the  subscribers  liaole  to  contribute  more  than  his 
several  proportionate  amount  as  herein  provided. 

Fifth.  In  case  of  the  failure  of  any  subscriber  to  perform  anv  of 
his  undertakings  hereunder  as  and  when  called  for  oy  them,  J.  P. 
Morgan  &  Co.,  in  behalf  of  themselves  and  the  syndicate,  shall  have, 
and  at  their  sole  and  exclusive  option  they  mav  exercise,  the  right 
to  exclude  such  subscriber  from  all  interest  in  the  ^ndicate ;  and  in 
their  discretion,  without  any  proceedings  either  at  law  or  in  equity, 
they  may  dispose  of  such  subscriber's  participation  hereunder  or  of 
any  interest  or  right  of  such  subscriber  hereunder  or  under  any  of 
said  proposed  contracts;  but  nevertheless  such  subscriber  in  default 
shall  be  responsible  to  J.  P.  Morgan  &  Co.,  for  the  benefit  of  them- 
selves and  the  other  subscribers  hereto,  for  all  damag^  caused  by 
any  failure  on  his  part.  At  any  public  sale  imder  fliis  article  of 
any  interest  or  right  of  any  subscnoer,  J.  P.  Morgan  &  Co.,  or  any 
party  thereto,  may  become  purchaser  for  their,  or  for  his  own, 
benefit,  without  accountability;  but  notwithstanding  any  sale, 
whether  public  or  private,  the  defaulting  subscriber  shall  be  re- 
sponsible to  J.  P.  Morgan  &  Co.  and  to  the  syndicate  for  all  damage 
caused  by  any  such  failure  on  his  part. 

Sixth.  J.  P.  Morgan  &  Co.  shall  have  full  power,  in  their  discre- 
tion, from  time  to  time,  to  agree  with  the  Steel  Company  upon  the 
terms  and  provisions  of  any  contracts  such  as  are  above  referred  to; 
and,  also,  trom  time  to  time,  to  enter  into  any  agreements  with  the 
Steel  Company  modifying  the  said  contracts  as  tney  may  de^n  ex- 
pedient They  may  deliver  to  the  Steel  Company  a  copy  of  this 
agreement,  having  annexed  thereto  a  list  of  the  subscribers;  and 
thereup(Mi  to  the  extent  of  their  several  subscriptions,  the  subscribers, 
severally  and  respectively,  but  not  jointly,  and  no  one  for  any  other, 
shall  become  responsible  for  the  performance  of  such  contracts  with 
the  Steel  Company  in  discharge  of  the  obligation  thereunder  of  J.  P. 
Morgan  &  Co.  Any  and  all  contracts  with  the  Steel  Company  made 
by  J.  P.  Morgan  &"Co.  shall  be  open  to  inspection  by  any  suoscriber 
at  the  office  of  J.  P.  Morgan  &  Co. 

Seventh.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges  as 
to  whether  at  any  time  it  is  to  the  interest  of  the  syndicate  to  pro- 
ceed further  under  this  agreement  or  under  said  proposed  contracts; 
and,  whenever  they  may  deem  expedient,  they  may  abandon  the 
objects  contemplated  in  this  agreement  and  said  proposed  contracts 
and  all  further  proceedings  thereunder.  In  such  event  all  the  cash 
or  stock  and  bonds  by  them  received  and  then  held  for  account  of 
the  syndicate,  and  the  proceeds  of  such  stock  and  bonds  shall  remain 
charged  with  the  payment  of  all  expenses  and  liabilities  by  theni 
incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment ; 

Secondly,  in  repayment  to  the  subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  amounts  of  preferred 
stock  or  of  cash  by  them  respectively  delivered  hereunder  to  J.  P. 
Morgan  &  Co.;  such  repayment  to  be  made  to  the  subscribers 
ratably. 
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Ei^th.  J.  P.  Morran  &  Co.  shall  be  sole  managers  of  the  syndi- 
cate, and  in  behalf  of  the  syndicate  they  may  make  any  and  all  ar- 
ran^ments,  and  may  perform  any  and  all  acts,  even  though  not 
herein  provided  for,  m  their  opinion  necessary  or  expedient  to  csrry 
out  the  purposes  of  this  agreement,  or  to  promote  or  to  protect  what 
they  deem  to  be  the  best  interests  of  the  syndicate. 

The  enumeration  of  specific  powers  in  this  or  in  any  other  article 
of  this  agreement  shall  not  be  construed  as  in  any  way  abridging  the 
general  powers  by  this  article  intended  to  be  conferred  upon  or 
reserved  to  J.  P.  Morgan  &  Co. 

Ninth.  From  time  to  time  before  October  1,  1903,  J.  P.  Morgan 
&  Co.,  in  behalf  of  the  syndicate,  may  make  sales  of  all  or  any  part 
of  the  bonds  received  by  them  for  account  of  the  syndicate.  Any 
such  sales  may  be  made  by  J.  P.  Morgan  &  Co.  either  publicly  or 
privately,  by  tnemselves,  or  in  such  manner  as  they  may  deem  proper, 
and  shall  be  upon  such  terms  and  for  such  price  or  prices  as  they  may 
deem  expedient.  Each  subscriber  hereby  assents,  to,  and  agrees  to  bie 
bound  by,  any  such  action. 

No  suDscriber  shall  be  entitled  to  receive  any  of  said  bonds  before 
October  1,  1903.  In  the  meantime,  in  their  discretion,  J.  P.  Morgan 
&  Co.,  either  themselves  may  retain  all  or  any  of  such  bonds,  or  they 
may  deliver  to  any  subscriber  his  proportionate  part  thereof,  upon  his 
agreement  to  hold  the  same  subject  to  sale  by  J.  P.  Morgan  &  Co. 
and  to  return  the  same  upon  call  of  J.  P.  Morgan  &  Co.,  at  any  time 
before  October  1,  1903. 

Should  any  subscriber  desire  to  withdraw  from  sale  the  portion  of 
bonds  to  which  he  may  be  entitled  hereunder,  J.  P.  Morgan  &  Co. 
in  their  discretion  may  deliver  to  any  subscriber  his  portion  of  such 
bonds,  upon  his  agreement  to  hold  the  same  for  himself  without  sale 
until  October  1,  1903,  or  until  the  complete  sale  by  J.  P.  Morgan  & 
Co.  at  an  earlier  date  of  all  bonds  held  by  or  for  the  syndicate. 

Tenth.  Until  October  1,  1903,  or  until  the  final  distribution  here- 
under, J.  P.  Morgan  &  Co.,  in  such  manner,  at  such  prices,  on  such 
terms,  and  in  such  amounts,  as  they  may  deem  expedient,  shall  have 
power,  for  account  of  the  syndicate,  to  make  purchases  of  the  five 
per  cent  gold  bonds  and  of  the  preferred  stock  of  the  Steel  Company, 
and  they  may  resell  any  such  bonds  and  stocks  which  they  may  have 
purchased;  and,  in  their  discretion,  they  may  make  any  further 
undertakings  of  any  kind  with  any  persons  concerning  any  such 
tjonds  and  stocks.  They  may  apply  towards  any  such  purchases  any 
sums  realized  from  any  sales  of  oonds  and  stocks  of  the  Steel  Com- 
pany under  any  provision  of  this  a^eement;  and  they  may  make 
advances,  or  may  procure  loans,  and  may  secure  the  same  to  such 
amounts  and  in  such  manner  as  from  time  to  time  they  may  deem 
expedient  for  any  of  the  purposes  of  this  agreement. 

Eleventh.  J.  P,  Morgan  &  Co.  shall  issue  to  the  subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  subscribers  certificates  of  interest  of  such 
tenor  and  form  as  they  may  deem  suitable.  Such  certificates  of 
interest  and  all  rights  and  obligations  hereunder  of  the  respective 
subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terras  and  conditions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Twelfth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem  proper 
^  carrying  out,  or  in  endeavoring  to  carry  out,  this  agreement  or 
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said  proposed  contracts,  or  in  doing  any  act  or  thing  which  they  may 
deem  to  be  in  the  interest  of  the  syndicate,  and  all  sadb.  ezpenaas  diall 
eonstitule  and  be  a  prior  charge  in  their  faTor  upon  any  and  ail 
moneys,  stocks  and  b^ids  by  tiiem  received  or  held  hevecmaer.  Any 
and  all  moneys  by  them  received  hereunder  ^mll  be  held  by  them  as 
bankers  in  general  account.  They  also  shall  have  power  €Uid  au- 
thority, in  their  sole  and  absolute  discretion,  finally  to  fix  smA  to  pay 
all  compensations  of  depositaries,  brokers,  agents  and  eounsel,  or 
others,  and  in  the  expanse  account  may  be  included  brokers'  eem- 
mission  as  usuallv  paid. 

Thirteenth.  After  the  complete  performance  of  the  entire  obliga- 
tion of  the  syndicate  hereunder,  out  not  before  the  first  day  of 
October,  1§08,  unless  otherwise  determined  by  J.  P.  Morgan  &  Co.  in 
the  exercise  of  their  unrestricted  discretion,  the  syndicate  diall  be 
entitled  to  receive  four-fifths  portion  of  the  net  commissions  reeeived 
by  J.  P.  Morean  &  Co.,  or  such  part  thereof  as  may  not  have  been 
used  by  J.  P.  l^organ  &  Co.  for  the  purposes  of  this  agreement,  out 
of  any  moneys  for  such  purpose  received  or  retain^  by  J.  P. 
Morgan  &  Co.,  after  payment  ox  all  expenses  and  obligations  mcorred 
hereunder  by  J.  P.  Morgan  &  Co. 

Fourteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liaUe  under  any  of  the 
provisions  of  this  agreement  nor  for  any  matter  therewith  connected, 
^Ecept  for  ^ood  faith  in  performing,  or  in  refraining  from  perform- 
ing or  carrying  out,  the  obli^tions  by  them  herein  expressly  asBumed ; 
the  implication  of  any  obligation  not  herein  expressly  assumed  by 
them  bein^  hereby  expressly  denied  and  waived. 

It  is  understood  that,  in  tiie  same  manner  as  other  subscribers,  J.  P. 
Morgan  &  Co.  may  become  subscribers  hereto;  that  as  sudi  sub- 
scril^rs  they  shall  be  liable  for  all  subscriptions  by  them  made,  and 
that  in  all  respects  they  shall  be  entitled  to  the  same  rights  and 
benefits  as  any  other  subscriber.  Any  subscriber  hereto  may,  on  his 
own  account,  make  any  agreement  with  any  other  subscriber  or  with 
the  Steel  Company. 

Fifteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of^  the 
parties  hereto,  and  their  executors  and  administrators  severally  and 
respectively;  but  no  assignment  hereunder  shall  be  valid  unless 
assented  to  in  writing  by  J.  P.  Morean  &  Co. 

All  rights  and  powers  of  J.  P.  Morgan  ft  Co.  hereunder  shall  vest 
in  snid  copartnership  firm,  as  frcMn  time  to  time  constituted,  without 
further  act  or  assi^ment. 

Sixteenth.  Nothing  herein  contained  shall  be  construed  as  creating 
any  trust  or  obligation  whatsoever  in  favor  of  any  person  or  corpora- 
tion other  than  the  subscribers,  nor  any  obligation  in  favor  of  the 
subscribers,  excepting  only  as  herein  is  expressly  provided. 

Seventeenth.  Each  subscriber  «?hall  set  opposite  his  subscription 
hereunder  an  address,  to  which  notices,  calls  or  other  communications 
may  be  sent,  and  any  notice,  call  or  other  communication  addressed  to 
any  subscriber  at  the  address  so  given,  and  either  left  at  such  address 
or  mailed,  shall  be  deemed  actually  given  to  such  subscriber,  and  shall 
be  sufficient  for  all  the  purposes  hereof.  If  any  subscriber  shall  fail 
so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  i^all  not  be 
entitled  to  any  notice  of  calls,  or  offers,  or  any  other  notiee  hereunder, 
and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P.  Morgan  &  Co. 

Eighteenth.  In  consideration  of  the  irrevocable  rights  in  tiiem 
vested  hereunder,  and  the  promises  of  the  several  subscribers,  J.  P. 
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Morgan  &  Co.  have  become  parties  to^  and  in  good  faith  will  endeavor 
to  consummate  the  purposes  of  this  agreement;  and,  after  receipt 
thereof  from  the  Steel  Company,  they  wul,  as  herein  provided,  deliver 
to  the  syndicate  the  said  five  per  cent  gold  bonds  or  the  proceeds 
thereof,  and  the  said  cash  compensation. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
aflSi[ed  tb^  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  beings  understood  that 
for  convenience  this  agreement  may  be  subscribed  in  aewiral  pftits  and 
copies  with  like  force  and  effect  as  if  all  the  subscriptions  were  upon 
one  part  or  copy  thereof. 


Nune. 

Address. 

SabscrlptSoB  lot  5  pvoent  gold 
bandit 

PivteuiNl  stook.         Ottb. 

• 

* 

Exhibit  6. 

PBO  FOBMA  CONSOLIDATED  GENEBAL  BALANCE  SHEET,  UNITED 
STATES  STEEL  COBEOBATION  AND  SUBSIDIABY  COMPANIES, 
APBIL  1,  ISOl,  IN  COMPAAISOar  WITH  SritfTTiAB  BALANCE  SHEET 
AT  DECEMBE2  31,  1010. 

AflSBTS. 


Goit  4 
aoquired  Sy  United  States'Steel  Corpora- 
■  of  UanlKl&ry 


redSy  UB 


of  ^a  COBIIMlliM  St  datlB 


tiM  Apr.  I,  Ifiat,  in 

tompmim,  and  Aug.  I,  1901,  inoaseof 

Shdby  Steel  Tube  Co 

Bondry  adJOBtxnentB  applying  against  pre- 
ceding year's  balanoee of  property  aooount. 

MipfM  tor  additinnal  gipperty 
stnietion  sinoe  Apr.  1. 1901 

MrtWiuiie  to  pMiiHty  miwlment  aooount, 
tlmigli  porateBaof— 

UBiMiBtMipfopertiea 

ItodproMi 


Apr.  1, 1001. 


11,207,400,000.02 


GhdnanSi 


,  Iraiand  Railroad  pn»i^ 


1,297,400,000.03 


liSiea  coBived  oB  a 

ToaiflSctag  and  dtpwlatlon  lionda. . . 
To  extraardinary  replacement  funds. 
Tonndividadaiiiiilu. 


of  VDptfty  aooount,  lublwt  to 
lalaBae  to  credit  of  dapnoia* 
tioo  aiMrreplaoement  funds,  see  contra . 
of  InTestment  in  mine  stripping 
and  development,  etc 


TelilpNfMtty  Ib^ 
J«t  to  dtpnttttOoa 


it^aeooont,  sob* 
m  above 


1,297,400,000.08 
1,417,994.33 


1,200,817,964.35 


Dec.  31, 1910. 


•1,297,400,000.02 

3,063,004.00 

380, 340^67^71 


30,280,632.07 
10,750,560.42 


1,729,818,672.05 


39,706,667.88 

1,632,011.09 

168,604,423.16 


205,088,000.03 


1,524,700,609.02 
23, 108, 7».  21 


1,547,884,381.23 


03,068,504.00 
380, 348$  676. 71 


30,280,632.07 
10,759,560.42 

40>  901,208. 88 


432,413,072.03 


39,706,567.88 

1.632,011.99 

168,604,423.16 


206,083,008.03 


227,380,600.00 
21,686,727.88 


249,066,300.88 
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Pbo  Fobma  Consolidated  General  Balance  Sheet,  United  States  Steel  C(»- 
fobation  and  subsidiary  companies,  april  1,  1901,  in  comparison  with 
Similar  Balance  Sheet  at  Decembeb  31,  1910--Continued. 

ASSETS— Continued. 


Apr.  1, 1901. 

Deo.  31, 1910. 

Increase;.! 

Deferred  cbaiveB  to  operations: 

Advanced    minim;   royalties,  exploration 

expenses  and  mtooeUaneoiis  chaiges 

Less  fund  reserved  from  surplus  to  cover 

possible  foilure  to  realize  mining  royalties. 

$2,068,027.09 

$15,331,704.91 
7,000,000.00 

$13,313,677.82 
7,000,  OOOl  00 

2,068,027.09 

8,331,704.91 

6,243.677.82 

Investments: 

Outside  real  estate  and  investments  in  sim- 
dry  securities,  including  real  estate  mort- 
gages, and  land  sales  contracts 

241,030.19 

2.360,394.04 

2.128.3ffl.8d 

Sinldnf  and  reserve  fund  assets: 

Gash  resources  held  by  trustees  of  bond  sink- 
ing funds 

238.99 

856,519.00 
3,205,464.79 

11,915,921.45 

856. 2H0  01 

Contingent  fund  and  misoellaiieous  assets  . . 

3,296,464.79 
11,915.921.43 

Insurance  and  depreciation  funds'  assets 
(net) 

238.99. 

16,067,906.24 

16,067,666.2s 

Current  assets: 

Inventories 

71,852,438.59 

}         50,910,860.78 

3,280,190.41 
a.  168. 823. 84 
56,153.066.01 

176,537,823.71 

/         44,603,273.63 

\              696,833.76 

5,640,180.77 

4,410,793.61 

56,953,514.16 

104,685,385.12 

\      6,610,755.  P 

2.259,990.36 

5,7«,(W0.« 

800, 44$.  15 

AcoQunt^  rpc«*v«ibi« , .  . 

Agents'  balances 

Bills  receivabie 

Sundry  marketable  bonds  and  stocks 

Cash 

192,365.379.63 

288,742,419.54 

96,377.639.91 

Grand  total 

1,493,512,660.25 

1,888,395,804.96 

369,883,144.71 

LIABILITIES. 


Capital  stock  of  United  States  Steel  Corporation: 
Common 

$506,227,393.70 
510,206,743.40 

$508,302,500.00 
360,281,100.00 

$75  1OA.30 

Preferred 

149,m,6p.^ 

1,018,433,137.10 

868,583,600.00 

149.849,SS7J0 

Capital  stock   of  subsidiary  companies  not 
owned  by  United  States  Steel  Corporation 

536.407.00 

620,352.50 

84.945.50 

Bonded  and  debenture  debt  (not  including 
bonds  held  by  sinking-fund  tni.stees): 
United  States  Steel  Corporation  50-year 
bonds 

303,450,000.00 

274,412,000.00 

190,777,500.00 
131,162,366.70 

S9,OS8,<iO0.00 

190.777.50000 

United  States  Steel  Corporation  10-60-year 
bonds 

Subsidiarv  companies'  bonds 

59,091,657.42 

72,070,709.28 

362,541,657.42 

506.361.866.70 

233,810,209.28 

Mortgages  and  purchase-money  obligations: 
Morteaees  (sundry  real  estate) 

4,109,400.41 
17,762,622.19 

784.792.38 
2,313,000.00 

s,sti,eo8.o.^ 

lS,4Jfi,6t!.t9 

Purchase-money  obligations 

21,872,022.60 

3,097,792.38 

18,774,  iSO.  a 

(Current  liabilities: 

(Current  accounts  payable  and  pay  rolls 

AfmifKl  taxrrs,  not  yet  due 

1         27,466,679.68 
17,134,803.02 

7.622,490.23 
3,064,929.23 

2,852,388.30 

r         23,696.264.04 

\           6.789.827.16 

813,500.00 

886,122.16 
7,991,373.16 

\      3,018,411.52 

BiUs  and  loans  payable 

ie,Sgt,J03.0! 

Special  deposits  on  loans  due  employees  and 
others 

6,796,  ses-cr 

Accrued  intArest  and  unpresented  coupons. . 
Unpaid  accrued  dividends  of  subsidiary 
companies 

«,  896, 443. 93 
i,86t,S88.90 

United  States  Steel  (Corporation  dividends 
declared,  not  yet  due 

t 

12,658.700.50 

12,658,700.50 

68,141.290.46 

52.834,787.01 

6,90e.50S.p 

Total  capital  and  current  UabiUties . . . 

1,461,523,514.58 

1,521,488,398.59 

59,964,88101 

UNITED  STATES  STEEL  COBPOBATIOK. 
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Pm  FoBHA  GONSOLIDATiaD  GENERAL  BaLAHCB  ShEET,  UNITED  STATES  STEEL  COB- 
POKATION    AND    SUBSIDIABT    GOMPANIES,   APBIL   1,    1901,    IN    GOMPABISON    WITH 

SiMiLAB  Bajuance  Sheet  AT  Decbmbbb  31,  1910---O>ntinued. 

LIABILITIEa-Continiied. 


Apr.  1,1901. 

Deo.  31, 1910. 

Inorease.^ 

Suwlrj  reserve  funds: 

Contingent  and   misceUaneous  operating 
hinds 

$2,^8,084.02 
460,882.42 

111,680,728.70 
8,402,990.21 

19.261.644.06 

7.052.116.79 

2,878,967.04 

20,002,727.91 

17,213,760.87 

Bond  sbddog,  depraciBtkm  and  leplaoement 
funds  (repwamts  a  balance  of  reserves  made 
Irom  earning  and  Inoome  to  cover  accruing 

assets  covered   in  iwoperty-tnvestment  ac- 
coimt) 

4,110,178.63 

M 17, 671, 520. 47 
40,000,000.00 

113,561.341.84 

Appropriated  aaiplns  to  cover  capital  expendi- 
tmes 

40.000.000.00 

Undivided  surpfais  of  United  States  Steel  Cor- 
poiatSon  and  sabsldiarv  companies: 

Capital  surplus  provided  in  organization 

fialanoe  of  surplus  accumulated  by  all  com- 
panies since  Apr.  1. 1901,  viz- 
Total  exclusive  or  I.  C.  P.  in  Inventories. 

25,000,000.00 

25,ooo,ooaoo 

105,438,718.67 
33,704,439.32 

105.438,718.67 

Inter-company  profit  in  inventories 

33,704,439.32 

25,000,000.00 

164,143,157.99 

139,143,157.99 

1,493, 612, 66a  25 

1,863,395,804.96 

360,883,144.71 

>  Decreases  In  italics. 

'  In  the  balance  sbeet  of  Deoembor  31, 1910,  as  published  in  the  annual  report  of  the  Corporation,  this 
uDoont  has  been  written  off  the  property  account,  which  reduces  the  totals  of  the  asset  and  liability  sides 
ot  the  balance  sheet  a  corresponding  amount. 


Exhibit  7. 


ISSUED  CAPITAL  STOCK  OF  THE  CONSTITUENT  COMPANIES  OF  THE 
UNITED  STATES  STEEL  COBPOEATION,  AMOXTNT  OWNED  BY  THE 
SAID  COBPOBATION,  THE  ISSUED  CAPITAL  STOCK  OF  THE  SUB- 
SIDIAKIES  OF  SAID  CONSTITTJENT  COMPANIES  AND  PEBCENT- 
AQE  THEBEOF  OWNED  BY  THE  LATTEE,  JULY  1,  1911. 

XoTE. — The  following  schedule  does  not  show  all  the  properties  of 
the  Steel  Corporation,  out  instead  shows,  first,  the  constituent  com- 
panies whose  stocks  are  directly  owned  by  the  Steel  Corporation ;  and, 
second,  the  subsidiary  companies  of  these  constituent  concerns  with, 
in  some  instances,  the  subsidiaries  of  such  subsidiaries. 

Most  of  the  constituent  companies  oyrn  property  in  fee  as  well  as 
own  stocks  in  other  companies.  Thus,  the  Carnegie  Steel  Company 
of  New  Jersey  owns  in  fee  all  the  property  previously  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company, 
while,  as  indicated  below,  a  large  part  of  the  property  of  some  of 
the  other  concerns  is  held  in  fee.  The  Federal  Steel  Company,  how- 
ever, is  exclusively  a  holding  concern. 

The  indebtedness  of  the  various  companies  is  not  shown  in  this 
table.  ^  A  large  amount  of  such  indebtedness  is  owned  within  the 
organization,  and  therefore  is  of  no  special  interest. 
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TH£  STEEL*  INDU8TBT. 


UNITED  STATES  STBBL  COHPORATION    (nKW  JEBSEt). 

Capital  stock  outstanding:  Common,  $508,302,500;  preferred. 
$360,281,100. 

The  "constituent"  companies  whose  capital  stocks  are  directly 
owned  by  the  United  States  Steel  Corporation,  together  with  the  capi- 
tal stocks  of  those  companies,  on  the  above  date  w^ere  as  follows :  * 


Carnegie  steel  Co 

Federal  Steel  Co.: 

Common 

Preferred 

Amerioaa  Steel  &  Wire  Co.: 

Common. 

Piefened. 

National  Tube  Co.: 

Common 

Preferred 

American  Sheet  &  Tin  Plate  Co.: 

Common 

Prefened. 

AmerioaD  Bridge  Co 

SheftySjeei  Tube  Co.: 

Common...... 

PreCenred 

Lake  Superiw  Consolidated  Iron  Mines 

UnioD  Steel  Co 

Clairton  Steel  Co 

Tennessee  Coal,  Iron  &  R.  R.  Co.: 

Common 

raerreu... 

Ouaranteed  preferred 


Total  capital 
stock  inoed 
and  out- 
standing. 


S66,2SO,000.00 


48, 
53, 

fiO, 
40, 

40, 

24, 
24, 
10, 

8, 

5, 

29, 

20, 

3, 

32, 


4M,300.00 
260, 900. 0(^ 

000v000.00 
000,000.00 

000,060.00 
000,000.00 

600,000.00 
500,000.00 
000,000.00 

151,500.00 
000,000.00 
887,448.97 
000,000.00 
500,000.00 

529,997.50 
124,500.00 
178,600.00 


Amount  not 

owned  by 

U.  8.  Steel 

Corp'n. 


810,600.00 
1,000:00 


400.00 
400.00 


87,202.50 
124.500.00 
178,600.00 


Amount  ovned 

by  U.  8.  Steel 

Corp^ 


t0».2SO,00ll.O0 

46,484,900.00 
53,260,900.00 

49;680.400lOO 
39,999,0001 00 

40,000,000.00 
40,000,000.00 

24,499,600.00 
24,499,600.00 
1O,O0O,00Ql00 

8,151,500.00 

5,OQO,00a00 

29,887,448.97 

20,000,000.00 

3,500,000.00 

32,442,795.00 


CARNEGIK    STEEL    COMPANY     (nEW    JERSEY). 

Capital  stock,  $05,250,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  Came^e 
Steel  Company  has  a  capital  surplus  account  of  $189,000,000  arising 
as  follows :  In  1903  a  consolidation  or  merger  was  made  of  the  Car- 
negie Company,  National  Steel  Company,  and  American  Steel  Hoop 
Company.  The  aggregate  amount  of  capital  stocks  of  these  three 
companies  before  the  merger  was  $252,000,000.  The  stock  of  the 
merged  or  consolidated  company  was  fixed  at  25  per  cent  of  the  total 
of  the  old  companies'  stocks,  or  $63,000,000  (since  increased  to  $65,- 
250,000),  thus  giving  to  the  consolidated  company  a  capital  surplus 
of  $189,000,000. 

The  Carnegie  Steel  Company  of  Xew  Jersey,  aside  from  owning 
in  fee  all  the  manufacturing  properties  formerly  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company* 
also  controls  the  following  companies  throuj^  ownership  of  their 
capital  stocks,  the  total  capital  stock  of  said  companies  being  as 
stated  below : 


»  Sp«  nolo  1,  papc  414. 
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SobskUartes.! 


3.  CarBegfeStMlOo.CPa.) 
3.  CtfiMKie  NsUual  Gas 

Co 

3.  UnioaR.  R.Co. 

3.  SlackwaterConnecUng 

R.JI.CO 

1  Etna  <h  llontiofie  R.  R. 

Ca. 

i.8bMfm  Connecting 

R.R.CO 

a.  PttlaboK  A  Conneaat 

Dock  Co 

3.  YonghJof^enT  North- 
cm  R.R.  Co 

3.  Mt.  Pleasant  Water  Co. 

3w  Trotter  Water  Co 

3.  Unkm  Sopply  Co 

3.  Besmner  A  Lake  Eiie 

R.R.CeL 

2L  Ptttsbofv,  Besiemer  A 

Lake  Erie  R.  R.  Co.: 
Common.* ., 


1  Carnegie  Land  Co 

3.  Gonneaiit<Iiai»d  Co 

1  Connaaut  A   Eaatem 
a.R.CeL 

2.5.  Panuyhranla  &  Lake 

EriaDockCo 

1  GahimbaaStanaGo.... 
1  MahnnliMt    Limestone 

Co.. ..7 

3.  Isabella  Limestone  Co.. 
3.  PtttsbuTK    Limestons 

Co.(LW.) 

3.  Peoples    Supply    Co. 

(Ltd.) :.. 

1  BessBma-    Electric 

Power  Co 

llCtattoCoalCo 

3.  l^tional  Mining  Co.... 

2.  PewabioCo 

2.6.  H.C.Frick^CokaCo.... 
1.1  Pittsburgh  8.  8.  Co.... 

3.  OUver  IfoaJCiBiDg  Co.. 

SwbnUtn  eoMBauiea  of 

Of  Union  R.  R.  Co.: 
3.       IConongahela 
Southern  R.  R. 
Co 


Amount  of 
capital 
stoek. 


$50,000}000 

300,000 
2,000»600  \ 

10,000 

60,000 

10,000 

100,000 

400,000 
150,000 
850,000 
500,000 

flOQpOOO 


10,000,000 

2,000,000 

10,000 

10,000 

1,000 

076,000. 
60,.Q00, 

50,000 
3,000 

00,000 

10,008 

5,000 

^'925 

500,000 

200rOOO 

20,000,000 

7,880,000 

1,200,000 


Percent 
owned  by 

parent 
oonqwuiy. 


160,000 


100 

100 
100 

100 

100 

100 

100 

100 
100 
100 
100 

100 


55 

88 
100 
100 

100 

62 
100 

51 
07 

76 

76 

100 
100 
661 

60 
74+ 
07+ 
100 


Subskliarles.i 


100 


SuhMiaff  eomneiiie«  of 
/orcyoinff-ConuiiiMd.. 

Of  H.  C.  Friok  Coka 
Co.: 

3.  Standard  Water  Co. 

4.  Sewickley    Water 

Co 

2.        Hoatetter-ConneUs- 

villeCokeCo 

Of  Oliver  Iron  Minizig 
Co.: 
2.        Lake  Superior  Iran 

Co 

2.        Regent  Iron  Co.... 
2.         Security  Land  ic 
Exploration  Co.. 
Braddock    Iron 

Mining  Co 

Homeatead    Iron 

Mining  Co 

Dugueane   Iron 

Mining  Co 

Allecbtny    Iron 

MmingCo 

Hope  Iron  Mining 


4. 

4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 
4. 


Neville  Iron  Min- 
ing Co 

Monongahela  Iron 
Mining  Co 

Lorain  Iron  Mining 
Co 

Agawam  Iron  Min- 
ing Co 

Great  Western 
Mining  Co 

Ambridge  Iron 
Mining  Co 

Morewood  Iron 
MinintfCo 

Penooya  Iron  Min- 
ing Co 

Mumiall  Iron  Min- 
ing Co 

Monosocn  Iron  Min- 
ing Co 

Somerset  Iron  Min- 
ing Co 


Amount  of 
capital 

stock. 


Percent 
owned  by 

parent 
company. 


$10,000 

60,000 

1,500,000 

2,100,000 
450^000 

100,000 

30,700 

30,000 

22,100. 

22,000 

36,200 

50,000 

6,700 

60,000 

17,400 

6,000,000 

50,000 

50,000 

48,300 

50,000  1 

50,000 

50,000 


100 

100 

87 

76 
75 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 


1  The  numbers  refer  to  notes  nt  the  end  of  this  exhibit  (p.  414). 
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THE  STEEL  INDUSTBY. 


FEDERAL  STEEL  COMPANY    (nEW  JERSEY). 

Capital  stock :  Common,  $46,484,300 ;  preferred,  $53^60,900.  En- 
tire amount  is  owned  by  United  States  Steel  Cori)oration. 

The  Federal  Steel  Company  owns  no  property  in  fee.  It  controls 
the  following  companies  through  ownership  of  their  capital  stocks. 
The  total  capital  stocks  of  said  companies  are  as  stated  below. 


8ub8kilarle8.i 


2.  Klxmesota  Iron  Co 

2.  niinois  Steel  Co 

2, 7.  Elcin,  Joliet  A  Eastern 
Ry.Co 

2.  The  National  Tube  Co. 

(of  Ohio): 

Common 

Preferred 

The  Lorain  Steel  Co. .  . 
The  Lake  Terminal  R. 

R.Co 

Johnstown    A    Stony 
Creek  R.R.  Co 

3.  InclesideCoalCo.(Ltd.) 

4.  Indiana  Steel  Co 

Gary  Land  Co 

ConneUsville  A  Monon 

gahela  Ry.Co 

H.  C.  Frlck  Coke  Co. 


3. 
8. 

3. 


4. 

4. 


2. 


4. 

4. 
4. 
4. 


4. 


(for  capitatlxation  see 

Carnegie  Steel  Co.).. 

BunsenCoaICo 

U.  8.  Steel  Products  Co. 

Minnesota  Steel  Co 

Interstate  Transfer  Ry. 

Co 

Spirit  Lake  Transfer 

Ry.Co 

PUoto  Mining  Co 


Amount  of 
capital 
stock. 


$16,500,000 
18,6fi0,600 

10,000,000 


6.000,000 
3.000,000 
3,000,000 

2,000,000 

^    91,500 

'      14,000 

20,000,000 

10,000 

700,000 


2. 
2. 
2. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 


SvMdkoTf  eompaniea  cf 

Of  Minnesota  Iron  Co.: 
Chandler  Iron  Co. . . 
Chapin  Mining  Co. . 
Wlnthrop  Iron  Co. . 

Alpha  Ore  Co 

Auburn  Iron  Co... 

Beta  Ore  Co 

Bishop  Iron  Co 

Canton  Iron  Co 

Chippewa  Iron  Co. . 
Delawaro  Iron  Co . . 
Elba  Iron  Co 


10,000 
1,000,000 
1,000,000 

50,000 

65,000 
20,000 


Percent 
owned  by 

parent 
company. 


80,000 

51 

1,000,000 

100 

500,000 

100 

500 

100 

400,000 

100 

500 

100 

57,000 

100 

50,000 

100 

27,000 

100 

8,000 

100 

100,000 

100 

100 
100 

60 


100 
100 
100 

100 

100 
100 
100 
100 

100 


3+ 
100 
100 
100 

100 

100 
85 


Subsldiaites.} 


/ortg9i!iiif--Coiatinued. 


3. 
3. 
3. 
3. 
3. 
3. 

3. 


4. 
4. 


2. 


4. 

3. 
4. 

3. 


3. 
3. 
3. 


3. 


4. 


4. 


Of  Minnesota  Iron  Co.— 
Continued. 

FajrallronCo 

Genoa  Iron  Co 

Hugo  Iron  Co 

Manila  Iran  Co 

Norman  Iron  Co. . . 

Northern  Develop- 
ment Co 

Duluth  A  Iron 
Range  R.  R.  Co.. 
OfDlfaioisBteelCo.: 

Universal  Portland 
Cement  Co 

United  States  Coal 
4c  Coke  Co 

H.  C.  Frick  Coke 
Co.  (for  capitali- 
sation see  Caiv 
negie Steel  Co.).. 

United  Supply  Co. . 

CundylronCo 

niinob  Steel  Ware- 
house Co 

Chlcaffo,  Lake 
Shore  &  Eastern 
Ry.Co 

JoUet  &  Blue  Is- 
land Rv.  Co 

ChfcasoA  So.  East- 
em  Ry.Co 

Chicago  &  Kenosha 
Ry.Co 

Milwaukee,  Bay 
View  A  diloago 

R.B.CO 

Of   Gary    Land   Co.: 

Gary  Heat,  Light 

A  Water  Co 

Of  U.  S.  Steel  Prod- 
ucts Co.: 

Isthmian  B.  S.  Co.. 


Amount  of 
capital 
stock. 


Percent 
owned  by 

parent 
company. 


145,450 

0,000 

50,000 

33,000 

50,000 

100,00tf 

3,000,000 

1,000,000 
2,000,000 


100,000 
50,000 

100,000 


9,000,000 
100,000 
100,000 
100,000 

100,000 

100,000 

£25,003 


100 
100 
100 
100 
100 

100 

100 


100 
100 


10+ 
100 
100 

100 


100 
100 
100 
100 

100 

100 

100 


1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMERICAN   STEEL  AND  WIRE  GOBCPANY  OF  NEW  JERSBT. 

Capital  stock:  Common,  $50,000,000;  preferred,  $40,000,000.  All 
but  106  shares  common  and  10  shares  preferred  is  owned  by  the 
United  States  Steel  Corporation. 

A  very  large  part  of  the  property  of  the  American  Steel  and  Wire 
Company  is  owned  in  fee.  The  company  also  controls  the  following 
subsidiaries: 


Siibddiarie8.i 


4.  American  Steel  A  Wire 
Co.  (of  Alabama)..... 

3.  Affiaican Steel  A  wire 
Co.  (of  Colorado) 

2.  Trenton  Iroa  Co 

3.  Canadian  Steel  A  Wire 

Co. 

2.  Grkwold  WireCo 

2.  Troy  Steel  Producta  Co. 

3.  American  Mining  Co 

3.  AffioicanLandCo 

2.  Edsar  Zinc  (}o 

3.  Pittsborsli  A  Ohio  Val- 

ley Ry.Co. 

3.  Korthern  LiberUea  Ry. 
Co. 


Amount  of 
capital 
stock. 


1100,000 

35,000 
600,000 

30,000 

75,000 

900,000 

1,000,000 

aoo,OQO 

1,000,000 

60,000 

5,000 


Percent 
owned  by 

parent 
company. 


100 

100 
100 

100 
100 
100 
100 
100 
80 

100 

100 


Subsidiaries.* 


3.  Newburg  A  South 
ShoreRy.Co 

3.  Waukeean  A  Hiasinip- 

plViOley  Ry.Co 

2.  H.  C.  Frick  Coke  Co. 
(for  capitalization  see 
Oamegie  Steel  Co.) . . . . 

4.  United    Coal    Co.    (for 

capitaliiation  see  A. 

B.AT.  P.Co.} 

2.  PeonsylTania  A  Lake 
Erie  Dock  Co.  (for 
capitaliiation  see  Car- 
negie Steel  Co.) 


Amount  of 

capital 

stock. 


Peroent 
owned  by 

parent 
company. 


$1,500,000 
22,000 


100 
100 

11 

25 


1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
NATIONAL  TUBE  COMPANY   (nBW  JESSEY). 

Capital  stock:  Common,  $40,000,000;  preferred,  $40,000,000.  En- 
tire amount  is  owned  by  United  States  Steel  Corporation. 

The  greater  part  of  the  property  of  the  National  Tube  Company 
is  owned  in  fee.  The  company  also  owns  the  following  stocks  of 
subsidiary  companies: 


8absldteries.i 

Amount 

of  capital 

stock. 

Peroent 
owned  by 

parent 
company. 

Bubaidiaries.! 

Amount 

of  capital 

stock. 

Percent 
owned  by 

parent 
oomiMny. 

I  National  Tabe   Works 
Co 

1100,000 

50,000 

1,000,000 

100 
100 
100 

1 

2.  Pennsylvania    A    Lake 
Erie  Dock  Co.  (for  cap- 
italisation see  Carnegie 
Steel  Co.) 

3.  Benwood  A  WheeUng 
Comecttng  By.  Co... . 

i.  McKeesport  Connecting 

.     R.  R.Co 

2.  H.  C.  Frick  Coke  Co. 
(bf  ospitaUiation  see 
Cvnode  Steel  Co.).. . . 

T-l- 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMEBIGAN  SHIBT  AND  TIN  PLATE  COMPANY    (nEW  jraiSEY). 


Capital  stock:  CommcMi,  $24,50a,000;  preferred,  $24,^00,000.  All 
but  4  shares  of  each  class  of  stock  is  owned  bj  United  States  Steel 
Corporation. 

In.addition^  to  the  amount  of  capital  stock  as  above,  the  Ammcan 
Sheet  and  Tin  Plate  Company  has  a  capital  surplus  account  of 
$46,325,000  arising  from  the  merger  of  the  American  Tin  Plate  Com- 
pany and  the  American  Sheet  Steel  Company.  In  that  merger  the 
stock  of  the  consolidated  company  remained  the  same  as  the  stock 
of  the.  American  Sheet  Steel  Company  previously  was,  thus  resulting 
in  the  company  haviiij?  a  capital  surplus  equal  to  the  stock  of  the 
American  Tin  Plate  Company  in  lieu  of  which  no  new  stock  was 
issued. 

Nearly  all  of  the  property  of  the  c<«npany  is  owned  in  fee.  TTie 
subsidiary  concerns  are  as  follows: 


8ab8ldiwle8.i 

Anuuintof 
oapdtel 
stock. 

Percent 
owned  by 

pannt 
oompMiy. 

8absldlarieB.i 

Amount  of 
capital 
stook. 

Pemnt 

owned  by 

pannt 
company. 

2.  W.  Dewees  Wood  Co 

VersaUles  Fuel  OasCo. 
McKeesport  Termlntl 
R.  B.Co 

$1,800,000 
100,000 

12,000 

fiO,000 

100 
100 

100 

100 

3.  Apollo OflSCo 

4,S.  United  Coal  Co 

3.9.  National  Mninff  Co. . . 

$100,000 
flOfOOD 

100 
75 
S3I 

2.  io.  Sharon  Tin  Plalfo  Co. . 

«s 

3.  Elwood,     Anderson    6t 
Lapelle  R.  R.  Co 

1 

1  The  numbers  refer  to  notes  at  the  end  of  thU  exhibit  (p.  414). 
AMBBICAN  BRmOE  COKPANY   (nEW  JEBSBT). 

Capital  stock,  $10,000,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  American 
Bridge  Company  has  a  capital  surplus  account  of  $52,324,600  arising 
from  reducing  the  par  value  of  its  capital  stock  from  $62,324,600  to 
the  nominal  amount  of  $10,000,000. 

Thft  greater  part  of  the  property  of  the  company  is  owned  in  fee. 
Its  subsidiary  companies  are  as  follows : 


Subsidiaries.! 

Amount  of 

capital 

stock. 

Percent 
owned  by 

parent 
company. 

Suhsidiariee.1 

Amovmtof 
ci^iltal 
stoeiE. 

Percent 
owned  by 

parent 
oompaay. 

4.  American  Bridgie  Co.  (of 
New  York) 

$100,000 
3,000,000 

2,500 

100 
100 

100 

3.  Penooyd    A    Philadel- 
phia R.  R.  Go 

$fi»000 

100 

4.  Empire  Bridge  Go 

4.  American  Improvement 
Co 

>  The  numbers  refer  to  notes  at  the  end  of  tbis  exhibit  (p.  414). 
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LAKE  SUPERIOR  OONSOUDATBD  IRON  MINES    (NEW    JEESEy). 

Capital  stock,  $29,887,448.97.  All  owned  by  United  States  Steel 
Corporatton. 

Tne  subsidiary  companies  of  the  Lake  Superior  Consolidated  Iron 
Mines,  and  their  capital  stocks,  are  as  follows : 


8ob8l(llBitaB.i 


4,U. 


3.  Dnhith,    MiaMbe    A 
Northern  Ry- Co.... 
Proctor  Watar  A 

Li^tCo 

1  AdttDgMiniiigCo 


2.  Stonier  lanlng  Co. 
2.  Ucnata' 


aontainlroQCo. — 
OrMt  Norttiem  Mill- 
ing Co 

Shav  Iron  Co 

BaOibiiB  Iran  MJBlQg 

Co 

4.  Omnrflle  Iran  Iftin- 

incCo 

2.  Misttbe  A  Northern 
Town  Site  Co 


2L 
2. 


Amount  of 
capital 
atock. 


94,n2,50a00 
2S0,000.00 

2ao»ooaoo 
66,ooaoo 

1,608, 6001 00 

8,fioo^ooaoo 

2,970,900.00 

ioo,ooaoo 

BOyOOOiOO 
6,90a00 


Per 
cent 

owned 
by 

parent 
com- 

'Pany. 


100 

100 
100 
100 
100 

99+ 
99+ 

100 

100 

100 


SnbaMtaries.i 


4.  Cambridge  Iron  Mining 

Co 

4.  Ctauloii  Iron  MlBln|rGo. . 
4.  Crawford    Iron    Mining 

Co 

4.  Cambertand  Iron  Mining 

Co 

BesexIronCo J 

Bouoheleau  •  Ray 

MlnlnK  Co 

T«bal  Iron  Mining 

Co 

OwaacoIronCo 

Oneida  Iron  Co 

Seneca  Iron  Co. 


a. 

3. 
8. 


8. 
3. 
3. 


Amount  of 
capital 
■took. 


860,000100 
60,000.00 

60,000.00 

60,000.00 
1^208,267^48 

95,000.00 

60,000.00 
60,000.00 
60,000.00 
6O,O00l00 


cent 
owned 

parent 
com- 
pany. 


100 
100 

100 

100 

100 

100 

100 
100 
100 
100 


>  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
UNION  STEEL  COMPANY    (PENNSYLVANIA). 

Capital  stock,  $20,000,000.  All  owned  by  United  States  Steel 
Conx>ration. 

Tne  Union  Steel  Company  owns  a  considerable  amount  of  property 
in  fee. 

The  subsidiary  companies  (which  hold  a  large  portion  of  the  prop- 
erty) and  their  capital  stocks  are  as  follows : 


Subsidiaries.! 


1  Sharon  Coke  Co 

1,12.  BflpubUo^^onnellBvlUe 

Coin  Co 

3.  SharanOreCo 

3.  DoooraMininffCo.... 
3.  Mercer  Valley  R.R.Co. 
3.  DooorafioHthemR.R. 

Co 


Amount  of 
capital 
stock. 


82,510,000 

2,600,000 

5,000,000 

6,000,000 

276,000 

40,000 


Percent 
owned  by 

parent 
company. 


100 

100 
100 
100 
100 

100 


0absldiaries.> 


3.  Olrard  Land  Co 

3.  Sharon  Land  Co 

2.  Sharon  Tin  Plftte  Co 

3.  Ifatthews  Woven  Win 

Fence  Co 

3.  Sharon  Coal  &  Limestone 
Co 


Amount  of 
capital 
stock. 


Percent 
owned  by 

parent 
company. 


800,000 

6,000 

800,000 

40,000 

800,000 


100 
100 
50i 

100 

6<9 


>  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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CXiAIBTON  8TSBL  OOMPAKY   (pBNKSYLVAKIA). 


Capital  stock,  $3,500,000.  All  owned  by  United  States  Steel 
Corporation. 

Tne  greater  part  of  the  property  of  Clairton  Steel  Company  is 
owned  m  fee.  Its  subsidiary  companies  and  their  capital  stocks  are 
as  follows : 


SabaidJaries.! 

Amoantof 
capital 
atook. 

Percent 

owned 

by  parent 

company. 

SabaSdiarles.! 

Amoantof 
capital 
stock. 

Percent 

owned 

bypwent 

company. 

3.  St.  Clalr  Terminal  R.  R. 
Co 

tl,000,000 
1,000 

100 
100 

2.  Champion  Iron  Co 

3.  St.  Clalr  LlmsBtone  Co. . . 

1498,750 
35,000 

too 

51 

3.  Clairton  Land  Co 

>  Tbe  nnmberB  refer  to  notes  at  the  end  of  this  exhibit  bdow. 
TENNESSEE  COAL,  IRON  AND  RAIUEtOAD  COMPANY    (tENNESSEE). 

Capital  stock:  Common,  $32,529,997.50;  preferred,  $124,500;  guar- 
anteed preferred  (Alabama  Steel  and  Snip  Building  Company), 
$178,600.  All  of  the  common  stock,  except  $87,202.60,  is  owned  by 
the  United  States  Steel  Cori)oration,  but  none  of  the  preferred  or 

giaranteed  preferred  stock  is  owned  by  the  United  States  Steel 
orporation. 

The  great  bulk  of  the  proi)erty  of  the  Tennessee  Coal,  Iron  and 
Railroad  Company  is  owned  in  tee;  the  company  has,  however,  the 
following  subsidiaries : 


8ab8idlarte.A 

Amount  of 
capitalstock. 

Per 

cent 

owned 

by 

parent 

com- 

pany. 

SabaidJttto.* 

Amount  of 
oapitalstoek. 

P€r 

oeot 

owned 

parent 
com- 
pany. 

2.  Birmingham    Southern 
R.  R.Co 

$1,300,000.00 
10,000.00 

100 
100 

3.  Ensley  Land  Co 

S450,ies.75 
800,000.00 

«7t 

3.  Potter  OreCo 

fiP 

3.  Tennessee  Land  Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  below. 


^The  United  States  Steel  Corporation  also  owns  $221,700  (par  value)  of  the  stock  of 
the  Pittsburgh  Steamship  Company,  the  balance  of  the  stock  being  owned  by  the  Carnegie 
Steel  Company. 

*  Companies  which  were  independent  concerns  prior  to  tbe  time  control  or  ownership 
thereof  passed  to  the  parent  company  now  controlling  or  owning  same. 

'Companies  which  were  promoted  and  organized  In  the  interest  of  their  respectlre 

garent  companies,  In  the  extension  of  the  latter's  business,  prior  to  the  date  the  Unltn) 
tales  Steel  Corporation  acquired  control  of  the  said  parent  companies. 

*  Companies  which  have  been  promoted  and  organized  in  the  interest  of  their  respectiTe 

Sarent  companies,  in  the  extension  of  the  latter's  business,  since  the  time  the  tnlted 
tates  Steel  Corporation  acquired  control  of  said  parent  companies. 

■  American  Steel  and  Wire  Company  and  National  Tube  Companyalso  own  stock  of  tbis 
company,  giying  an  ownership  by  iTnfted  States  Steel  interests  of  77.9  per  cent  of  total. 

*The  remaining  26  per  cent  of  Frlck  Coke  Company  stock  is  owned  by  other  compante* 
controlled  by  tbe  United  States  Steel  Corporation,  viz :  National  Tube  Company.  1  jP^f 
cent;  American  Steel  and  Wire  Company,  11+  per  cent;  Illinois  Steel  Company,  10 -r 
per  cent ;  Federal  Steel  Company,  3  +  per  cent  Thus  the  entire  stock  of  Prick  Coke 
Company  Is  owned  by  United  States  Steel  interests.  In  addition  to  its  outstanding  Ptock 
of  $20,000,000  the  Frlck  company  has  a  capital  surplus  of  $4,871,231.30  arising  from 
merger  of  companies. 

*The  remaining  40  per  cent  of  this  company*s  stock  is  owned  by  the  Chicago,  Lake 
Shore  and  Eastern  Railway  Company,  a  subsfdlarv  of  tbe  Illinois  Steel  Company. 

*  Balance  of  stock  owned  by  American  Steel  and  Wire  Company. 

*  See  Carnegie  Steel  Company  for  particulars  of  stock,  etc. 
"  See  Union  Steel  Company  for  particulars  of  stock,  etc. 

1*  Authorised  amount. 

»Thli  company  has  also  a  capital  sarploa  of  $2,000,000  arising  from  merger  •> 
compaalia. 


INDEX. 


Page. 

American  Bicycle  Company 81 

Aiurican  Bridge  Company,  aoqaisition  by 

Steel  Coiporation 12,106 

assets 19,23,167,185,187 

capacity 03 

capitalization 3, 23, 80, 145-147, 276. 277, 408 

cost  to  Steel  Corporation 114,174,387,388 

Dsir  plant,  Ambrldge,  Pa 266 

organintion 3,93 

position  in  industry 3,9,93 

promoteis'  and  underwriten'  profits 6» 

16,146,179,251 

sto^,  value  ol 20,170,174 

subsidiary  companies,  capital  stock  of 412 

American  Can  Company 91,  note 

American  Car  and  Foundry  Company 81 

American  Coke  Company 274 

American  Iron  and  Steel  Manutecturlng  Com- 
pany        81 

American  Iron  and  Steel  Works 64 

American  Radiator  Company 81 

American  Sbeet  and  Tin  Plate  Company 275- 

277,406,412 
American  Sbeet  Steel  Company,  acquisition 

by  Steel  Corporatten 12,106 

assets 19,23, 13^141, 167, 186, 186, 187 

capacity 91 

capitalisation. 8,16,80,139-141,384 

eonsoUdation  with   American  Tin   Plate 

Company 275 

cost  to  Steel  Corporation 114, 174, 385, 397 

organisation 3, 91 

profits 141 

promoters'  and  underwriters'  profits 16, 

140,178,251 

stock,  Talue  oL 20,141,170,174 

American  Steamship  Company 131, 106, 196 

American  Steel  and  Wire  Company  of  Illinois.       6, 

80,92,127-131,176 
American  Steel  and  Wire  Company  of  New 
Jersey,  acquisition  by  Steel  Corpora- 
tion  6,12,106 

assets 19,22,127-133,167,184,187 

capacity 3, 92 

capitaUsfttion 6, 80, 127-133, 176, 276, 384, 408 

cspltaliaation  of  subsidiary  companies 41 1 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 

cost  to  Steel  Corporation 113,174,385,397 

iron  ore,  price  paid  for 27,207 

orpnixation 3,91-92 

profita. 132-133,161 

of  coDsUtuent  companies 128-129 


Page. 
American  Steel  and  Wire  Company  of  New 
Jersey— Continued. 

promoters'  and  underwriters'  profits 6, 

16,130-132,177-179,261 

stock,  inflation  oL 6,176 

value  of 20,170,174 

Union  Steel  Company  wire  plants  leased  to.     275 
American  Steel  Hoop  Company,  acquisition 

by  Steel  Corporation 12,106 

assets 19,23,167,138-139,185,187 

capitalisation 3, 16, 22,80, 138-130, 384 

cost  to  Steel  Corporation 113, 174, 386, 397 

merger  with  Carnegie  and  National  Steel 

companies 273 

organisation 3,91 

promoters'  and  underwriters'  profits. 0, 

138,178,179,251 

stock,  value  of: 20,170,174 

American  Tin  Pktte  Company,  acquisition  by 

Steel  Corporatfon 12, 106 

assets 19,22,133-136,167,184.187 

capitalization 3, 16,22,23,80, 133-136,384 

ooDsolidation  with  American  Sheet  Steel 

Company 275 

cost  to  Steel  Corporation 113, 174,385,397 

organization 90-01 

profits 13&-136 

promoters'  and  underwriters'  profits 6, 

178,179,251 

stock,  value  of. 20, 170, 174 

Assessed  values ,  ore ,  Steel  Corporation 232-233 

Association  of  Wire  and  Cut  Nail  Manufoc- 

turers 72-73 

Axles,  output.  Steel  Corporation,  1901-1910 . .      271 

Balance  sheets,  Steel  Corporation,  1901  to 

1910 328-329,405-407 

Belktire  Steel  Company 74 

Bessemer  and  Lake  Erie  Railroad  Company .     409 

Bessemer  Ore  Association 74 

Bessemer  Steamship  Company,  acquisition 

by  Steel  Corporation 106, 115, 149 

assets 167,105.106 

cost  to  Steel  Corporatfon 17,387,388 

Bessemer  steel,  decline  in  relative  Importance .     271 , 

272, 360-363, 3n 

output,  1901-1010 2n,360-364 

Bessemer  Steel  Assoclatkm  of  the  United 

States 73-74 

Bethlehem  Iron  Company 65 

Bethlehem  Steel  Company 100 

Birkiubine,  John,  estimate  of  iron  ore  in 

United  States 370,380 


416 


416 


INDEX. 


Page. 
Blast-fumaoe  products,  output,  Steel  Corpo- 

iBtkm,  1901-1910 270 

Blast  ftimaoes,  Steel  CorpomtioD 21,42,182,202 

Bonds,  American  Steel  and  Wire  Company. .  131-132 

Carnegie  Company  (of  New  Jersey) 17, 

20,86,160,163,384 
Steel  Corporation..  14,113,182,174,329,385,397,406 

conversion  of  preferred  stock  into 348- 

368,400-405 
Bonus  ftmds,  employees',  Steel  Corpoiation . .     340 

Bonuses  on  leased  ore,  defined 205,217,220 

rates 34,50,219-223 

relation  to  value  of  fee 216-218 

Butler  and  Pittsburg  Railroad,  acquired  by 

Carnegie  interests 86 

Butler,  Joseph  Q.,  Jr.,  estimate  of  iron  ore  in 

United  States 379,380 

Cambria  Iron  Company 4,65 

Cambria  Steel  Company 4, 18,05,96, 109 

Canada,  iron  ore.  Steel  Corporation's  option 

on 381 

Canisteo  Mining  Company,  ore  leased  to  Steel 

Corporation 250 

Canonsburg  Iron  and  Steel  Company,  value 

of  plant 184 

Ci4)aclty,  American  Bridge  Company 93 

American  Steel  and  Wire  Company 3,92 

Carnegie  Company 3,87,162 

Claliton  Steel  Company 255 

Federal  Steel  Company 2,88,162 

National  Steel  C^nnpany 3, 89, 162 

National  Tube  Company 92 

Repnblie  Iron  and  Steel  Company 94 

Sharon  Steel  Company 253 

Sloss-ShelBeld  Steel  and  Iron  Company. . .       95 
Tennessee  Coal,  Iron  and  Railroad  Com- 
pany      209 

Trenton  Iron  Company 256 

Troy  Steel  Products  Company 256 

Union  Steel  Company 253, 254 

United  States  Steel  Corporation 13, 

109,209,373-374 
See  alio  Output. 

Capitalisation,  defined 112 

Steel  Corporation 14, 

37,112-115,160-173,239-251,323-329,406 
Steel  Corporation's  subsidiary  companies. .    276, 

277,384,407-414 

theories  of  proper  basis  of Ill 

i9f«  al«o  Overcapitalization:  Stock, relation 
to  assets. 

Carnegie,  Andrew,  fear  of,  as  competitor 11, 

105,163,165 

on  manufacture  of  finished  products 10,103 

on  ownership  of  ore 68 

relation  to  consolidation 105,106,163 

suit  of  H.  C.  Frick  against 151-152 

Carnegie  Company  (of  New  Jersey),  acquisi- 
tion by  Steel  Corporation 11 ,  12. 17, 106 

assets 17-19,116,160-160,167 

capacity 3.87, 162 

capitalisation 17, 80, 85-87, 116, 155, 384 

cost  to  Steel  Corporation....  113,162-165,174,385 
merger  with  National  Steel  and  American 

Steel  Hoop  companies 273 

organisation 3,85-87 


Page. 
Carnegie  Company  (of  New  Jeney)— Oontd. 

plans  to  jnannfacture  finished  products 10, 

108-104 

position  in  industry 3,8.11,12,97 

railroad  relations 10,155,157-190 

stock,  valueof. 20,170.174 

Carnegie  Natural  Gas  Company 156,409 

Carnegie  Steel  Company  (Ltd.),  ore  and  coal 

lands 67-68.76-78 

organisation  and  capitalisation 64,65 

profits 160 

value  of  plants 184,187 

Carnegie  Steel  Company  (New  Jemy),  cap> 

italization 273-<74. 276.277,406 

capitalisation  of  subsidiary  companies. .  408-409 
Union  Steel  Company  blast  fumaoes  and 

■ieel  works  leased  to 275 

Carnegie  Steel  Company  (PennsyHmaia).  ..      409 

Cash  bonus  value,  of  ore  lease,  defined 217 

Cement,  output.  Steel  Corporation 267. 271 

Chemung  Iron  Company 2S9 

Chicago,  Lake  Shore  and  Eastern  Railway. .      88. 

189,191,410.413 
Clairton  Steel  Company,  aoquiaiUon  by  Steel 

Corporation 14,40,254-255 

capitalization 376 

coal  and  ore 222,363.2SS 

cost  to  Steel  Corporati<m 286-288 

Coal,  acquisition  by  iron  and  steel  oom- 

panies 3,66-68,84 

American  Steel  and  Wire  Company 92 

Carnegie  interesU 86,156.158 

Clairton  Steel  Company 255 

Federal  Steel  Company 87 

National  Steel  Company IT 

National  Tube  Company 92 

Republic  Iron  and  Steel  Company 94 

Sharon  Steel  Company 253 

Tennessee  Coal,  Iron  and  RaUread  Com- 
pany.  256-258 

Union  Steel  Company 253 

United  States  Steel  Corporation 13,14, 

25, 36, 182, 106-200, 202, 234, 274, 314, 315, 376 

depreciation 42,300,309,307 

mined,  1901-1910 270 

purchases,  1901-1910 263, 

264,281.282.288,292,312 

value 25,198-200 

value  raised  by  oonoentration  of  owner* 

ahip 3U.315 

Coal  and  Coke  (trade  joumal)  on  vahie  of  coal 

properties 198-199 

Coke,  production,  1901-1910 270, 30(^-364. 367 

See  aUo  Coal. 
Coke-oven    properties,    Steel    Corporation, 

valuation  of <  316 

Colorado  Fuel  and  Iron  Company,  organisa-         ^ 

tion  and  oapitalisatlon 95.96 

position  in  industry 4.  M 

Steel  Corporation  tries  to  aoqulie . .  13, 109, 387, 389 
Commissions.   See  Promoters'  and  under* 
writers'  profits.  ' 

Competition,  desire  to  eliminate;  effect  on 

prices  paid  for  properties 286,322 

desire  to  eliminate;  reason  for  consolidation.       5, 
12, 13, 82, 90, 94, 98, 107, 163-166, 211, 213, 215, 254 
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eUmination  Incmaes  Talne  of  intnnl  i«- 
BooroeB.  15^  »a-315,94>^4S,  311, 315,816, 826 
See  oistf  MefigtT  vflliis* 
IncreiMfl  by  Intej^i'stton  toi^  {Nurtlil  ooor 

•Qlldatkm. 7,8,10,11,99 

relation  to  TeaaoDAbleneflB  of  profits 326 

CoDndbviJle  and  Monongahela  RaQway 368 

CoDsolldated  Steel  and  Wire  Company. . .  6, 65, 176 

CoiuoUdatkm,  caueee  of. 4-13,82-85 

eoonomtesof 5,83,84,99,100,106,274 

See  also  Competition. 

ConaolldatioiQ  movement 3-4,63-W 

Continental  Coke  Company 274 

Cmclble  Steel  Company  of  America 81,255 

Cuba,  Iran  ore  aoqoired  by  Pemufylvttnia 

SteelCompany 96 

iron  ore  acquired  by  Steel  Corpocatlon. . .  874, 381 

Depreciatiop/  watt^o  for,  niatkm  to  lawt- 

ment 308 

Steel  Corporation 34, 

41«48,58, 29»4n9, 881,333, 887tlM0, 405 
TMmeasee  Coal,  Inm  and  Rallraad  Gam- 

pany 302,308 

Depression,  Indnstrial 5,373 

Discount  rate  OB  royalty  fsrore  leaees....  31,83,338 
Djnnantltng  of  planU,  compairiea  aeqnked 

by  Steel  Corporation taWtrJaning  p.  107 

Tkoy  Steel  Products  CoBpany 356 

Divideada,  Oteel  Cefpstation^s  oee  lailwade. .     875 

Doekpfopeftles,  Carnegie  Conpany 160 

Steel  Corporation 36,36,197 

Duhitb  and  Iron  Range  Raflraad,  aoqtdred  by 

FMeral Steel  Company 87,80 

capltaltiatlon  and  value 189,191,193 

profits. 133,374-375 

Dohitb,  Minn.,  netr  steel  plant  at 366,207 

Dulutb,  Ifissabe  and  Northern  Railway,  cap- 

itaHcation  and  value 29, 

148-148,189, 191,193, 211-212 

extension.. 368 

owned  by  RoekefeUerlntetests; 76 

profits 39,60,374-875 


tfeeProAts. 

BastemRafl way  of  Minnesota..^ 377 

BeoDonisaofoonsoUdatiQn.  5, 83-84} 99, 100, 108, 374 
Elgin,  JoUstaod  Baslem  Railway,  capltaMia- 

tion« 138-134,410 

profits 134 

pordiase  by  Federal  Steei  Company 88, 

118,119,133 

value 138-434,180*191,193 

Empire  Steal -and  boD  Company  ,eapitalisa- 

tlOD 81 

Employees'  bonus  funds.  Steel  Corporation. .     340 
Exporta,  43te0l  OetpoNtlon,  United  States 
Steel  Products  Export  Coaqiany  arguk' 
Ised  t»  kandle. 275 

VMeral  Steel  Company,  acquisition  by  Steel 

Cbrpontion 12,106 

assets »,  87*^,  117-127, 167 

capacity 2,88,162 

capttaltertlon....  16,80,87-89,117-127,376,384,406 

of  subaldlary  companies 410 

ooke  property  transfBrred  to  IT.  C.  Prick 
CokeCompany 274 


FMersI  Steel  Company— Continued.  Page. 

cost  to  Steel  Corporation 113,174,885,897 

posttioB  in  industry 2,97 

prepamtionatoinaBttftetma-flBMied  pfsd-      - 

nets 10,108 

pwflts 136-187,161 

stock,  value  of. 30,135,170,174 

underwriten^lNnAts 7,  llSf  136, 177;  179, 261 

Fee  ore,  defined 27 

Steel  Corporation,  <iaaatlty  and  value . .  306-328 
See  alf  Iron  ore. 
FerTOmaneanese,eto.>  output,  190I-1910:  tn^  860-364 

Financien,  inCenet  of,  in  oonsolidation 6, 10 

Frlck,  H.  C.  oonneotfcm  with  Union  Steel 

Company 254 

desire  of  Steel  Corporation  to  «ltmlnate,as 

oouipeiitor 286 

suit  against  Andrew  Oamegie  and  others..  151-153 
Frick,  H.  C,  Coke  Company,  and  subeidftiry 

oompanira,  capital  stock 409, 410, 411 

asrets 17,166-160 

coke  prapertlBS  of  Steel  Corporetlon  tians- 

fen«dto 274 

Ilecla  Coke  Company  acquired  by 268 

position  in ooke industry 64,85.86 

profits 161 

properties 166,158.169 

Gary,  E.  IT.,  oo  capitalisation  of  Steel  Oerpo- 

rstion 240 

on  Steel  Corporation  bond>converslon  plan .     366 
on  Steel  Corporation's  control  of  iron  ore . .     881 

Gary,  Tnd.,  steel  plant 264- 

266.280-281,814,315,382 
Oas,  natural.    See  Natural  gas. 

Gates,  John  W 128 

Statement  on  value  of  ore  property 207 

'  Gentlemen's  agreements. . . » 68-76 

Geologtcid  Survey,  United  States,  esthnate  of 

iron  ore  in  Lake  Superior  region 380 

Good  wni,  unimportant  in  steel  Industry.  .112,235 
Great  Northern  Railway,  branch  in  Hhme- 

sota  ore  dbtrict 377 

ore  lease  to  Steel  Corporation 46- 

48, 260-268, 31^-323 
Great  Western  Mining  Company,  capital 

stock 400 

lease  of  Great  Northern  ore 360-862.319 

Gross  receipts,  Steel  Corporation 830,336 

HeelaCotoe  Company 263 

"HlU^ore.    Sm  Great  Northern  Railway. 

Hodge  suit  against  Steel  Corporation 21, 

36. 46. 181-183, 234, 264, 376 
Hostetter-Connellsville  Coke  Company 264 

Illinois  Steel  Company,  acquisition  by  Fed- 
eral Steel  Company 87.88,118-120 

assets 120-122,183,187 

capitalization 63,120-122,410 

ore  and aoal  land 67,263 

organisation 63 

profits 121 

subsidiary  oompaniea,  capital  stock. 410 

Income  aooounts.  Steel  Coiporation,  1901- 

1910 330-340 

Indiana  Steel  Company,  capital  stock 410 
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Pace. 
Industrial  Commiasloii,  teBtimony  hstan,  on 

value  of  ore  property 307 

testimony  before,  on  oiipuilsation  of  varloas 

oonaolidations 134|186,137,130 

Industrial  depression,  effect  on  steel  business.  6,273 
Ingots  and  castings,  output....  271, 86(M06, 369-371 
Insurance  funds,  Steel  (^Vnpoiation. . . .  826, 846, 407 

Integration  in  steel  Industry,  deaned 6,66 

competition  increased  by 8,10,00 

progress  of. 07-08 

terhnical  economies  of 6,83 

Interest,  rate  for  discounting  royalty  on  ore 

leases 223 

Steel  Corporation. 380,881,336,338 

International  Steam  Pump  Company 81 

Investment,  depreciation  in  relation  to 806 

value  of  property  distinguished  from 278,811 

8u  aUo  CapitAlltfttlnin;  Overa^taHiatlon; 
Stock,  relation  to  assets;  and,  under 
namet  t^eompama,  assets. 
Iron  ore,  acquisition  by  iron  and  steel  com- 
panies  66-48,76-78,84 

American  Steel  and  Wire  Company 02 

Canada,  Steel  Corporation's  option  on 881 

Carnegie  Company 168,160 

Clalrton  Steel  Company 266 

Cuba 06,374,381 

fee  and  leasehold,  distinguished 27 

Great  Northern  Railway,  leased  to  Steel 

Corporation 47-48,260-263,318-323 

iron  content  of 322 

Lake  Superior  Consolidated  Iron  Mines 29- 

30,148-140 
leases,  advantages  to  Steel  Corporation.  69-60,382 

bonuses y...  210-223 

royalties,  present  worth  of. . .  31-36, 216-228, 237 

royalties,  rates  of 32, 47-48, 210-223, 318-322 

royalty  and  bonus,  relation  to  value  of 

fee 216-218 

Steel  Corporation,  quantity 206 

transfer  value  of 34,206,220-231 

National  Steel  Company 80-00,137 

Oliver  Iron  Kining  Company 168-168 

output 226,370,360-366 

pool 74 

prices  in  ground 27-31,88,74,77,207-216 

Republic  Iron  and  Steel  Company 04 

Sharon  Steel  Company 2S3 

Tennessee  Coal,  Iron  and  Railroad  Com- 
pany   266-268 

transportation  of,  how  far  controlled  by 

Steel  Corporation 60 

Union  Steel  Company 253,286 

United  States  Steel  Corporation 13, 

14, 26-36, 46-48, 68-60, 100, 183, 377 

1001 26-36,203-238 

acquisitions,  1001-1010..  280-263,280,281,288,202 

depreciation 41,300,303,306-307 

exhaustion,  assumed  period  of 82, 224-226 

investment  In,  at  close  of  each  year,  1001- 

1010 812 

Oliver  Iron  Mining  Company  takes  con- 
trol of 276 

Union  Steel  Company,  cost. 286 

valuation,  Dec.  31, 1007 814,316-323 

valuation  increased  by  concentration  of 
ownership 811,316,326 


jTdhiison  Company 87,134 

JoUet  Steel  Company 130 

Jones  &  Laughlin  Steel  Company 05,note 

Jones  A  Laughlins  (Ltd.) 64-65.95,100 

I«ackawanna  Iron  and  Steel  Company.  64.95,96,100 

Lackawanna  Steel  Company 96 

Ladd,   I.    Olfford,   promoter  of  American 

Bridge  Company 146 

Lake  Superior  Consolidated  Iron  Mines,  ac- 
quisition by  Steel  Corporation HK 

assets •..  17,10,147-140.167 

capitaUcatlon 66, 147-140, 276, 277. 408 

cost  to  Steel  Corporation . .  29, 114, 174, 175, 387. 388 

ore,  quantity  and  value  of 29-30, 21&-2I4 

lease  to  Carnegie  Interests 76 

organization 06,0 

stock,  value  of. 17,20,39,30.148,170.174 

subsidiary  companies,  capital  stock. 413 

Lake  Superior  Iron  Company,  C4>ltal  stoA.     409 

Lake  Terminal  Railroad,  vahw 190,191 

Land,  Steel  Corporation,  valuation  of. 313-315 

LaughUn  A  Company  (Ltd.) 64 

Leasehold  ore,  defined 27 

See  al»o  Iron  ore,  leases. 

Limestone,  Sharon  Steel  Company 2S3 

Steel  Corporation 26,86,182,901,302,234 

quarried. 2?0 

Lorain  Steel  Company. 87,131,386.275 

Lynch,  Thomas,  on  value  of  Steel  Corpoi»> 

tion's  coal  property. 196,199,376 

McClure  Coke  (Company 274 

Maintenance,  on  boolu  of   Steel  Ooipora- 

tion 295-2^ 

Maryland  Steel  Company 64 

Merchant  steel  produced.  Steel  Oorpotmtioa, 

1901-1010 2:1 

Meiger  value 60^51, 336, 342-243, 278, 32S-33ri 

See  aieo  Competition. 
Mesabi  Range,  royalties  for  ore  leases  on. . .  321-322 
Mines.    <9eeCoal;  Iron  ore. 
Minnesota,  leases  of  ore  owned  by  State.. ..  216. 239 
Minnesota  Iron  Company,  aoqnWtion  by 

Federal  Steel  Company. ...  87, 88, 118, 119. 122 

assets. er,  133-123 

capitalisation 66,123-123,410 

subsidiary  companies,  capital  stock 410 

Minnesota  State  Railroad  and  Warehonae 
Commission,  valuation  of  railroads  In 

Minnesota 192 

Minnesota  Steamship  Company 87, 196, 196 

Minnesota  Steel  Company 967,410 

Mlimesota  Tax  Commission,  estimate  and 

valuation  of  Iron  ore  In  Mtnneoota 304. 

20,378,379 
Monongahela  River  ConsoUdated  Coal  and  I 

CokeCompany 2Si 

MonopoUstlo  control,  relation  to  vahiatiga  of 

properties. 15. 

36, 210-216, 243-243, 311, 315, 316,32s  , 
See  aieo  Merger  value.  I 

Moore,  W.  H 89-01,134,135,139.150 

Moore  companies,  soKsUed ^ 

9,11.89-01.07,98,100-102.133-141.175.397 
Morgan  companies,  so-called. 10.91 
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Mofsii,  J.  P.,  it  Co..  as  tmderwrltiiiK  syndi- 
cate manacen,  Steel  CorpontioD 244- 

34P,34»-3S6,3»-406 

•Viflpod 72-78 

National  Bnameling  and   Stamping  Com- 
pany        81 

Xatiottal   Steel   Company,   acquisition   by 

Sted  Corporation 106 

aasets. 19,136-138,107,184,186,187,106,196 

capacity 8,89,162 

capitalisation 80,136-138,384 

coke  property  transferred  to  H.  C.  Frick 

CokeCompany 274 

cost  to  Steel  Corporation 113,174,385,397 

merBBT  with  Carnegie  and  American  Steel 

Hoop  companies 273 

aeloBses 222 

oiganifation 89-90 

profits 138,161 

promoters'  and  nndenrriters'  profits 6, 

137,178,179,251 

stock,  yalne  of 90,170,174 

N'atiooal   Tube   Company,   acquisition  by 

Steel  Corpontion 106 

19,14M44,167,185,187 

92 

espttaHsaftion 80,141-144,276,384,408 

east  to  Steel  Corporation 113,174,386,397 

Lorain  Steel  Company  plants  transferred  to.      257 

organ  t«tion 92 

profits 143-144,161 

pranoteR*  and  underwriters' profits 6, 

16,142,179,251 

nooostruction  of  works  at  HcKeesport 266 

itock,  vahie  of 20,170,174 

sobiidiary  companies,  capital  stock 411 

NatoiBl  gas,  American  Sheet  Steel  Company.  26, 141 

Oamegie  interests 86,168 

Steel  Corporation 25,36,182,200,202,234,316 

Net  eamtngs.  Steel  Corporation,  190M910 ...    331 , 

332,337 
Newborg  and  South  Shore  RaOway 268 

Obsoieaoenoe.    <8m  Depreciation. 

Oliver  and  Snyder  Steel  Company 90,137 

Oliver,  Henry  W. ,  on  aoqnlsitinn  of  ore  land .       77 
Ottver  Inn  liming  Company,  acquisition  by 

Steel  Corporation 106 

•»ts 166-158,204 

capitalisation 156,409 

cost  to  Steel  Corpontion 114,387,388 

«» 204,208 

fetation  to  Carnegie  interests 68,85,156 

rdatlon  to  National  Steel  Company 90,137 

Steel  Corporation  ore  properties  pkused  un- 
der control  of. 275 

mbsldiary  companies,  capital  stock 409 

Opeo-bearth  steel,  increasing  production 266, 

267,271.272.371 

output,  1901-1910 271,360-363 

Ore.   5m  Iron  ore. 

Otis  Elevator  Company,  capitalisation 81 

Ootpot,  restriction  by  Steel  Corporation  to 

maintain  prioes 373 

Steel  Corporation,  1901-1910 271-273 

Steel  Corporation  and  'Tenneawe  Coal,  Iron 
and  Raltaoad  Company,  1907 2S8 


Page. 
Output— Gontlmied. 
Steel  Corporation  and  total  United  States, 

1901-1910 56,860-373 

Steel  Corporation,  ore 225 

Ace  a<M  Capacity. 
Overcapitaliiation,  depredation  ohaiges,  rel»* 

tionto 283 

vmnlDg 111-112 

relation  to  consolidation 5 

Steel  Corporation 239-251 

5«e  sta)  Capitalisation;  Stock. 

Parks,  John  H.,  as  promoter 128 

Pennsylvania  Railroad  Company,  interest  in 

Pennsylvania  St«el  Company 96 

Pennsylvania  Steel  Company 64,95,96,109 

Plg4n)n  production 109,270,360^366, 367-470 

Pittsburg  and  Conneaut  Dock  Company  . .  150, 197 
Pittsburg,  Bessamar  and  Lake  Erie  RaUioad 

Company 85,87,168,189,191,409 

Pittsburgh  Coal  Company 264,376 

Pittsburg  Steamship  Company,  aoquisition 

by  Steel  Corporation 106 

assets  and  value 158,195,196 

capitalisation 276,409 

cost  to  Steel  Corpontion 114,387,888 

Plants.    See  olso,  under  the  namet  of  earn- 

paniet,  assets. 
Plants  of  Steel  Corporation..  28,86,182-189,202,234 

depreciation 299^800,303^306 

investments  in,  1901-1910 264- 

269,280,281,288,202,312 

Plates  and  sheets,  output,  1901-1910 271 ,  360-365 

Pocahontas  ooal  and  coke  properties,  acquired 

by  Steel  Corporation 263 

Pools 68-76 

Portland  cement,  produced  by  Steel  Corpora- 
tion   267,271 

Premium  on  leased  ore,  relation  to  value  of 

fee 216-218 

Present  worth  of  royalties  on  leased  ore 31- 

35,216-228,237 
Pressed  Steel  Car  Company,  capitallzatk>n ...       81 

Price  agreements 67, 68-76, 373 

Prioes,  ooal  properties 25,198-200 

iron-ore  properties 27-31, 74, 77, 207-215 

See  alto  Stock,  quotations. 
Production.    5ee  Capacity;  Output. 

Profits,  American  Sheet  Steel  Company 141 

American  Steel  and  Wire  Company. .  132-133, 161 

constituent  concerns 128-129 

American  Tin  Plate  Company 135-136 

Carnegie  Steel  Company  (Ltd.) 160 

Duluth  and  Iron  Range  Railroad 123, 374-375 

Duluth,  Missabe  and  Northern  Railway. . .      29, 

374-375 

Elgin,  Joliet  and  Eastern  Railway 124 

Federal  Steel  Company 126-127, 161 

H.  C.  Frick  Coke  Company 161 

Illinois  Steel  Company 121 

Minnesota  Iron  Company 123 

National  Steel  Company 138, 161 

National  Tube  Company 143-144, 161 

reasooableness  of,  relation  to  competition. .  326 
Steel  Corporation . .  51-56, 309-310, 330-347, 374-^5 
See  oIm    Promoters'   and   underwriten' 

pZOfitB* 
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Promoters'  and  underwriten'  profits 16, 81 ,  85 

Amertoap  Bridge  Company 6, 16,146, 179, 251 

Ameflcan  Sheet  Steel  Company. . .  16, 140, 178, 251 

American  Steel  and  Wire  CoBpany 6, 

16,180-132,177-179,251 

American  Steel  Hoop  Cenpany 6, 

138,178,179,251 

American  Tin  Plate  Company 6, 178, 179, 251 

Federal  Steel  Company. ...  7, 118,126, 17?,  179, 251 

National  Steel  Company 6,137,178,179,251 

National  Tube  Company 6, 16,142, 179, 251 

Repnblic  Iron  and  Steel  Company 94 

Shelby  Steel  Tube  Company 179 

United  States  Steel  Corporation . . .  38-39, 243-251 

bond'oonversion  plan 849-358,401 

oonstitnent  eompanies 176-18(y,251 

Promoters,  relation  to  consolidation 12. 84-85 

Mailpool 69-72 

Railroads,  Carnegie  Company 155, 157-159 

Sharon  Steel  Company 253 

Steel  OOKpovation 13, 

24, 60, 109, 189-194. 334, 374-375 

depreciation 301,308,807-306 

Ba  dUo  Transportation  properties. 

Rails,  oatput,  1001-1910 271,360-865,871-372 

Reed,  James  H.,  on  value  of  Steel  Corpora- 
tion's railroad  properties. 189,190 

Raid,  D.  G.,  on  acquisition  of  American  Tin 

PlateCompany 134-135 

Repairs,  on  books  of  Steel  COrpoiatkm. . .  295-297 
Replacements,  extraordinary,  on  books  of 

Steel  Corporation 297 

Republic  Iron  and  Steel  Company. . .  81, 94, 109, 250 
Resources,  natural,  value  raised  by  eoneen- 

tration  of  ownership 15, 

36, 210-215,240-243^  311, 315,316, 325 
8€€  aiUo  Merger  value. 
Rockefeller  interests.    See  Standard  Oil  in- 


Rockefeller,  John  D 289 

Rods,  output,  Steel  Corporation,  1901-1910. .     271 

Rogers,  H.H 280 

Rolled  products,  output,  1901-1910. .  860-864, 871-372 

Royalties,  Pocahontas  ooal  leases 263 

Bt€  9ln  Iron  ore,  leases. 

Sales,  Steel  Corporation 330-336 

Schwab,  Charles  M.,  affidavit  on  value  of 

Steel  Corporation's  property 183. 201 

Scranton  Steel  Company 64 

Scrap  iron  and  steel,  used  in  open-hearth 

process 371 

Sharon  Steel  Company 208, 214-215. 25^253 

Sheets,  output.  Steel  Corporation,  1001-1910.     271 
Shelby  Steel  Tube  Company,  acquisition  by 

Steel  Corporation 106 

assets 17,19,144-145,167,185,187 

capltalixation 80,144-145.276,408 

cost  to  Steel  Corporation 114, 145, 174 

organisation 93 

promoters'  profits 179 

stock,  value  of. 20,144,170,174 

Shenango  and  Lake  Erie  Railroad 86 

Shenango  Furnace  Company 222 

Shoenberger  Steel  Company 131 


Shikingfottds,  Steel  CwperatioD..  S31,»7,406,406 
retotion  to  depreciation. .  294,206,207,266,333,340 

SlosS'SfaefBeld  Steel  and  Iron  Company 81, 

9^46,259 

Southwest  ConnellsviUe  Coke  Company 374 

Spelter  output.  Steel  Corporation,  1901-1910.     271 

Spiegelelsen  output,  1901-1910 270,360-364 

Spikes,    etc.,    output.    Steel    Corporation, 

1901-1910 271 

Standard  Oil  interests,  contract  with  Caznegie 

interests 76,88,  note 

iron  ore,  high  price  paid  by  Steel  Corpora- 
tion      175 

ors  and  vessels ...  11, 76, 77, 03-«l,  100-101, 147-140 

Troy  Steel  Products  Company 2S6 

See  also  Bessemer  Steamship  Company; 

Lake  Superior  Consolidated  Iron  Mines. 

Steamship   properties.    See   Tran^KVtation 

properties;  Vessels. 
Steel.    See  Bessemer  steel;  Capacity;  Open- 
hearth  steel;  Output;  Rails;  etc. 

Steel-bUlet  pool 73-74 

Steel  Corporation.    See  United  Stales  Steel 

Corporation. 
Steel  industry,  principal  companies  In,  before 

formation  of  Steel  Corporation 2- 

4,ft-10,80^ 

products  of , 62 

Steel  ingots,  output,  1901-1910 2n, 

360-365,3e9-3n 

Steel-iail  pool 69-72 

Stock,  common.  Steel  Corporation,  profits  ae- 

omingto 345-345 

issued  by  consolidations,  1898-1900 80^1 

market,  relation  to  consolidation 6, 

10,84)99,100,105 
quotations,  American  Sheet  Steel  Com- 
pany  20,141,170,174 

Amerioan  Steel  and  Wire  Company  of 

Illinois 129 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 
Wdshinffton,  January  22^  1912, 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  the  Report 
of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  being  in 
the  nature  of  a  preUminary  report  and  dealing  with  the  cost  of  pro- 
duction in  the  steel  industry. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 

Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Wa^hinfftonj  January  22,  1912. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  a  Report 
on  the  Steel  Industry,  made  to  the  President  under  your  direction 
and  in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
Tliis  is  in  the  nature  of  a  preliminary  report,  and  deals  with  the  cost 
of  production  in  the  steel  industry. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  this  part  the  name  of  Mr.  Francis  Walker,  one 
of  my  assistants. 

Very  respectfully,  Herbert  Knox  Smith, 

Commissioner, 
To  Hon.  Charles  Nagel, 

Secretary  of  Commerce  and  Labor, 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  January  22,  1912. 

Sib  :  I  have  the  honor  to  submit  a  report  on  the  cost  of  production 
of  iron  and  steeL 

The  cost  of  steel  making  is  a  basic  industrial  fact,  which  bears  on 
tariff  legislation,  prices  and  profits  in  a  great  industry,  and  the  con- 
centrated control  of  a  great  natiural  resource. 

The  Bureau  has  used  the  actual  records  of  companies  covering, 
roughly,  two-thirds  of  the  country's  production  of  iron  and  steel  for 
1902  to  1906.  These  data  are  most  complete.  More  limited  figures 
for  1902  to  1910  make  it  clear  that  these  five-year  figures  substan- 
tially represent  present  conditions  also. 

The  costs  of  the  United  States  Steel  Corporation  for  the  chief 
materials  and  products  are  also  given  for  1910. 

During  1902  to  1906  the  steel  industry  was  based  on  Lake  ore,  but 
very  low  costs  for  Southern  pig  iron  appear  in  the  report. 

**BOOK  costs"  and  *' INTERCOMPANY "  PROFITS. 

Many  of  these  companies  were  highly  *  integrated;"  that  is,  they 
linked  up  under  one  control,  through  various  subsidiaries,  ore  mines, 
blast  fiumaces,  steel  works,  etc.  Their  ''cost  sheets,"  however,  did 
not  correspond  with  this  integration.  The  costs  of  each  subsidiary 
were  shown  as  though  it  were  independent,  and  included  profits  paid 
to  other  subsidiaries.  To  illustrate,  one  subsidiary  of  a  combination, 
o|>erating  blast  furnaces,  would  pay  to  another  subsidiary,  which  mined 
ore,  a  price  for  ore  that  included  a  profit  to  the  ore  company.  This 
price  would,  however,  be  entered  by  the  furnace  company  as  a  part 
of  its  costs.  That  is,  they  were  ''book  costs,"  and  they  included  con- 
siderable profits  really  received  by  the  same  interests. 

These  intermediate  profits  are  very  important.  For  example,  the 
average  "book  cost"  of  Bessemer  pig  iron  over  the  five-year  period 
was  $13.89  per  ton.  "Transfer"  profits  were  $1.79,  leaving  a  net 
cost  of  $12.10.  (Gross  tons  are  used  throughout,  except  where  other- 
wise specified.) 

The  Bureau  deducted  these  intermediate  "transfer"  profits  for 
all  the  important  simpler  products.  The  resulting  ''revised  cost" 
nii28t,  however,  be  handled  with  great  caution.  The  margin  between 
this  revised  cost  and  the  selling  price  is,  of  course,  much  larger  than 
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the  margin  over  the  ''book  cost;"  but,  on  the  other  hand,  that  larger 
margin  must  cover  all  the  stages  of  production,  and  therefore  a  much 
larger  investment.  The  profit  above  the  "book  cost"  of  a  subsid- 
iary is  to  be  applied  simply  to  the  investment  of  that  company.  On 
the  other  hand,  the  profit  above  the  revised  cost  of  an  integrated 
company,  carrying  through  many  stages  of  production,  must  be  set 
against  thai  entire  investment. 

The  Bureau  has  presented  the  cost  data,  combined  for  a  number 
of  companies,  in  two  forms  for  each  product:  (1)  It  gives  first  the 
average  book  cost  thereof;  (2)  it  has  then  deducted  the  average 
intermediate  "transfer"  profits,  thus  showing  the  revised  cost. 

One  of  these  companies,  the  United  States  Steel  Corporation  (here- 
after referred  to  as  the  Steel  Corporation),  has  also  large  intercom- 
pany profits  on  transportation,  chiefly  in  carrying  its  ore  on  its  own 
railroads.  In  the  Steel  Corporation's  costs,  which  are  given  later, 
these  "transportation"  profits  are  also  deducted;  but  not  here. 
Only  the  Steel  Corporation  has  such  profits  to  any  considerable 
degree,  and  to  deduct  them  in  the  present  combined  figures  would 
give  an  average  for  all  companies  which  would  be  true  neither  for 
the  Steel  Corporation  nor  for  the  other  concerns. 

Cumulative  effect  of  cost  of  ore. — A  fundamental  fact  is  the 
cost  and  profit  on  ore.  Ore  is  the  raw  material  for  iron  and  steel,  and 
its  costs  have  an  underlying  and  cumulative  effect  through  all  stages 
of  production  and  ultimately  on  the  prices  of  the  finished  product. 
The  report  shows  that  there  were  high  intermediate  profits  on  ore 
going  into  pig  iron,  with  marked  cumulative  effect  on  all  finished 
products. 

COST  OF  STEEL  RAILS. 

It  is  impossible  to  give  here  the  detailed  cost  figures  of  the  full 
report.  Simply  the  general  principles  are  stated,  the  nature  of  the 
information,  and  its  more  striking  relations  to  the  public  interest. 
An  illuminating  view  of  costs  in  general,  however,  can  be  had  from 
an  outline  of  steel-rail  production  and  costs. 

Starting  with  the  chief  raw  materials,  ore  and  coke,  the  "book 
cost"  of  ore  for  the  five-year  period  was  $2.64.  The  only  "transfer" 
profit  in  the  cost  of  ore  itself  was  an  intercompany  royalty  of  S0.02 
per  ton,  leaving  a  net  average  cost  of  ore  of  $2.62. 

For  Connellsville  coke,  the  principal  kind  used,  the  cost  was  $1.43 
(net  ton),  with  no  intermediate  profits. 

Passing  now  to  the  next  step,  Bessemer  pig  iron.  Intermediate 
profits  in  ore  and  in  coke,  as  they  go  into  pig  iron,  are  large.  Fur- 
thermore, these  costs,  profits,  and  freights  to  the  furnace  are  multi- 
plied because  it  takes  about  1.8  tons  of  Bessemer  ore  and  over  1  net 
ton  of  coke  for  1  ton  of  pig  iron.    The  average  book  cost  of  the  ore 
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for  1  ton  of  pig  iron  was  $7.36;  coke,  S3.81;  and  limestone,  $0.43. 
The  so-called  ''cost  above  materials/'  necessary  for  converting  that 
ore  into  pig  iron,  was:  Labor,  $0.73;  other  operating  cost,  $0.80;  and 
depreciation  and  general  expense,  $0.76.  The  total  makes  a  book 
cost  of  pig  iron  of  $13.89.  Taking  out  now  the  transfer  profit,  $1.79, 
there  is  left  a  net  cost  of  $12.10. 

Advancing  to  Bessemer  rail  ingots,  there  appears  a  book  cost  of 
$17.59.  All  the  preceding  intermediate  profits,  however,  have  been 
carried  forward  in  the  book  cost  of  the  raw  material,  pig  iron.  Thus, 
the  total  ''transfer"  profits  for  ingots  were  $1.84,  leaving  a  net  ingot 
cost  of  $15.75. 

For  heavy  Bessemer  rails,  finally,  the  book  cost  was  $21.27. 
This  is  based  on  the  book  cost  of  ingots.  The  final  transfer  profits 
were  $2.47.  Deducting  these  leaves  $18.80  as  the  revised  cost.  The 
total  difference  is  thus  a  very  considerable  amount.  About  one-fourth 
of  this  revised  cost  was  for  labor  in  all  stages  of  production,  as 
appearing  directly  in  the  cost  sheets. 

In  the  text,  the  general  principles  and  form  of  presentation  for 
other  products  are  the  same  as  for  rails. 

Rail  investment. — The  relation  of  these  integration  profits  to 
entire  integration  investment  may  be  roughly  illustrated  here.  The 
price  of  Bessemer  steel  rails  has  been  fibced  for  over  10  years  at 
about  $28  a  ton.  The  cost,  eliminating  transfer  (but  not  transporta- 
tion) profits,  is  $18.80  per  ton.  This  leaves  a  margin  of  $9.20. 
The  total  mining  and  manufacturing  investment  (excluding  trans- 
portation properties)  actually  behind  this  steel-rail  production,  from 
ore  to  rails,  is  from  $80  to  $55  a  ton.  On  this  investment  the  margin,' 
$9.20,  represents  a  profit  of  from  about  11  to  17  per  cent.  The 
margin  between  revised  cost  and  price  must  in  this  way  be  distrib- 
uted over  the  entire  investment  thus  attributable  to  the  product  in 
question. 

Labge  and  smalx.  companies — Billets. — ^A  significant  fact  is  the 
difference  between  the  costs  of  large  companies,  which  are  well  inte- 
gratedy  and  small  companies,  which  are  not.  A  good  example  here  is 
Bessemer  billets.  In  this  product  intermediate  profits  have  also  accu- 
mulated through  ore,  coke,  pig  iron,  etc.  For  the  group  of  large 
companies  the  book  cost  of  billets  was  $19.89;  for  small  companies, 
S22.54.  The  difference  was  $2.65.  But  now  taking  out  transfer 
profits,  the  cost  for  large  companies  was  $17.56«  and  for  small  com- 
panies $21.69,  a  difference  of  $4.13  between  the  two.  The  large  com- 
panies represented  here  included  the  Steel  Corporation,  the  Republic, 
Lackawanna,  and  Jones  &  Laughlin  steel  companies. 

Part  of  this  difference  in  favor  of  large  companies  must,  of  course, 
cover  a  greater  investment,  due  to  higher  integration;  part  is  due  to 
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superior  efficiency  resulting  from  such  integration;  but  part  repre- 
sents also  monopolistic  control,  especially  in  ore. 

In  so  far  as  this  difference  means  a  larger  per  cent  of  return  on 
each  dollar  of  investment,  it  is  a  real  difference  in  industrial  position 
between  the  two  groups.  This  difference  must  be  considered  in  any 
pubUc  action  affecting  both  classes  of  companies. 

Other  pboduots. — The  Bureau  has  not  attempted  to  revise  these 
costs  beyond  the  simpler  finished  products.  As  the  elaboration 
increased,  the  difficulties  of  revision  increased  disproportionately. 
The  chief  intermediate  profits,  however,  are  in  the  raw  materiak, 
ore  and  coke,  and  certainly  lai^ely  included  in  the  pig  iron.  Accord- 
ingly, they  are  necessarily  carried  forward  into  all  finished  steel 
products. 

A  broad  survey  of  ''book  costs"  of  steel  products  can,  however, 
be  obtained  from  the  following  table.  These  costs  have  not  been  re- 
vised, and  therefore  include  considerable  transfer  profits. 

UNREVISED  BOOK  COSTS. 


Products. 


Open-hearth  hlllets 
Universal  plates... . 

Stroctural 

Merchant  bars 


Total 
cost. 


120.  S7 
21.82 
2«.52 
28.12 


Products. 


Wire  rods 

Bright  coarse  wire  (net  tons) 

Black  dieets  (net  tons) 

Tin  and  teme  plate 


loUl 
cost. 


127.21 
29.12 
39.37 

7i.a 


INTEGRATION   COSTS   OF   UNITED   STATES   STEEL  CORPORATION. 

For  the  foregoing  combined  costs  of  a  number  of  concerns  the 
Bureau  computed  the  revised  costs.  But  for  the  Steel  Corporation 
the  Bureau  received,  from  the  Corporation  itself,  its  book  costs  of 
various  products  and  the  record  which  it  kept  of  its  own  intermediate 
profits  on  such  products  for  the  year  1910. 

Its  intermediate  profits  are  the  highest  and  its  net  costs  are  the 
lowest.  Tliis  fact,  and  its  unique  character  and  dominating  position, 
make  the  costs  of  this  Corporation  a  matter  of  public  importance. 

The  Steel  Corporation  is  by  far  the  most  highly  integrated  concern 
in  the  industry.  It  not  only  makes  pig  iron,  steel,  and  most  of  the 
various  rolled  products,  besides  some  more  elaborated  articles,  but  it 
also  mines  its  own  ore  and  coal,  produces  its  own  coke,  and  does  all 
this  more  completely  than  any  competitor.  Finally,  it  links  up  its 
ore  mines  with  its  furnaces  by  its  own  rail  and  vessel  lines  and  dock 
companies.  In  its  control  of  ore  railroads,  both  north  and  south  of 
the  Lakes,  it  stands  in  a  class  by  itself.  For  tliis  reason  its  **trans- 
portation "  profits,  as  well  as  transfer  profits,  are  here  deducted  to 
show  its  net  or  ** integration"  costs. 
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The  results  of  this  integration  and  of  the  Corporation's  position  in 
tte  industry  are  shown  by  its  total  integration  costs,  as  follows: 

Integration  cost  of  ore,  when  mined  and  transported  to  lower  Lake 
ports,  S2.40.    The  book  cost  was  $2.88. 

Bessemer  pig  iron,  integration  cost,  $10.21.  The  book  cost  was 
S14.39.  Included  in  both  cases  is  an  item  of  general  expense  and 
depreciation — "additional  costs" — approximated  at  $0.50. 

Bessemer  rail  ingots,  integration  cost,  $12.77.  Book  cost,  $17.45. 
(Including  in  both  cases  "additional  costs"  approximated  at  $0.60.) 

Heavy  standard  Bessemer  rails,  integration  cost,  $16.67.  Book 
cost,  $21.53.  (Including  in  both  cases  "additional  costs"  approx- 
imated at  $1.30.)  The  difference  here,  $4.86,  is  about  equally 
divided  between  transportation  profit  and  transfer  profit.  This 
division  for  rails  gives  a  general  idea  of  the  importance  of  transpor- 
tation profits. 

These  integration  costs  are  the  lowest  in  the  domestic  industry. 
They  can  not,  however,  be  compared  with  the  combined  figures  pre- 
viously given  for  1902  to  1906,  because  of  the  difference  in  the  kinds 
of  profit  eliminated,  the  difference  in  dates,  and  the  difference  in 
companies. 

The  intermediate  profits  which  were  eliminated  to  reach  these  low 
costs  are  the  lai^est  per  ton  in  the  industry.  But  they  must  be  set 
against  the  most  extensive  investment  per  ton  of  product.  The  mar^ 
gin  between  these  costs  and  selling  prices  must  cover  a  return  on  all 
the  agencies  of  mining,  transportation,  and  manufacture,  from  the  ore 
and  coal  to  the  finished  product. 

PROFITS  ON  RAILROADS   AND  ORB   RESERVES. 

The  most  significant  profits  were  those  on  ore  and  on  railroad  trans- 
portation. In  so  far  as  the  Steel  Corporation  enjoys  monopoUstic 
power,  it  lies  chiefly  in  these  two  factors. 

The  Bureau's  revisions  indicate  a  rate  of  profit  of  about  10  per  cent 
(for  the  period  1902  to  1906)  on  the  average  total  investment  of  the 
Steel  Corporation  in  ore  (as  estimated  by  the  Bureau  in  Part  I  of  this 
report,  already  issued).  Whether  such  a  rate  of  return  is  reasonable  in 
itself  is  not  of  first  importance.  The  essential  fact  is  that  10  per  cent 
profit  is  earned  on  the  whole  ore  holding.  Thus,  while  earning  10  per 
cent,  the  Steel  Corporation  can  also  carry  a  vast  ore  reserve  far  in  excess 
of  its  present  requirements  and  so  large  as  to  have  distinctly  monopo- 
listic features,  can  exercise  on  the  entire  industry  the  undefined  but  real 
power  that  such  concentration  of  the  ultimate  resource  must  give,  and 
can  assure  itself  of  the  certain  increment  of  value  that  will  inevitably 
occur  with  the  diminishing  of  our  available  ore  supply  so  long  as 
the  existing  conditions  of  concentration  are  allowed  to  continue. 
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The  ore  rates  on  its  two  ore  railroads  have  been  excessive.  In 
so  far  as  they  exceed  a  reasonable  return,  they  not  only  benefit  the 
Corporation  by  a  high  profit  on  the  ore  of  other  shippers,  but  corre- 
spondingly handicap  the  business  of  such  competitors,  who  must 
ship  over  these  roads.    These  rates  were  reduced  in  November,  1911. 

Such  control  of  public  agencies  of  transportation  by  an  industrial 

corporation  carries  with  it  just  such  possibilities  of  abuse,  and  raises 

the  question  whether  the  public  interest  in  this  industry  does  not 

require  a  segregation  of , the  ore  railroads  of  the  Steel  Corporation. 

Very  respectfully, 

Herbert  Knox  SMrru, 

Commissioner  of  Corporations. 

The  President. 
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ON  THE  STEEL  INDUSTRY. 


Part  n.— COST  OF  PRODUCTION  (PRELDONART  REPORT). 


CHAPTER  I. 

SUimABT  OF  BESULTS. 

Certain  salient  points  are  brought  out  by  this  investigation  of  costs. 
These  points  will  be  discussed  in  detail,  but  for  convenience  are  here 
stated  in  summary  form,  as  follows: 

1.  That  cost  statements  for  iron  and  steel  products  vary  greatly  on 
account  of  differences  in  scope  of  operations  and  in  legal  organiza- 
tion and  accounting  methods  of  different  companies.  Therefore,  the 
statement  and  use  of  such  cost  data  require  the  most  careful  discrun- 

mation. 

« 

2.  That  the  ''book  costs"  of  highly  integrated  concerns  (that  is, 
those  companies  which  link  up  imder  one  control  successive  stages  of 
production  of  materials  and  finished  conmiodities)  are  not  net  costs, 
because  they  include  large  items  of  intermediate  profit.  These 
profits  occur  as  the  materials  pass  from  one  stage  of  production 
to  another,  because  these  materials  are  transferred  from  one  depart- 
ment or  subsidiary  to  another  at  market  prices  or  at  arbitrary 
"transfer''  prices,  instead  of  at  cost. 

3.  That  the  average  costs  differed  greatly,  according  as.  such  inter- 
mediate profits  were  included  or  excluded.    For  example: 


Products. 


Ukeore 

BoBemer  pig  iron 

Uigt  Bmaaaitt  bUleto. 
BeaRmer  itaodud  nilf 


Cost  in- 
cluding all 
Intermedi- 
ate proilis. 


Cost  ex- 

dud  ins  in- 
termediate 
transfer 
profits  on 
materials.^ 


tl2.10 
17.90 
18.80 


I  This  cost  does  not  ezclnde,  however,  transportation  profits,  which  are  considerable  in  amount  for  the 
St«el  Coipantioa,  as  explained  later.    (See  p.  70.) 
>  No  dtSflnnn  eaoept  inr  a  triflhig  amount  of  interoompanj  lojalty. 
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The  above  are  average  costs  for  companies  having  a  very  large  pro- 
portion of  the  total  production  in  the  United  States  for  the  five 
years  1902  to  1906. 

4.  That  if  all  these  companies  are  divided  into  two  groups — ^large 
companies  which  were  all  highly  integrated,  and  small  companies 
which  generally  were  not  well  integrated — ^the  average  costs  of  the 
two  groups  differed  decidedly.  These  differences  were  more  marked 
when  intermediate  profits  were  excluded.     For  example: 


Products. 


Lake  ore 

Bessemer  pig  iron 

Large  Benemer  bllleta. 
BesBemer  standard  rails 


Cost  Including  all 
intermediate 
profits. 


Cost  exduding  in- 
termediate tnD»- 
fer  profits  on  mar 
terialsi 


Large 
com- 
panies. 


62.67 
13.86 
19.69 
21.27 


SmaU 
com- 
panies. 


162.49 
14.27 
22.54 


Lai;go 
com- 
panies. 

Small 
com- 
panies. 

(•) 

611.93 
17.56 
18.80 

C) 

614.21 
2L66 

1  This  cost  does  not  exclude,  however,  transportation  profits,  which  are  considerable  in  amount  for  the 
Steel  CoiporBtion,  as  explained  later.    (See  p.  70.) 
•  See  pp.  46-47. 
>  No  dlfleienoe  exoept  for  a  trifling  amount  of  intercompany  royalty. 

These  differences  between  the  two  groups  are,  of  course,  largely  due 
to  the  fact  that  the  more  steps  in  production  controlled  by  one  concern 
the  more  intermediate  profits  go  to  that  concern,  instead  of  being  paid 
to  outsiders.  Accordingly,  when  intermediate  profits  are  excluded, 
the  net  cost  for  an  integrated  concern  is  less  than  for  one  not  so  highly 
integrated.  It  should  be  observed  that  the  above  cost  figures  show 
costs  simply  exclusive  of  transfer  profits  on  materials,  and  not  exclu- 
sive of  transportation  profits.  Such  transportation  profits  are 
earned  by  certain  large  companies,  and  above  all  by  the  Steel  Cor- 
poration. 

5.  That  while  highly  integrated  concerns  have  a  lower  net  cost 
than  nonintegrated  concerns,  and  therefore  a  higher  margin  (not  rate) 
of  profit  between  costs  and  prices,  yet,  on  the  other  hand,  being  so 
integrated,  they  have  a  larger  investment  to  be  covered  by  tliis  mar- 
gin of  profit  over  net  cost. 

6.  That  the  costs  for  this  period  (1902  to  1906,  inclusive)  are  sub- 
stantiaUy  representative  of  present  conditions.  This  is  shown  by  a 
comparison  of  costs  for  a  number  of  important  selected  plants  for 
several  products  from  1902  to  1906,  inclusive,  and  for  1910. 

7.  That  the  United  States  Steel  Corporation  has  a  special  advan- 
tage in  cost  of  production  on  account  of  its  more  complete  integra- 
tion, particularly  in  producing  all  the  ore  and  coke  it  uses,  and  in 
having  railroads  for  ore  transportation,  which  branches  of  its  business 
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yield  great  profits.  The  costs  of  the  Steel  Corporation  are  especially 
reduced  if  these  intermediate  profits  are  excluded,  as  is  shown  by 
the  following  examples  for  1910: 


Products. 

Book  cost 

Integrated  cost 
excluding  in- 
tercompany 
profits  on  mate- 
rials and  tran^ 
portation. 

Iftteoin^. 

S2.88 
14.99 
21.53 

t2.40 

JV«wmflr  pig  iron    .        .............. 

10.21 

RaaMTiAf  ft^rt^tt^r^  nib 

16.07 

In  considering  these  integration  costs  of  the  Steel  Corporation  the 
much  more  extensive  and  diversified  investment  of  that  company 
should  also  be  taken  account  of.  The  importance  of  this  investment 
factor  is  clearly  brought  out  in  this  report. 

8.  That  the  indicated  investment  per  ton  of  product  for  Bessemer 
steel  rails  for  the  period  1902  to  1906,  taking  conditions  of  business 
then  prevailing,  ranged  from  $80  to  $55  per  ton  of  rails.  On  the 
basis  of  a  price  of  $28  per  ton  of  rails  the  profit  for  all  companies 
whose  costs  (excluding  transfer  profits  only)  are  shown  above  ($18.80 
per  ton)  would  be  from  11  to  17  per  cent  on  the  investment. 

9.  That  the  prices  of  Lake  ore  have  been  kept  for  many  years  at 
an  unreasonably  high  level  compared  with  the  cost  of  production  and 
the  cost  of  the  investment  in  the  producing  ore  properties.  Conse- 
quently, int^rated  concerns,  transferring  such  ore  to  the  pig-iron 
producing  departments  of  the  business  at  those  high  prices,  necessa- 
rily show  an  unduly  high  book  cost  for  pig  iron  and  for  various  steel 
products  made  from  pig  iron. 

10.  That  this  policy  in  regard  to  ore  prices  has  two  important  results. 
For  companies  selling  ore  it  tends  to  make  remunerative  the  invest- 
ment in  vast  ore  reserves  which  are  not  at  present  utilized,  and  to 
unduly  enhance  the  value  of  such  properties.  It  also  tends  to  make 
the  cost  of  iron  ore  excessively  high  to  companies  which  must  pur- 
chase it  in  the  open  market,  and  thus  prevents  them  from  becoming 
effective  competitors  in  pig  iron  or  in  steel  products  made  therefrom. 


CHAPTER  II. 
THE  COST  PEOBLEM  AST)  SCOPE  OF  EEPOET. 

Section  1.  The  importance  of  costs  of  production. 

The  question  of  the  cost  of  production  is  obviously  of  great  public 
interest  in  connection  with  industries  which;  like  the  steel  industry, 
enjoy  the  benefit  of  protective  tariff  duties.  It  is  also  important  in 
connection  with  profits,  particularly  with  respect  to  the  profits  made 
in  the  several  branches;  that  is,  for  ore,  pig  iron,  and  various  prod- 
ucts of  steel.  This  matter  is  of  special  significance  because  the 
steel  industry  is  based  on  a  natural  resource  the  control  of  whidi  is 
characterized  by  certain  monopolistic  features. 

As  the  various  iron  and  steel  making  enterprises  diflfer  in  their 
control  of  such  natural  resources,  their  costs  and  profits  likewise 
naturally  show  large  differences.  The  concern  which  enjoys  very 
large  profits  in  a  prior  stage  of  the  business  which  are  not  enjoyed 
by  a  competitor,  even  though  their  subsequent  costs  for  similar  prod- 
ucts are  substantially  equal,  is  able  to  put  such  competitor  at  a 
great  disadvantage. 

Section  2.  Problem  of  stating  costs  of  production. 

Production  costs  of  various  iron  and  steel  products  and  of  the 
several  raw  materials  differ  widely  for  different  concerns,  not  only 
on  account  of  the  ordinary  variations  in  skill  or  good  fortune  in 
management,  advantages  in  location,  investment,  etc.,  but  also 
particularly  because  of  the  following  two  factors: 

1.  Differences  in  scope  of  operations  or  degree  of  integration. 

2.  Differences  in  legal  organization  and  accounting  practice. 

Differences  in  scope  of  operations  or  integration. — The  dif- 
ferences in  scope  of  operations  of  different  concerns  are  a  fundamental 
fact  which  affects  the  net  or  absolute  costs  of  production.  Some  con- 
cerns are  highly  *' integrated;''  that  is,  their  operations  cover  the 
production  (and  sometimes  even  the  transportation)  of  the  raw  mate- 
rials, and  the  succeeding  stages  of  manufacture  of  crude  and  finished 
products.  Other  concerns  are  not  integrated  at  all,  or  only  in  a 
comparatively  small  degree.  Such  concerns  must  therefore  •pur- 
chase raw  materials — as,  for  example,  ore  and  coke  for  making  pig 
iron,  from  other  producers  at  prices  which  are  generally  considerably 
higher  than  the  cost  of  producing  them.  Other  things  being  equal, 
the  integrated  enterprise  has  therefore  a  lower  cost  of  production 
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than  the  nonintegrated  enterprise.  On  the  other  hand,  it  has  also, 
of  course,  a  larger  investment. 

It  is  absolutely  essential  to  keep  this  investment  factor  clearly  in 
mind  in  any  study  of  costs.  This  point  can  hardly  be  overempha- 
sized. Costs  and  prices  by  themselves  afford  no  criterion  whatsoever 
for  judging  profits  unless  the  extent  of  the  investment  is  also  taken 
into  consideration;  that  is,  if  a  company  is  highly  integrated,  so 
that  its  business  extends  over  a  large  number  of  steps  in  the  produce 
tion  of  steel,  its  profits  must  also  extend  over  all  its  investment  in 
those  various  processes,  and  should  be  commensurate  with  such 
investment. 

Differences  in  legal  organization  and  accounting  prac- 
tice.— ^The  l^al  oi^anization  of  enterprises  iias  often  a  very  impor- 
tant effect  on  the  book  costs  of  pro4uction,  particularly  if  such 
enterprises  are  highly  integrated.  Concerns  which  embrace  mining 
operations,  transportation,  and  manufacturing  frequently  organize 
separate  companies  for  these  different  branches.  Sometimes  the 
laws  require  such  separation  in  legal  organization,  as,  for  example,  for 
railroads  and  certain  mining  enterprises.  Under  such  conditions  it 
is  usually  the  case  that  the  products  or  services  are  sold  by  one  sub- 
sidiary to  another  subsidiary  at  prevailing  market  prices,  or  at  arbi- 
trary ''transfer"  prices,  which  ordinarily  include  a  profit  over  and 
above  the  actual  cost  to  the  first  concern.  Hence,  &om  the  stand- 
point of  the  accounts  of  the  subsidiary  company,  it  is  of  course  neces- 
sary to  include  the  prices  thus  paid  in  its  own  general  profit  and  loss 
accounts,  and  likewise,  therefore,  in  its  cost  accounts,  which  when 
correctly  kept  are  an  integral  part  of  the  profit  and  loss  accounts. 
If  these  several  branches  of  the  concern  were  put  under  the  direct 
operation  of  one  company,  there  would  be  no  necessity  for  charging 
market  prices  instead  of  actual  costs.  Nevertheless,  this  is  some- 
times done.  For  example,  a  company  making  pig  iron,  crude  steel, 
and  finished  steel  products  may  transfer  its  pig  iron  from  its  blast 
furnaces  to  its  steel-making  department  at  a  price  which  includes  a 
profit,  just  as  though  it  were  selling  it  to  some  outside  interest.  While 
of  course  this  increases  the  book  cost  of  making  steel  on  the  cost 
accounts  of  the  steel  department,  obviously  it  does  not  increase  the 
real  cost  to  the  company  as  a  whole. 

The  costs  as  kept  by  the  various  subsidiaries  of  an  integrated 
organization  may,  for  convenience,  be  referred  to  as  "book  costs''  as 
distinguished  from  revised  costs,  from  which  the  intermediate  or 
so-called  ''intercompany"  profits  have  been  eliminated. 

The  differences  in  cost  due  to  the  legal  organization  of  a  given 
concern,  or  group  of  productive  activities  which  belong  to  a  single 
private  interest  or  group,  or  to  merely  teclmical  differences  in  metliods 
of  cost  accounting,  are,  however,  of  little  public  interest,  and  their 
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elimination  shows  what  the  costs  are  for  a  given  enterprise  taken  as 
a  whole,  and  this  is  much  more  significant.  In  fact,  this  is  the  only 
satisfactory  way  of  reaching  a  real  or  significant  cost  in  the  steel 
industry  as  it  now  exists.  Obviously  costs  which  are  affected  by 
legal  or  arbitrary  divisions  of  one  business  are  likely  to  be  more  or 
less  artificial. 

It  is  evident  that  the  problem  of  cost  of  production  embraces 
two  stages  of  discussion — (1)  book  costs,  the  costs  as  shown  by  the 
accounts  of  the  companies,  and  (2)  net  costs,  i.  e.,  the  costs  after  the 
eUmination  of  intermediate  profits. 

Section  3.  Signifleance  of  investment. 

In  whatever  form  the  costs  of  a  concern  are  stated,  the  signifi- 
cance of  the  cost  and  of  the  margins  between  cost  and  selling  price 
can  not  be  fully  appreciated  without  taking  into  account  the  invest- 
ment in  plant  and  other  capital  utilized  in  that  part  of  the  produc- 
tion for  which  the  cost  is  stated.  Thus,  in  the  case  of  a  concern 
comprising  in  a  single  organization  ore  mines,  coke  works,  and  blast 
furnaces,  the  cost  accounts  for  pig  iron  may  represent  the  net  cost, 
without  any  allowance  for  profit  on  the  ore  or  coke.  Therefore  the 
margin  between  such  cost  and  the  selling  price  of  pig  iron  would 
constitute  the  return  on  the  investment,  not  only  on  the  blast  furnaces, 
but  also  on  the  ore  nunes  and  coke  works.  On  the  other  hand,  in 
the  case  of  an  enterprise  having  separate  companies  for  each  of 
these  stages  of  production,  the  margin  between  its  book  cost  and  the 
selling  price  of  pig  iron  would  state  the  return  on  the  investment  for 
blast  fiu<naces  only,  because  the  blast-furnace  company  would  take 
over  the  ore  and  coke  at  a  price  that  would  pay  a  profit  to  the  ore 
and  coke  companies.  Assuming  that  in  each  instance  the  technical 
conditions  are  similar,  and  the  operations  are  conducted  with  equal 
efiiciency,  it  is  obvious  that  there  should  be  a  larger  mai^in  in  the 
case  of  the  first  company  than  in  the  case  of  the  second. 

If  these  intermediate  profits  were  known  to  represent  simply  a  fair 
return  on  the  investment,  there  would  be  perhaps  no  necessity  for 
eliminating  them  (except  for  the  reason  that  not  all  companies  have 
their  costs  computed  on  the  same  basis).  The  conditions  of  compe- 
tition, and  particularly  with  respect  to  the  exploitation  of  natural 
resources  and  the  control  thereof,  might  conceivably  be  such  that  it 
could  be  safely  assumed  that  the  profits  were  reasonable. 

As  a  matter  of  fact,  however,  the  profits  in  certain  branches  of  the 
business,  notably  in  the  production  of  Lake  ore,  are  regarded  by  the 
Bureau  as  unreasonably  high.  This  is  largely  due  to  monopolistic  con- 
trol of  production  and  to  price  understandings  among  ore  producers. 
Hence,  the  only  satisfactory  way  to  present  the  costs  of  pig  iron  and 
products  made  therefrom  is  to  eliminate  any  profit  on  ore  which  enters 
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therein,  &nd  then  to  present  such  data  as  are  available  for  judging 
what  a  reasonable  profit  would  be. 

Investment  has  an  important  relation  to  cost  and  the  margin  of 
profit  in  another  way,  namely,  where  the  costs  of  two  concerns  for  a 
given  product  start  on  the  same  basis  with  respect  to  the  degree  of 
migration  of  the  enterprise  but  where  one  concern  has  invested 
in  plant  and  equipment  a  much  greater  amount  of  capital  than 
another  concern  of  equal  capacity,  with  a  view  to  reducing  its 
operating  costs,  as,  for  instance,  in  the  introduction  of  labor-saving 
devices.  In  this  case  also  the  margin  between  cost  and  price  tends 
to  be  lai^er,  and  must  necessarily  be  lai^er,  in  order  to  afford  an  equal 
rate  of  return  to  the  increased  investment. 

SecUon  4.  Scope  of  the  cost  statements  in  this  report. 

The  cost  data  obtained  by  the  Bureau  and  the  cost  statements 
presented  in  this  report  may  be  divided  into  three  parts: 

(1)  Cost  statements  for  the  years  1902  to  1906,  inclusive,  which 
relate  to  a  very  large  proportion  of  the  total  production  of  the  United 
States  for  the  chief  raw  materials  and  products  of  the  iron  and  steel 
industry. 

(2)  Cost  statements,  showing  comparative  costs,  for  the  years  1902 
to  1906,  inclusive,  and  for  1910,  for  the  chief  raw  materials,  and  for 
pig  iron,  and  selected  steel  products,  at  a  number  of  typical  and 
important  plants.  For  ore  the  average  costs  are  shown  for  the  years 
1902  to  1910,  inclusive. 

(3)  Cost  statement  for  the  year  1910  for  the  Steel  Corporation,  for 
the  chief  raw  materials,  pig  iron,  and  certain  steel  products. 

The  first  statement  gives  a  broad  view  of  the  costs  in  the  industry 
as  a  whole  over  a  considerable  period  of  time.  On  account  of  its 
elaborate  character  it  was  impracticable  to  bring  it  down  to  date. 
It  shows  the  costs  as  given  on  the  books  of  account  for  raw  mate- 
rials, pig  iron,  and  selected  steel  products.  It  shows  also  the  costs 
after  the  elimination  of  intermediate  transfer  profits  (but  not  inter- 
mediate transportation  profits;  see  p.  70),  with  respect  to  raw 
materials,  pig  iron,  and  selected  steel  products.  It  also  distinguishes 
the  costs  of  the  larger  and  well-integrated  companies  (for  which  such 
profit  eliminations  are  important)  from  the  costs  of  the  smaller  com- 
panies. 

The  second  statement  shows  the  relative  position  of  costs  as  between 
1902  to  1906  and  1910.  Although  not  representative  of  the  average 
costs  for  the  industry  as  a  whole,  it  affords  a  fair  basis  for  determining 
whether  there  have  been  any  essential  changes  in  the  conditions  of 
production  in  recent  years  which  would  affect  the  representative  char- 
acter of  the  average  costs  for  1902  to  1906  given  in  the  first  statement. 
As  this  statement  is  used  for  comparative  purposes  only,  the  costs  are 


8  THE  STEEL  INDTTSTEY. 

shown  as  given  on  the  books  of  account  without  the  elimination  of 
intermediate  profits.  Its  value  for  comparisons  lies  not  so  much  in 
the  final  costs  of  the  manufactured  products  as  in  the  costs  of  raw 
materials  (ore  and  coke)  and  in  the  ''cost  above  materiak"  of  manu- 
factured products.  The  term ''  cost  above  materials"  is  the  technical 
term  for  all  the  operating  costs  except  the  raw  material  used  in  the 
process  in  question,  and  will  be  used  in  that  sense  in  this  report. 

The  third  statement  shows  the  position  of  the  United  States  Steel 
Corporation  in  1910  with  respect  to  cost  of  production.  The  costs 
of  this  company  are  given  as  shown  by  the  books  of  accoimt,  and  also 
after  the  elimination  of  approximate  intercompany  profits,  as  shown 
by  the  records  of  the  Corporation.  In  this  case  intermediate  trans- 
portation profits  on  materials  as  well  as  transfer  profits  are  elimi- 
nated. The  costs  of  the  Steel  Corporation  are  the  only  ones  given 
for  an  individual  company,  and  this  distinction  is  made  simply  on 
account  of  its  unique  position  in  the  industry,  particularly  with 
respect  to  the  supply  of  raw  materials  and  the  facilities  for  trans- 
porting them. 

The  Bureau  made  a  comprehensive  investigation  into  the  costs  of 
the  raw  materials  and  finished  products  of  the  iron  and  steel  industry 
in  the  United  States,  the  principal  results  of  which  are  presented  in 
this  report.  It  also  attempted  to  get  similar  costs  of  manufacture 
in  the  chief  foreign  producing  countries,  but  while  much  information 
of  a  general  character  was  obtained  relating  to  the  subject  it  was 
found  impossible  to  obtain  any  comprehensive  information  as  to  the 
costs  as  shown  directly  on  the  books  of  account. 

The  cost  sheets  and  other  statements  relating  thereto  which  were 
furnished  by  the  concerns  whose  costs  are  discussed  in  this  report 
were  verified  by  an  examination  of  their  books  of  account. 


CHAPTER  m. 


AVESAOE  BOOK  COSTS  OF  CHIEF  EAW  KATEBIALS  AlTD  FEOD- 

TTCTS  OF  lEOH  AVD  STEEL,  1902-1906. 

Section  1.  Extent  and  character  of  data* 

The  first  of  the  two  forms  of  statement  for  1902  to  1906  is  now. to 
be  presented,  that  of  the  book  costs.  The  cost  data  for  this  period 
cover,  with  but  few  exceptions,  from  70  to  90  per  cent,  or  more,  of 
the  total  United  States  production  of  the  respective  products  dis- 
cussed, as  follows: 

Tabu  1.— COICPARISON  OF  TONNAGES  OF  PRODUCTION  OF  SPECIFIED  RAW  MATE- 
RIALS AND  PRODUCTS  COVERED  BY  THE  COST  STATEMENTS,  WITH  TOTAL  TON- 
NAGES PRODUCED  IN  THE  UNITED  STATES,  19(O-X908.» 

[Gross  tons.] 


Products. 


Total  ton- 
nage pro- 
duced m  tbe 
United 
States. 


Lake  Sapcrior  oce. 

Total  ore 

C^e  (net  tons) 

BoKDurpigtaoii. 

Bssteptglron. 

Totsl  p!g  Iron  (Including  ferro  and  splegel). 


Bsiieopcfrliearth  ingots. 

Total  Bted  Ingots 

Lsilie  and  smaQ  Bessemer  billets  s 

HesTy  steel  rails  •. 

Pistes  and  sheets 

Stnictiiial  shapes 

Wiwiods. 

Bbek  plates  (inchided  in  plates  and  sheets). 
Tb  sod  tcrne  {dates 


144,d50,375 

188,483,634 

142,960,463 

55,720,360 

15,686,273 

100,627,163 

48,706,135 

30,946,302 

83,766,238 


14,201,041 
15,400,858 
7,124,576 
8,457,078 
3,412,630 
2,360,270 


Total  tonnage 
covered  by 
cost  state- 
ments. 

Per 
cent 
covered 
by  cost 
state- 
ments. 

106,268,728 

73.8 

126,060,827 

67.4 

72,063,407 

5L0 

51,002,600 

03.1 

0,573,530 

61.0 

68,333,635 

67.0 

48,586,761 

00.8 

24,731,706 

79.0 

75,228,009 

89.8 

20,504,730 

% 

14,020,303 

98.1 

10,670,307 

60.3 

4,417,872 

62.0 

6,867,310 

81.3 

2,001,615 

86.7 

1,714,464 

T2.4 

*  The  figures  of  production  in  the  United  States,  except  in  the  case  of  ore  and  coke,  are  those  reported 
by  the  American  Iran  A  Steel  Association. 

'Statistics  of  the  country's  total  production  of  bOlets  are  not  avaHabto.  It  is  believed,  however,  that 
the  Btinsu*s  cost  data  for  Bessemer  bOlets  cover  over  90  per  cent  of  the  total  production  of  the  country 
doiiog  the  period  stated. 

'  The  production  of  heavy  raOs,  as  given  by  the  American  Iron  &  Steel  Association,  includes  a  small 
qoantity  of  girder  rails,  whfle  that  reported  in  cost  statements  for  the  Bureau  includes  no  girder  rails,  but 
doei  inehide  a  small  tonnage  of  light  rails.  Owing  to  these  differences  In  classification,  the  exact  per- 
oentags  for  standard  nils  can  not  be  computed,  but  practically  100  per  cent  of  the  production  of  soch  rails 
^  cohered  by  the  Bureau's  figures. 

« 

These  percentages  for  ore,  coke,  and  total  pig  iron  are  somewhat 
misleading  if  applied  to  the  steel  industiy  proper,  since  a  considerable 
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part  of  the  total  tonnage  of  these  products  was  not  used  to  make  steel. 
Thus,  a  part  of  the  total  production  of  ore  was  used  for  the  manufac- 
ture of  foundry  iron,  and  in  the  case  of  Southern  ore  from  1902  to 
1906  hardly  any  at  all  for  the  manufacture  of  steel.  Similarly,  a  lai^e 
amount  of  the  total  production  of  pig  iron  was  used  for  foundry  pur- 
poses and  not  for  the  manufacture  of  steel  products.  The  total  pro- 
duction of  coke  included,  of  course,  very  large  quantities  not  utilized 
in  the  iron  and  steel  industry  at  all,  which  explains  the  exceptionally 
low  percentage  for  that  product.  Of  coke  used  in  iron  and  steel 
manufacture,  the  cost  data  obtained  by  the  Bureau  probably  repre- 
sent about  60  per  cent. 

For  Bessemer  pig  iron  and  Bessemer  ingots,  which  were  the  chief 
basis  of  steel  manufacture  from  1902  to  1906,  and  also  for  steel  rails, 
practically  the  total  output  of  the  country  was  included  in-  the  cost 
statements,  wlule  for  most  other  important  branches  of  steel  produc- 
tion the  proportion  included  was  two-thirds  or  more  of  the  total. 

The  companies  whose  costs  are  comprised  in  these  cost  statements 
include  the  United  States  Steel  Corporation  (referred  to  hereinafter 
as  the  Steel  Corporation  or  the  Corporation)  and  all  the  large  steel- 
making  companies  (with  one  or  two  exceptions)  which  are  chiefly 
engaged  in  making  ordinary  commercial  products  of  steel.  A  con- 
siderable number  of  concerns  of  lesser  importance,  including  some  of 
distinctly  small  operations,  are  likewise  embraced  in  the  cost  averages. 

In  furnishing  their  costs  the  several  companies  generally  rendered 
statements  showing  simply  the  mine,  furnace,  or  mill  costs,  which 
often  included,  as  already  explained  above^  various  intermediate  profits 
for  materials  produced  by  the  same  interests  and  taken  over  at  market 
prices  or  at  arbitrary  transfer  prices  instead  of  at  cost.  Their  costs  as 
reported  generally  did  not  include,  however,  an  allocation  of  general 
expenses  and  general  depreciation  of  the  several  companies  to  their 
respective  costs  for  particular  products.  These  undistributed 
expenses  were  shown  in  their  profit  and  loss  accounts.  The  Bureau 
allowed  for  and  included  these  items  of  "additional  cost"  not  shown 
in  the  regular  cost  sheets.  These  items,  except  for  the  ore  and 
coke  companies,  could  not  be  allocated  to  particular  products  of 
such  companies  according  to  any  perfect  rule;  but  the  plan  adopted 
by  the  Bureau  was  to  increase  the  mill  costs  of  the  several  products 
in  the  same  proportion  as  such  additional  costs  increased  the  total 
manufacturing  and  producing  costs  of  the  several  companies  for 
all  products.  While  this  method  tends  to  give  an  appearance  of 
excessive  additional  costs — as,  for  example,  depreciation — ^for  the 
more  highly  manufactured  products,  this  is  not  really  the  case, 
because  this  figure  is  for  each  successive  product  a  cumulative  one 
and  covers  all  the  depreciation  allowances  for  previous  stages  of 
production  not  comprised  in  the  cost  of  the  material  as  given  in  the 
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cost  sheet  for  the  product  in  question.    This  point,  however,  can  be 
better  explained  later  on  when  these  additional  costs  are  shown. 

On  the  other  hand,  there  is  no  doubt  that  an  arbitrary  rule  of  this 
character  does  not  give  very  satisfactory  results  in  allocating  the 
expenses  and  depreciation  really  incurred  with  respect  to  particular 
products.  The  merits  of  this  method  will  be  discussed  in  more  detail 
later.  (Cf.  p.  24.)  At  this  place  it  is  desirable  to  point  out  the  ad- 
vantage of  it,  namely,  that  it  is  simple  and  automatically  provides 
that  all  these  actual  expenses  or  charges  to  depreciation  shall  be  cov- 
ered in  the  statements  of  cost.  It  does  not  preclude,  however,  the 
use  of  estimates  for  such  additional  costs  based  on  normal  experience 
rather  than  on  a  mathematical  rule. 

The  cost  of  a  product  so  arrived  at  is  referred  to  in  tliis  report  as  the 
total  cost  to  distinguish  it  from  the  mine,  furnace,  or  mill  cost. 

In  connection  with  the  costs  of  production  of  the  several  raw  mate- 
rials and  products,  the  Bureau  also  obtained,  from  the  several  com- 
panies which  reported,  profit  and  loss  statements  showing  the  aver- 
age proceeds  of  sale  or  transfer,  together  with  the  profit  thereon. 
WhDe  this  material  incidentally  furnishes  another  and  usually 
slightly  differing  figure  of  cost  (due  chiefly  to  the  fact  that  the 
quantities  in  question  are  not  exactly  the  same),  it  is  chiefly  impor- 
tant in  what  it  shows  regarding  the  rate  and  amount  of  profit  on  the 
products  of  each  of  the  several  stages  of  production.  The  ^'addi- 
tional costs"  already  described  were  used  by  the  Bureau  in  the  same 
manner  to  increase  the  reported  cost  of  sales  as  to  increase  the  mill 
costs. 

The  costs  for  the  period  1902  to  1906  are  given  herein  invariably 
by  the  method  of  true  averages  for  the  companies  whose  costs  are 
combined;  L  e.,  the  amounts  of  every  item  of  cost  are  added  together 
and  divided  by  the  total  quantity  of  the  product  to  get  the  cost  per 
ton,  whether  for  items  of  cost  or  total  costs. 

The  cost  sheets  as  furnished  by  the  several  companies  were,  of 
course,  by  no  means  uniform  with  respect  to  classification  of  items. 
Most  of  them  also  showed  the  items  in  far  too  great  detail  for  the  pur- 
poses of  this  report.  The  numerous  detail  items  were  grouped  by  the 
Bureau,  therefore,  under  a  comparatively  few  simple  heads.  The 
full  text  of  this  report  will  discuss  these  items  in  some  detail,  at  least 
for  the  chief  raw  materials  and  products.  But  it  is  impossible  to  give 
any  consideration  to  such  details  in  this  summary  except  with  respect 
to  a  few  fundamental  facts,  necessary  for  a  proper  understanding  of 
the  data  presented,  particularly  in  the  elimination  of  intermediate 
profits  from  costs  of  production. 

However,  in  order  to  make  clear  the  detailed  character  of  the  infor- 
mation furnished  by  the  several  companies,  a  typical  cost  sheet  of  one 
company  for  a  single  product  is  given  below.     This  cost  sheet  is  not 
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given  for  a  single  blast  furnace,  but  for  a  group  of  furnaces  at  a  single 
plant.  The  title  of  the  cost  sheet  has,  therefore,  been  slightly  changed. 
Furthermore,  in  place  of  the  description  of  ores  given  in  the  original 
cost  sheet,  the  letters  A,  B,  C,  etc.,  have  been  substituted  in  order 
not  to  reveal  the  identity  of  the  company  whose  pig-iron  cost  is 
stated.  Again,  certain  items  appear  in  red  ink  in  the  original,  but 
are  shown  in  bold-face  type  here. 


COMPANY. 


[Typical  cost  sheet;  to  show  fonn  only.] 

-  FURNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191—. 


Items. 
(Mesaba  ores  to  be  entered  sepa- 

Per cent 
metallic 
contents. 

Gross 
tons. 

Price. 

Amount 

Material  per  ton. 

Cost  per 

rately  from  other  ores  and  to- 
tals of  each  shown  in  red  ink.) 

Pounds. 

Percent. 

ton. 

A ore.. 

131,784 

349,041 

46 

55,606 

29,439 

4,046 

14.03 
4.80 
4.30 
4.83 
4.98 
6.25 
4.09 

1649,531.59 

1,675,216.06 

197.67 

268,358.39 

146,680.57 

21,222.42 

192.13 

B do... 

1 

C do... 

D do... 

E do... 

P do... 

G do... 

47 

Total  Mesaba do... 

570,000 

4.84 

2,761,39&83 

H do... 

60,005 

5.22 
6.10 
5.03 
4.60 
4.44 
3.15 
5.45 

316,630.29 

460,196.93 

2,403.21 

57,978.40 

129,170.44 

6,455.13 

22,659.62 

I do... 

76,460 

405 

12,604 

20,111 

2,052 

4,157 

1 

J do... 

■ 

K do... 

1 

L do... 

M do... 

N do... 

Total  aU  other do. . . 

184,484 

5.40 

995,494.02 

Total  ore 

754,493 

4.98 

3,756,802.85 

4,064 

181.43 

19.084 

Spittings 

3,399 
10,009 

.50 
1.76 

1,699.50 
17,628.17 

Seals 

Total  cinder  and  scale 

13,408 

1.44 

19,327.67 

72 

3.22 

.016 



Total  ore,  cinder,  and  scale 

767,901 

4.92 

3,776,220.52 

4,136 

184.65 

0.080 

Light  ladle  scrap 

4,562 
762 

2,940 
384 

11.66 
12.27 
12.27 
15.19 

62,612.66 
9,347.82 

36,076.95 
5,831.05 

Pig  machine  scrap i 

Total  scrap  used 

8,638 

12.02 

103,868.48 

47 

2.W 

.2!0 

Gross  total  metallic  mix- 

776,539 

5.00 

3,880,089.00 

4,183 

188.73 

9.330 

4,629 

11.51 

53,275.49 

Heavy  chilled  ladle  skulls  and 

Blast  furnace  runner  scrap 

762 

12.27 

0,340.86 

COST  OF  PBODUCTION — ^PRELIMINARY  RBPOET. 
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FURNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 


AT  ALL  FURNACES  DURING  YEAR  191— .—Continaed. 


Itrms. 

Percent 
metallic 
contents. 

Gross 
tons. 

Price. 

Amoimt. 

Material  per  ton. 

Cost  per 

Pounds. 

Percent. 

ton. 

(^Hdng  niM»i  f  TM  f»r%p 

2,940 
384 

S12.27 
14.69 

836,087.17 

6,602.26 

43.20 

Ofl-Sr»de  izoa. 

fitogsriea 

Less  total  soap  produced. 

8,716 

n.97 

104,367.97 

47 

2.10 

8a  251 

Net  total  metallic  mix- 

tUTBa...... 

767,824 

492 

• 

3,775,731.03 

4,136 

184  63 

0.070 

CokiK 

CoDDelbvfUe— 

Upper per  cent. . 

•••... 

Lower. do 

^VH*ah9ntM do  . 

Total  coke. .  100  per  cent. . 

421,843 
186,526 

3.76 
1.00 

1,680,660.24 
186,642.64 

2,272 
1,005 

101.44 
4485 

8.801 

UnHstooe 

.448 

Totel  fDAtffliab  channd  . . 

1,376,193 

4.03 

6,642,928.91 

7,413 

33a  02 

13.328 

Cool SrosstoDS.. 

37 
80 

1.26 
3.74 

46.43 
112.20 

Coke do 

.001 

Cokadust 

Wood. 

Natondgu e\ 

do 

...cords.. 
ubiofBet.. 

78 

3.10 

242.03 

.001 

I 

Tn^al  ftml  few  mtomllanmnisf  pnrpomiT . 

400.66 

.002 

Ltbon 

Superintendents,  ftnenien,  derlcs,  and 
ttmekegpera 

16,721.40 
62,77455 
31,067.25 
66,162.50 
14,896.10 
41,804.15 
10,939.25 

•  038 

.161 

Binding 

.076 

f^»rtfnfr 

.159 

All  otber  prododng  labor .. . 
^.^borinnnMirs 

.036 

r 

.100 

lAbor  in  maintenaooe 

........ 

.026 

Total  labor  (enter  in  red  iz 

Ik) 

248,866.20 

.686 

^^/  ••••••. 



; 

Material  in  repairs 

37,103.03 
6,17a  17 

16,089.46 
7,140.80 

.060 

IbtArini  iti  maintftnanco , . . , .  , . , 

.016 

Tools,  lubricants,  and  miacellaneous  sup- 
plte 

« 

.030 

ReC^tories 

.017 

, 

121,607.94 

4 

.202 

exhibit).                     coal  eqi 
I^Iriltod  bis  lor  blowing  engines. 
Steam  and  gas  tranafBis  (credit). 
Water 

iiivalent. . 

1 
1 

1 

100,826.42 

9,093.87 

12,432.33 

52,686.50 

6,191.43 

1,678.47 

.241 

.*.«.... 

.022 

Elflctrfa*  iteht  and  vowv 

.030 

Tardnrf^ing 

.127 

.014 

Stabteexpeiwj 

.004 

14 
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COMPANY. 


FURNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191-.— Conttaued. 


Items. 

Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

Pounds. 

Peroent. 

toa. 

ShoD  AXDfiiifle r , . . 

$10,810.47 

fa  OS 

Drv  bl&st  plant  flxDonao 

Goneral  works  expense 

36,850.18 
74,856.60 
12,476.10 

.060 

R^lininf?  ft"''  twtia^*^  fond 

.179 

Oontlfiflpnt  fund ,  _ 

.030 

Totftl  cofft  ftboyi(>  materials  ct^argMJI . 

647,088.78 

LS18 

Credit  for  surplus  gas  to  other  departments. 
Credit 

78,768.06 

.189 

Grand  total  cost 

6,012,169.63 

14.457 

Total  tons  produced,  415,871-    Tons  produced  since  January  1st Avera^  cost  per  ton  sinoe 

January  1st 

Number  of  days  in  operation,  906.    Cubic  feet  air  blown  per  minute Average  temperatoie  of 

blast 

Average  tons  i)er  day,  417.5.    Cubic  feet  air  per  pound  of  ooke Average  top  temperature 

Per  cent  iron  produced  with  sulphur  above  .05% Per  cent  iron  produced  with  silicoo 

above  1.25% 

Average  manganese  inspiegel %.    Average  manganese  in  forro  manganese ^c 

Theoretical  Itunaoe  Tons  made  on  praaont 

yield 56.63%       Uning. 

Actual     furnace  Iron 

yield 64.17%    

Fumaoeloss 2,46%    Total 

Per   cent    Mesaba 

oreuaed % 

Flue  dust  produced tons pounds 

per  ton  of  iron. 

Flue  dust  used tons pounds 

per  ton  of  iron. 

Date  furnace  blown  in ,  out 

Cost  Shxet  fob  All  Ftnuf  aces. 


Production. 


Hot  metal 

Pig  iron— sand 

Pig  iron— casting  machine . . . 

"     "      ohiUed 

"     "      castings 


Total  production. 


Tons. 


318,811 

96,918 

142 


415,871 


Percent. 


76.67 

23.30 

.03 


100.0 


This  cost  sheet  shows,  of  course,  only  the  furnace  cost,  and  does 
not  contain  any  provision  for  "additional  costs"  mentioned  above. 
It  illustrates  the  great  detail  in  which  such  cost  statements  are 
made.  The  cost  sheets  for  other  products,  such  as  rails,  show  the 
items  of  cost  with  equal  minuteness. 

As  already  stated  (p.  6),  the  average  costs  for  the  five-year  period 
1902  to  1906  are  to  be  summarized,  first,  according  to  the  results 
shown  in  the  cost  sheets  and  accounts  of  the  several  companies,  with 
the  addition  of  general  items  ('' additional  cost")  shown  in  tlie  profit 
and  loss  accounts  (p.  10),  but  without  any  elimination  of  intermediate 
or  intercompany  profits  arising  at  some  prior  stage  of  production. 
After  considering  these  costs  and  some  of  the  facts  concerning  inter- 
mediate profits,  certain  other  statements  of  cost  are  presented  in 
Chapter  V  showing  the  effect  of  the  elimination  of  intermediate  profits 
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arising  from  the  sale  or  transfer  of  materials  from  one  stage  of  pro- 
duction to  another  within  the  same  concern  (but  not  the  profit  from 
transportation  of  the  materials  used  in  manufacture).  For  this  form 
of  statement  the  average  costs  are  also  distinguished  as  between  large 
companies  and  smaller  companies. 

The  average  total  book  cost — i.  e.,  the  cost  including  all  additional 
costs  for  general  expense  and  depreciation  and  not  excluding  the  inter- 
mediate profits  on  transfer  or  transportation  of  materials — ^will  now 
be  summarized  for  the  period  1902  to  1906. 

For  the  chief  raw  materials,  namely,  ore  and  coke,  and  pig  iron,  the 
varying  character  of  the  items  of  cost  make  it  necessary  to  state  the 
costs  separately,  but  the  rolled  steel  products  may  be  conveniently 
combined  in  a  single  table. 

Section  2.  Book  cost  of  ore. 

Lake  ore. — ^The  cost  of  ore  is  generally  the  prime  cost  in  iron  and 
steel  manufacture.  Taking  the  steel  industry  alone,  during  the 
period  in  question  the  great  bulk  of  the  ore  used  was  that  of  the  Lake 
Superior  region.  The  only  other  important  domestic  source  of  ore 
supply  was  the  South;  but  almost  all  this  ore  was  used,  from  1902 
to  1906,  in  the  production  of  foundry  iron,  for  cast-iron  products. 

The  Lake  Superior  ore  is  mined  in  several  ranges  in  Minnesota, 
^fichigan,  and  Wisconsin,  two  important  ranges,  namely,  the  Mesabi 
and  the  Vermilion,  being  located  in  Minnesota,  and  three  ranges, 
namely,  the  Grogebic,  Marquette,  and  Menominee,  being  located  in 
the  northern  peninsula  of  Michigan,  two  of  them  lapping  over  into 
Wisconsin.  The  methods  of  ore  mining  are  in  general  similar  to 
those  for  mining  other  minerals.  It  is  important  to  note,  however, 
that  a  good  deal  of  the  ore  on  the  Mesabi  range  is  mined  from  open 
pits.  The  costs  of  production  at  the  mine  differ  considerably,  on  the 
average,  between  the  Mesabi  Bange  on  the  one  hand  and  the  other 
ranges  (which  are  known  as  the  Old  Ranges,  because  they  were  the 
first  in  which  mining  was  developed),  and  it  is  important  to  note  these 
differences  by  ranges.  Moreover,  as  the  ore  is  sold  not  at  the  mine 
but  at  lower  Lake  ports  (e.  g.,  Cleveland,  Chicago,  etc.),  and  as  there 
are  important  differences  between  the  several  ranges  in  the  cost  of 
transportation  to  the  lower  Lake  ports,  it  is  desirable  to  distinguish 
their  costs  at  lower  Lake  ports  also.  This  transportation  cost  is 
comprised  of  (1)  rail  transportation  from  the  mines  to  upper  Lake 
ports  and  (2)  vessel  transportation  from  upper  to  lower  Lake  ports. 
Both  of  these  differ  to  some  extent  for  the  several  ranges. 

The  table  following  shows  the  average  book  cost  of  Lake  ore  at 
lower  Lake  ports,  by  ranges,  for  the  five-year  period  1902  to  1906: 
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Table  2.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  I/AKE  SUPERIOR  ORE  AT  LOWER 
LAKE  PORTS,  AS  SHOWN  BY  THE  ORB  COMPANIES'  ACCOUNTS  (INCLUDING 
INTERMEDIATE  PROFITS),  BY  RANGES,  1002-1M6. 


Items  of  cost. 

Marquette 
Range. 

Menomixiee 
Range. 

Goipeblo 
Range. 

Vermilion 
Range. 

Mesabi 
Range. 

Total  and 
avenge. 

Tons  mined 

12,010,253 

11,358,357 

11,548,988 

6,260,574 

64,484,556 

106.2GB.  ?2^ 

Labor 

10.79 
.57 
.10 

10.78 
.58 
.24 

10.78 
.53 
.39 

10.50 
.44 
.33 

10.26 
.26 
.26 

$0.45 

Other  mining 

.37 

Royalty 

.25 

Cost  at  mine 

1.46 
.30 
.66 

1.60 
.40 
.59 

1.70 
.40 

.77 

1.27 
.99 
.77 

.78 
.80 
.77 

L07 

Rail  freight 

.67 

lialn"  freight 

.74 

Cost  lower  Lake  ports. . . 
General  chanes 

2.44 
.18 

2.59 
.34 

2.87 
.22 

3.08 
.17 

2.35 
.10 

2« 
.16 

Total  book  cost 

2.62 

2.93 

3.09 

3.20 

2.45 

2.f4 

The  average  book  cost  of  Lake  ore  at  lower  Lake  ports  during  the 
five  years  1902  to  1906  was  $2.64  per  ton.  There  were  considerable 
differences  in  book  cost  for  the  several  ranges. 

The  average  cost  at  mine,  including  royalty,  was  $1.07  per  ton, 
and  ranged  from  $0.78  for  the  Mesabi  to  $1.70  for  the  Gogebic.  The 
average  cost  at  mine  for  the  Old  Ranges  (i.  e.,  aU  except  the  Mesabi) 
was  $1.54  per  ton,  the  average  royalty  being  $0.26  per  ton,  or  almost 
the  same  as  for  the  Mesabi,  which  was  $0.26. 

The  Mesabi  range  enjoyed,  therefore,  a  large  advantage  in  respect 
to  cost  at  mine,  but  its  transportation  costs  were  higher  than  any  of 
the  Old  Ranges  except  the  Vermilion.  The  prevailing  rail  rate  for 
the  Mesabi  was  $0.80  per  ton,  for  Vermilion  it  averaged  nearly  $1 
per  ton,  and  for  the  other  Old  Ranges  rates  varied  from  $0.40  to  $0.30 
per  ton.  The  average  Lake  rate  was  the  same  for  the  Mesabi,  Ver- 
milion, and  Gogebic,  namely,  $0.77  per  ton,  but  somewhat  lower  for 
the  other  two  ranges,  namely,  $0.68  for  the  Marquette  and  $0.59  for 
the  Menominee. 

Taking  the  cost  at  lower  Lake  ports,  that  of  the  Mesabi  was  $2.35 
per  ton  as  against  $2.70  for  the  Old  Ranges  combined;  adding  the 
general  charges,  that  of  the  Mesabi  was  $2.45  and  that  for  the  Old 
Ranges  combined  $2.93. 

The  total  average  book  cost  for  all  ranges,  as  stated  above,  was  $2.64. 
This  average  represents  the  cost  of  about  73  per  cent  of  the  total  tonnage 
produced  during  1 902  to  1 906  in  the  Lake  Superior  district.  It  includes 
large  profits  to  railroads  and  substantial  profits  to  ore  fleets  in  the 
charges  for  rail  and  lake  transportation,  which  accrued  in  large  part 
to  the  steel-maldng  interests  consuming  the  ore.  Thus,  the  rail  rates 
charged  on  a  large  part  of  the  Mesabi  and  Vermilion  ore  yielded 
a  large  profit  to  the  Steel  Corporation,  while  several  producing  com- 
panies operated  ore  vessels  and  made  large  profits  on  the  ore  carried. 
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SotrrmfiBN  obe. — ^By  far  the  most  important  other  ore-mining  dis- 
trict was  the  South,  although  even  this  was  of  little  significance  in  com- 
parison with  the  Lake  Superior  district.  The  average  cost  of  South- 
em  ores  is  very  low;  but  this  ore  is  very  much  inferior  in  grade  to 
Lake  ore,  containing  a  much  smaller  proportion  of  iron,  and  none  of 
it  being  of  Bessemer  quaUty.  The  costs  of  Southern  ore  were  not 
as  carefully  kept  as  for  Lake  ore,  but  charges  for  depreciation  and 
royalty  were  naturally  lower  on  account  of  its  inferior  quality.  As 
the  ores  are  sold  and  used  in  the  district  where  they  are  produced, 
thus  differing  from  the  Lake  ore,  no  charges  for  transportation 
appear  in  the  cost  statements.  Ihe  average  mine  cost  of  12,164,584 
tons  of  Southern  ore  in  the  five  years  1902  to  1906  was  $0.73  per  ton, 
as  follows: 

Labor $0. 52 

Other  mining  expenses 16 

Depreciation  and  royalty 05 

Total  mine  cost '     .73 

As  most  of  theSouthem  mines  are  ownedinstead  of  being  leased,  the 
item  of  royalty  is  partly  represented  by  the  allowance  for  depreciation. 
The  average  mine  cost  of  Southern  ore  was  $0.05  lower  than  the 
Mesabi,  chiefly  on  account  of  the  low  depreciation  and  royalty  on 
Southern  ore  due  largely  to  its  inferior  quality.  Eliminating  charges 
for  depreciation  and^ royalty,  the  remaining  mine  cost  of  Mesabi  ore 
was  considerably  lower.  The  average  mine  cost  of  all  Lake  ore  on  the 
same  basis,  however,  was  much  higher  than  for  Southern  ore. 

The  costs  at  the  furnace  for  Southern  ore,  however,  include  very 
small  transportation  charges,  a  decidedly  important  factor  in  the 
lower  total  cost  figures  for  such  ore. 

For  some  iron  and  steel  making  concerns  on  the  lower  Lakes  (as, 
for  example,  those  located  at  Cleveland,  Buffalo,  or  Chicago)  the  cost 
of  ore  at  lower  Lake  ports  practically  covers  the  total  cost  delivered  at 
the  furnace.  For  other  producing  districts  (such  as  Pittsburgh  or 
the  Shenango  and  Mahoning  Valleys)  a  rail  freight  charge  must  be 
added  to  the  cost  at  lower  Lake  ports  to  give  the  total  cost  at  the 
furnace. 

Pboptts  on  tbansfbbs. — The  cost  of  ore  at  lower  Lake  ports  is 
important,  because  it  is  the  usual  point  of  sale.  Even  those  concerns 
which  produce  and  transport  their  own  ore  compute  cost  at  furnace 
on  the  basis  of  the  market  prices  at  lower  Lake  ports,  adding  freight 
charges  to  such  market  prices  instead  of  to  the  actual  cost  at  lower 
Lake  ports. 

There  is,  as  a  matter  of  fact,  a  very  large  margin  of  profit  between 

cost  and  market  price  of  ore  at  lower  Lake  ports.    This  ore  profit 

has  a  very  important  bearing  on  the  whole  industry.    For  the  five 

years  1902  to  1906  the  profit  and  loss  accounts  of  these  ore-producing 
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interests  show  that  the  sales  and  transfers  of  over  109,000,000  tons 
of  Lake  ore  yielded  an  average  profit  of  $0.66  per  ton.  On  transfera 
alone  (these  excluding  sales  to  outside  parties)  the  average  profit 
was  no  less  than  $0.75  per  ton.  The  taking  of  these  intermediate 
profits  thus  greatly  increased  the  book  cost  of  the  ore  in  the  pig  iron 
for  those  companies  which  produced  their  ore  (p.  48). 

As  these  profit  and  loss  statements  respecting  the  price  and 
cost  of  Lake  ore  are  of  importance  in  the  subsequent  discussion  of 
the  net  cost  of  ore,  the  average  costs  shown  by  these  statements  for 
the  five  years  1902  to  1906  should  be  noted  here,  namely,  $2.67  per 
ton  at  lower  Lake  ports.  This  is  practically  the  same  as  the  pro- 
duction cost,  computed  from  the  cost  sheets,  at  lower  Lake  ports 
noted  above,  namely,  $2.64  per  ton.  The  difference  in  cost  of  $0.03 
per  ton  was  chiefly  due  to  comparatively  slight  differences'  between 
the  tonnages  of  production  (shown  in  the  cost  sheets)  and  the  ton- 
nages sold  (shown  in  the  profit  and  loss  sheets). 

Section  3.  Book  cost  of  coke. 

The  principal  blast  furnace  coke  production  of  the  United  States 
is  found  in  the  Connellsville  region,  in  Pennsylvania.  The  product 
of  this  district,  particularly  during  the  period  1902  to  1906,  was  the 
one  chiefly  used  in  almost  all  the  laige  iron  and  steel  producing  dis- 
tricts except  the  Southern. 

Beehive  coke. — In  this  process  the  coal  is  converted  into  coke  in 
ovens  of  beehive  form  and  without  the  recovery  of  any  by-products. 
The  Connellsville  coke  is  all  produced  in  beehive  ovens.  The  South- 
em  district,  although  second  in  importance,  had  a  comparatively 
small  production.  The  only  other  important  district  producing  bee- 
hive coke  was  the  Pocahontas,  but  there  was  considerable  miscella- 
neous beehive  coke  production  for  which  cost  data  were  obtained 
by  the  Bureau. 

The  cost  of  beehive  coke  by  the  chief  districts  of  production  for 
the  five-year  period  1902  to  1906  is  shown  in  the  following  table: 

Table  3.— AVERAGE  BOOK  COST  PER  NET  TON  OF  BEEmVE  COKE,  AS  SHOWN  BT 
THE  PRODUCINQ  COMPANIES*  ACCOUNTS,  BY  DISTRICTS,  19(»-1006. 


Items  of  cost. 

Connells- 
ville 
district. 

Birming- 
ham 
district. 

Pocahon- 
tas 
district. 

Miscel- 
laoaous. 

Total  and 
aTscacs. 

Tons  prodooed 

53,154,084 

7,518,182 

4,170,386 

4,214,446 

60,0S2,0O 

Labor 

10.07 

t.26 

.20 

11.73 

>.59 

.11 

11. 2e 
.27 
.21 

fLga 

•.70 
.11 

•LU 

Other  oinrating 

«.S2 

Depcedatlon  and  royalty 

.11 

Total 

1.43 

2.43 

1.74 

%.n 

LM 

^  Including  credits  S0.03. 
*  ThcJpding  freight  toafi. 


s  Including  freight  10.03. 

4  Tnohiding  credits  10.03,  and  fraightB  10.02,  or  net  deducUon  ol IOlOL 
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These  costs  comprise  those  for  mining  the  coal  as  well  as  for  making 
the  coke. 

The  cost  of  labor  for  the  Connellsville  coke  averaged  only  $0.97  per 
ton  as  against  $1.26  for  the  Pocahontas  district  and  $1.73  for  the 
Birmingham  district.  The  other  operating  costs  for  the  Connellsville 
coke  were  low  also,  but  on  account  of  the  greater  value  of  this  coal 
the  charges  for  depreciation  and  royalty  (mostly  coal  extinguishment) 
were  higher  than  for  the  Birmingham  district. 

While  the  cost  of  Connellsville  coke  was  the  lowest,  it  must  be 
remembered  that  a  considerable  item,  and  sometimes  a  veiy  large 
item,  of  freight  must  be  added  to  this  cost  to  get  the  cost  at  the  blast 
furnaces  where  it  is  used.  The  same  is  true  of  Pocahontas  coke.  The 
Southern  coke,  on  the  other  hand,  is  produced  at  or  very  near  the 
places  of  consumption.  These  coke  costs  include  no  transfer  profits 
for  the  coal  used  in  the  Connellsville  and  Pocahontas  districts  and 
practically  none  for  the  Birmingham  district. 

By-prodtjct  coke. — ^This  process  involves  the  use  of  much  more 
elaborate  ovens  than  the  beehive  process,  and  results  in  the  recovery 
of  valuable  by-products  such  as  tar,  gas,  ammonium  sulphate,  etc.,  the 
values  of  which  are  customarily  treated  as  credits  to  the  cost  of  the 
coke.  The  Bureau  had  returns  for  the  production  of  3,911,349  tons 
of  by-product  coke.  This  was  generally  made  at  the  iron  and  steel 
works,  and  involved,  in  addition  to  the  cost  of  coal  at  the  mine^  a 
Urge  item  of  freight  on  the  coal,  including  some  transfer  profits  on  coal. 

The  average  cost  of  this  by-product  coke  for  the  five  years  1902  to 
1906  was  as  follows: 

Tabli  4.-AVERA0E  BOOK  COST  PER  NET  TON  OF  BY-PRODUCT  COKE,  AS  SHOWN 
BT  THE  COST  ACCOUNTS  aNCLUDINO  INTERMEDIATE  PROFITS),  1902-190<l. 


Items.  i    Cost. 


Tooipfodooed 

Cod  <st  mine) 

Coalfrei^U. 

Labor. 

Other  operftUng 

Depcedation. 

OrosooBt. 

Met  credit  for  by'prodoets.. 

Netoost 


3,911,349 


$1.27 

1.26 

.52 

.57 

.10 


3.71 
.76 


2.95 
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While  the  cost  of  this  coke  was  high  compared  with  beehive  coke, 
this  was  largely  due  to  the  freight  injcluded  in  the  coal  used.  It  was 
produced  at  the  place  of  consumption,  so  that  there  was  no  additional 
freight  on  the  coke. 

I^OFrrs  ON  TRANSFERS . — In  most  cases  coke  produced  by  a  given 
interest  was  transferred  to  allied  departments  of  iron  and  steel  pro- 
duction at  a  large  profit,  but  in  some  cases  at  cost.  Such  charging 
of  transfer  profit  in  the  case  of  companies  using  their  own  coke  had 
the  effect,  as  already  explained  (p.  5),  of  enhancing  the  book  cost  of 
coke  used  in  such  branches  of  manufacture  without  any  corresponding 
real  increase  in  expense.  For  the  ConnellsviUe  coke  used  during  the 
five  years  1902  to  1906  such  transfer  profits  for  the  companies  whose 
costs  and  sales  were  examined  by  the  Bureau  averaged  no  less  than 
$0.57  per  ton  on  transfers  only. 

Section  4.  Book  cost  of  pig  iron. 

Ejnds  op  pig  iron. — The  costs  of  pig-iron  production  differ  so 
widely  for  the  different  kinds  of  pig  iron  and  also  as  between  North- 
em  and  Southern  districts  that  it  is  necessary  to  present  them  in 
three  different  groups.  These  groups  are:  (1)  Bessemer  pig  iron, 
which  was  used  almost  entirely  for  making  Bessemer  steel,  and  pro- 
duced only  in  the  Northern  districts;  (2)  basic  pig  iron,  used  for 
making  open-hearth  steel,  and  produced  in  the  Northern  districts; 
and  (3)  Southern  pig  iron,  used  chiefly  during  1902  to  1906  for 
foundiy  purposes,  although  also  to  a  slight  extent  for  open-hearth  steel 
production.  The  first  two  kinds  of  pig  iron  were  made  from  Lake 
Superior  ores  and  Connellsville  coke  for  the  great  bulk  of  the  out- 
put covered  by  the  cost  statements,  while  the  Southern  pig  iron 
was  made  from  the  local  ores  and  coke  of  the  Birmingham  district. 

The  following  table  shows  the  average  costs  for  these  three  kinds 
of  pig  iron  in  summary  form  for  the  five-year  period  1902  to  1906. 
These  costs,  it  must  be  repeated,  are  the  book  costs,  with  various 
intermediate  profits  included  in  them.  The  elimination  of  these 
profits  will  be  considered  later.  In  order  to  show  clearly  the  meaning 
of  this  cost  statement,  certain  statistical  data  as  to  prices,  yield,  etc., 
also  derived  from  the  cost  sheets,  are  subjoined  thereto. 
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Table  5.— AVERAGE  BOOK  COSTS  PER  GROSS  TON  OF  SPECIFIED  KINDS  OF  PIG  IRON, 
SHOWING  FURNACE  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  INTERME- 
DUTB  PROFITS),  TOGETHER  WITH  "ADDITIONAL  COSTS"  (DERIVED  FROM 
PROFIT  AND  LOSS  ACCOUNTS),  1903-1906. 


Items. 


ToDB  prodnoed 

Net  metaUlR  mlxton 

Coke 

Limestone. ......... 

lAbor 

Otiieropomting 

Foraaoec 
AdditioDsloost 

Total  ooBt 

Price  gross  metallic  mixture  > 
Price  net  metalUe  mixture  1 . , 

Per  cent  yiekl 

Price  ooke,  net  ton 

Pounds  coke 


Bessemer 
iron. 


61,902,680 


17.80 

8.80 

.43 

.77 

.87 


13.26 
.76 


14.01 


Basic  iron. 


0,673,630 


17.14 

3.30 

.47 

.63 

.77 


12.80 
.62 


13.82 


Southern 
iron. 


6,330,786 


12.36 

4.48 

.27 

1.23 

1.19 


0.63 
.13 


0.66 


84.07 
83.07 
64.4 
83.37 
2,311 


83.73 

80.06 

83.64 

80.05 

60.0 

40.6 

82.00 

82.54 

2,282 

3,523 

>  The  price  of  tlie  gross  metallic  mixture  is  tbe  price  of  the  ore,  scrap,  etc.,  at  the  ftimace,  per  gross  ton; 
Alkraing  for  the  tonnage  and  value  of  the  scrap  recovered  gives  the  basis  for  figuring  the  price  of  the  net 
metsUic  mixture  per  gross  ton,  and  this  figure  multiplied  by  the  number  of  tons  required  to  make  a  ton  of 
pig  iron  (taidlcated  by  the  per  cent  yield)  gives  the  cost  per  ton  of  pig  iron. 

The  discussion  following  is  an  explanation  of  certain  items  of  cost, 
and  also  serves  to  bring  out  more  clearly  the  causes  for  the  differences 
in  cost  for  the  different  kinds  of  pig  iron. 

The  cost  of  pig  iron  depends  chiefly  on  the  cost  of  the  raw  mate- 
rials— ore,  coke,  and  limestone — ^which  are  put  in  the  blast  furnace. 
The  ore  is  smelted  by  burning  the  coke,  and  the  limestone  is  put  in 
to  facilitate  the  process  and  particularly  to  form  a  liquid  slag  to 
carry  off  the  impurities.  The  other  expenses,  such  as  labor,  supplies, 
repairs,  maintenance,  furnace  relining,  general  expense,  and  deprecia- 
tion, form  a  comparatively  small  proportion  of  the  total  book  cost. 

Book  cost  of  raw  materials. — The  cost  of  the  net  metallic 
mixture  shown  in  the  above  statements  of  cost  comprises  the  total 
book  cost  of  the  ore  used,  including  small  proportions  of  cinder  and 
scrap,  less  any  credit  for  scrap  recovered  from  the  furnace.  The 
ore  or  metallic  mixture  used  is  only  partly  iron.  It  therefore  takes 
more  than  one  ton  of  it  to  make  a  ton  of  pig  iron.  The  net  quantities 
of  metallic  mixture  required  for  the  pig  iron  represented  in  the  above 
table  averaged  1.84  tons  for  Bessemer  pig  iron,  1.96  tons  for  basic, 
and  2.46  tons  for  Southern  pig  iron,  corresponding  to  '^yields"  of 
iron  per  ton  of  ore  of  54.4  per  cent,  50.9  per  cent,  and  40.6  per  cent, 
respectively. 
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The  prices  per  ton  of  the  gross  metallic  mixture  (i.  e.,  the  actual 
prices  for  ore,  scrap,  cinder,  etc.,  put  in  the  furnace,  without  the  credit 
for  the  scrap  recovered),  as  shown  below  the  cost  statement,  were 
$4.07  for  Bessemer,  $3.73  for  basic,  and  $0.95  for  Southern  pig  iron. 
These  prices  were,  of  course,  the  prices  at  the  furnace,  practically 
for  ore,  since  that  formed  the  great  bulk  of  the  metallic  mixture, 
including  all  freight  expenses  and  antecedent  transfer  profits  on  ore. 

These  great  differences  in  the  prices  of  the  gross  metallic  mixture 
were  chiefly  due  to  differences  in  the  freight  charges  on  ore.  For 
Southern  ore  there  was  but  little  freight,  whereas  for  the  ore  for 
the  two  kinds  of  Northern  pig  iron  there  was  not  only  the  freight 
(both  rail  and  lake)  from  the  Lake  mining  districts  to  the  lower  Lake 
ports,  but  also  the  rail  freight  from  the  lower  Lake  ports  (at  which 
point  the  ore  ia  generally  sold  or  transferred)  to  the  furnaces. 

The  average  rail  and  lake  transportation  charge  from  mines  to 
lower  Lake  ports  for  all  the  ore  covered  by  the  Bureau's  computations 
(bothBessemer  and  non-Bessemer)  was  $1.41  per  ton.  (Table 2,  p.  16.) 
If  to  this  be  added  the  average  freight  charge  from  lower  Lake  ports 
to  the  furnaces,  which  averaged  $0.67  per  ton  for  the  ore  used  in  both 
Bessemer  and  basic  furnaces,  the  total  transportation  charge  is  $2.08 
per  ton.  In  other  words,  the  freight  charges  on  ore  for  the  North- 
em  pig  iron  were  more  than  twice  the  price  of  the  Southern  ore  at 
the  furnace. 

The  great  differences  between  the  ore  costs  for  Northern  and  South- 
em  pig  iron  were  due  to  these  large  freight  charges  on  Northern  ore 
and  also  largely  to  the  fact  (discussed  in  much  detail  later)  that  the 
Northern  ore  costs  included  considerable  transfer  profits  on  ore, 
the  ore  being  transferred  to  the  furnace  above  the  real  cost.  For 
Bessemer  and  basic  pig  iron  combined  this  transfer  profit  was  about 
$0.65  per  ton  of  ore  used  and  nearly  double  that,  of  course,  in  the 
quantity  of  ore  used  to  make  a  ton  of  pig  iron. 

The  Southern  ore  costs  included  practically  no  transfer  profit. 

The  costs  of  coke  in  the  pig-iron  cost  statements  may  be  analyzed 
in  a  similar  way.  They  differed  considerably,  owing,  first,  to  the 
different  average  prices  of  coke  at  the  furnace,  and,  second,  to  the  dif- 
ferent quantities  required  per  ton  of  pig  iron.  The  coke  used  for  both 
Bessemer  and  basic  iron  was  chiefly  Connellsville  coke.  The  price 
f.  o.  b.  Connellsville  was  about  $2.01  per  net  ton  in  each  case.  The 
average  freight  to  the  furnace  was  about  $1.36  per  net  ton  for  the 
furnaces  making  Bessemer  iron  and  about  $0.89  per  net  ton  for  the 
/>asic  furnaces,  giving  furnace  prices  of  $3.37  and  $2.90  per  net  ton, 
respectively.  While  the  higher  cost  of  the  coke  per  ton  of  pig  iron 
in  the  Bessemer  furnaces  was  chiefly  due,  therefore,  to  this  difference 
in  price  at  the  furnace,  it  was  also  due  in  part  to  the  use  of  a  larger 
quantity  of  coke  per  ton  of  pig  iron,  namely,  2,311  poimds  in  the  case 
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of  Bessemer  as  compared  with  2,282  pounds  per  ton  in  the  case  of  basic 
pig  iron.  For  both  kinds  of  Northern  pig  iron  the  book  cost  of  the 
coke  included  large  transfer  profits. 

For  Southern  pig  iron  the  cost  of  coke  per  ton  of  pig  iron  was  very 
high,  namely,  $4.48,  not  so  much  because  the  price  of  coke  at  the  fur- 
nace was  high  (only  $2.54  per  ton,  with  very  little  freight  expense  or 
transfer  profit  included),  but  because  an  exceptionally  large  quan- 
tity was  required  to  melt  the  low-grade  Southern  ores,  namely,  3,523 
pounds  per  ton  of  pig  iron. 

In  the  cost  of  limestone  per  ton  of  pig  iron  there  was  very  little 
difference  between  the  Bessemer  and  basic  pig  iron,  as  both  the  prices 
at  the  furnace  and  the  quantities  used  were  about  the  same  in  each 
case. 

AlUiough  some  of  the  Southern  ores  contain  considerable  lime  and 
some  of  them  consequently  are  self-fluxing,  or  almost  so  (i.  e.,  they 
do  not  require  the  addition  of  limestone  to  flux  them),  yet  on  the 
average  the  Southern  pig  iron  for  which  cost  statements  were  pro- 
cured by  the  Bureau  required  over  100  pounds  more  limestone  per 
ton  of  pig  iron  than  either  the  Northern  Bessemer  or  basic  iron.  It 
should  be  noted,  however,  that  for  the  last  two  years  covered  by 
these  averages  the  quantity  of  limestone  required  for  the  Southern 
furnaces  was  somewhat  lower  than  for  the  Northern  furnaces.  (See 
p.  109.) 

Labob  and  otheb  costs  above  matebials. — The  labor  costs  for 
Bessemer  pig  iron  averaged  somewhat  higher  than  for  basic;  this  was 
probably  due  to  a  greater  average  size  and  efficiency  of  equipment  for 
the  basic  furnaces.  The  labor  costs  for  Southern  pig  iron  were  very 
much  greater  than  for  either  Bessemer  or  basic  pig  iron.  The  chief 
reason  for  this  probably  was  that  the  Southern  furnaces,  on  account 
of  the  low  grade  of  the  ore,  required  the  using  of  a  much  greater 
quantity  of  materials  in  the  furnace  per  ton  of  product.  Thus,  for 
the  production  shown  in  the  above  table,  the  average  quantity  of  ore, 
coke,  and  limestone  per  ton  of  pig  iron  in  the  Bessemer  and  basic 
furnaces  combined  was  3.36  tons  as  against  4.53  tons  for  the  South- 
em  furnaces,  or  34.8  per  cent  more  for  the  latter.  Other  factors 
accounting  for  the  high  labor  cost  of  Southern  pig  iron  were  smaller 
and  less  efficient  furnaces  and  the  lower  efficiency  of  labor  itself. 

Practically  the  same  circumstances  explain  the  fact  that  the  other 
operating  costs  were  higher  for  Southern  than  for  Northern  pig  iron. 

FuBNACE  oosTs  AND  TOTAL  BOOK  COSTS. — The  table  shows  that 
the  furnace  cost  of  Bessemer  pig  iron  was  $13.26  per  ton,  as  com- 
pared with  $12.30  for  basic,  this  difference  being  chiefly  due  to  the 
lower  price  of  ore  and  lower  freights  on  ore  and  coke  combined  for 
the  basic  furnaces. 
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For  Southern  pig  iron  the  furnace  cost  was  $9.52,  which  was  much 
lower  than  for  either  Bessemer  or  basic.  The  chief  reasons  for  the 
higher  furnace  cost  of  Northern  pig  iron  were  (1)  the  lai^  freight 
charges  involved  in  assembling  the  raw  materials  at  the  Northern 
furnaces  and  (2)  the  large  profits  on  ore  and  coke  included  in  the  costs 
of  those  materials  for  the  Northern  furnaces.  The  transfer  profits 
on  ore  and  coke  used  in  making  Southern  pig  iron  were  very  small 

The  items  of  ''additional  cost"  derived  from  the  profit  and  loss 
accounts  can  not  be  allocated  except  by  more  or  less  arbitrary  meth- 
ods of  apportionment.  (See  p.  11.)  They  comprise  the  items  of 
general  expense  and  depreciation.  It  is  probable  that  the  Bureau 
has  erred  on  the  side  of  making  the  costs  too  high  in  including  the 
full  amount  of  these  additional  charges  in  the  case  of  Bessemer  and 
basic  pig  iron,  inasmuch  as  the  charges  for  general  expense  are 
incurred  only  in  a  small  degree  in  connection  with  the  pig-iron  branch 
of  the  business  for  large  steel  companies,  though  the  system  of  allocat- 
ing  these  additional  expenses  gave  an  item  of  general  expense  of  $0.36 
per  ton  for  Bessemer  pig  iron  and  $0.27  for  basic  pig  iron.  A  fair 
average  depreciation  for  a  blast-furnace  plant  is  $0.40  per  ton  of 
product.  The  allocation  of  ''additional  costs"  for  this  item,  on  the 
principle  applied,  worked  out  to  give  an  average  depreciation  charge 
of  $0.39  for  Bessemer  pig  iron,  but  of  only  $0.25  per  ton  for  basic. 
For  basic  iron,  therefore,  the  allowance  for  depreciation  was  probably 
too  low.  Taking  the  total  additional  cost,  the  allowance  per  ton  is 
considerably  too  high  for  Bessemer  and  a  little  too  high  for  basic. 
For  Southern  pig  iron,  on  the  other  hand,  it  was  evidently  too  low. 
These  additional  expenses  are,  therefore,  stated  in  full  as  sepa- 
rate it^s,  with  the  caution  that  they  are  undoubtedly  sometimes 
excessive  and  sometimes  inadequate. 

The  furnace  cost  plus  the  additional  expenses  gives  the  total  book 
cost  already  described  (p.  11).  This  book  cost,  it  should  be  remem- 
bered, is  computed  without  any  reduction  for  the  laige  intermediate 
profits  included  in  the  costs  of  the  raw  materials;  that  is  to  say,  the 
ore  and  coke  going  into  the  pig-iron  cost  statement,  at  least  for  a 
large  part  of  the  tonnage  shown,  has  been  charged  at  a  transfer  price 
considerably  higher  than  the  real  cost  of  the  raw  material  to  the  con- 
cerns whose  costs  are  shown. 

It  is  evident  that  since  the  book  costs  of  pig  iron  are  thereby 
increased,  the  book  cost  of  making  steel  (for  which  pig  iron  is  the 
chief  raw  material)  is  necessarily  increased  also,  even  though  no  profits 
were  charged  when  pig  iron  was  sold  or  transferred 'to  the  steel  works. 
As  a  matter  of  fact,  however,  such  profits  are  sometimes  charged. 
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The  allocation  of  the  ''additional  cost"  items  to  the  costs  of  pig 
iron  still  further  increases  the  advantage  of  the  Southern  pig  iron 
over  the  Northern  in  respect  to  costs,  giving  for  the  total  book  costs 
per  ton  $14.01  for  Bessemer,  $12.82  for  basic,  and  $9.65  for  Southern. 
As  stated  above,  however,  while  these  allowances  for  Northern  fur- 
naces were  too  high,  those  for  Southern  furnaces  were  too  low. 
Therefore,  if  these  allowances  were  all  figured  on  a  uniform  basis, 
these  additional  costs  for  the  two  districts  would  be  more  nearly 
equal.  If  an  additional  cost  of  $0.50  per  ton,  for  both  general 
expense  and  general  depreciation  combined,  be  assumed,  and  it  is 
undoubtedly  enough  for  most  iron  and  steel  companies,  the  total 
costs  would  be  as  follows:  Bessemer,  $13.76;  basic,  $12.80;  and 
Southern,  $10.02  per  ton. 

Judging  from  the  book  cost  of  production  simply,  the  Southern 
pig  iron  shows  a  distinct  advantage  over  Northern  basic  pig  iron, 
with  which  it  should  be  compared  (and  not  with  Bessemer).  As  will 
be  shown  later  (see  p.  109),  this  holds  true  even  after  the  elimination 
of  intermediate  profits.  But  it  must  be  considered  that  this  is 
counterbalanced  by  the  much  higher  freight  charges  necessary  to 
get  the  Southern  pig  iron  to  the  most  important  markets  of  con- 
sumption. 

Pbofits  on  pig  ibon  sold  and  used. — Only  a  small  proportion  of 
the  total  quantity  of  Northern  pig  iron  produced  was  sold  or  trans- 
ferred at  a  profit.  The  technique  of  the  industry  has  bound  so 
dosely  together  the  blast-furnace  plants  making  pig  iron  for  steel 
production  with  the  steel  works,  that  the  two  departments  of  the 
business  in  most  large  companies  are  conducted  on  the  basis  of 
transferring  the  pig  iron  from  the  blast  furnaces  to  the  steel  works 
at  furnace  cost,  without  profit.  Where  a  concern  controls  several 
companies,  however,  it  may  transfer  some  of  its  pig  iron  from  one 
company  to  another  at  a  profit  over  the  furnace  cost.  During  the 
period  1902  to  1906  the  records  of  profit  and  loss  on  Northern  pig 
iron  transferred  at  a  profit  showed  transfers  of  12,223,498  tons  at  an 
average  price  of  $14.38  per  ton  and  an  average  profit  (for  this  step 
alone)  of  $0.55  per  ton.  There  were  also  sales  of  such  pig  iron 
amounting  to  3,188,377  tons,  on  which  the  average  profit  was  $2.05 
per  ton.  Most  of  the  Northern  pig  iron,  however,  was  transferred 
to  steel  works  without  any  profit,  so  that  the  average  profit  on  the 
total  quantity  sold  and  used  was  a  much  smaller  amount  per  ton. 

The  situation  was  somewhat  different  with  respect  to  Southern 
pig  iron.  Most  of  it  was  used  for  foundry  purposes,  and  was  largely 
sold  to  Northern  consumers  of  pig  iron  at  market  prices.  A  part 
of  it  was  used  by  the  same  concerns  which  produced  it  either  for 
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making  iron  castings  or  for  conversion  into  steel.  The  total  quantity 
of  Southern  pig  iron  transferred  at  a  profit  (which  comprised  practi- 
callj  all  which  was  not  sold)  for  the  five  years  1902  to  1906  was 
1,107,837  tons,  and  the  average  transfer  price  was  $11.32  per  ton, 
showing  an  average  transfer  profit  of  $1.62  per  ton.  These  transfer 
profits  tended  of  course  to  enhance  the  book  cost  of  the  pig  iron  in 
iron  castings  or  steel  made  by  the  same  concerns  which  produced  the 
pig  iron. 

Section  6.  Book  cost  of  steel  ingots. 

The  conversion  of  pig  iron  into  steel  forms  a  very  distinct  and  very 
important  stage  in  the  manufacture  of  steel  products.  This  conver- 
sion involves  a  change  in  composition,  or  chemical  change.  It  is 
accomplished  usually,  for  ordinary  commercial  grades  of  steel,  either 
in  the  Bessemer  converter  (Bessemer  steel)  or  in  open-hearth  furnaces, 
which  are  distinguished  as  being  either  dcid  or  basic,  according  as 
they  use  pig  iron  and  scrap  which  are  low  in  phosphorus  (Bessemer 
iron)  or  pig  iron  and  scrap  which  are  high  in  phosphorus  (basic  iron). 
The  steel  is  also  distinguished,  with  respect  to  the  products  to  be 
made  from  it,  into  rail  ingots  and  billet  ingots,  although  this  has 
very  little  effect  on  the  character  of  the  process.  During  the  period 
here  under  consideration  this  distinction  has  little  importance  except 
for  Bessemer  steel,  as  very  little  open-hearth  steel  was  then  used  in 
making  rails.  The  production  of  acid  open-hearth  steel  is  more 
expensive  than  basic  open-hearth  steel  and  is  largely  for  special 
qualities,  and  it  is  not  important  to  present  the  results  herein.  The 
production  of  basic  open-hearth  steel,  which  by  1908  exceeded 
Bessemer  steel,  was  considerably  less  during  the  period  here  under 
consideration. 

The  following  table  shows  the  average  book  costs  for  the  pro- 
duction of  Bessemer  rail  ingots  and  Bessemer  biQet  ingots  and  of 
basic  open-hearth  ingots  for  all  districts  for  the  five-year  period  1902 
to  1906,  inclusive. 

Subjoined  to  the  cost  statement  are  certain  statistical  data  respect- 
ing the  prices  and  quantities  of  materials  used,  etc.,  which  are  also 
derived  from  the  cost  sheets  and  are  of  importance  in  analyzing  the 
results  and  in  faciUtating  a  comparison  between  the  cost  of  the  pig 
iron  used,  per  ton,  and  the  average  costs  of  pig  iron  previously  shown. 
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TiBLB6.-AVERA0E  BOOK  COST  PER  GROSS  TON  OF  SPECIFIED  KINDS  OF  STEEL 
INGOTS,  SHOWING  WORKS  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  IN- 
TERMEDIATE PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS  (DERIVED  FROM 
THE  PROFIT  AND  LOSS  ACCOUNTS),  1902-1905. 


Items. 


Tom  prodooed . . . . 
Pig  iron  lodaenp. 


Labor 

Fool 

Other  operating. 
RebaJOdinsfand. 


Works  cost. 
Additional  ooet... 


Total  cost. 


rail  Ingots. 


19,^486,978 


114.84 
.82 
.61 
.18 
.70 


17.15 
1.05 


18.20 


billet  ingots. 


29,009,783 


$14.88 
.31 
.67 
.24 
.64 


16.64 
.92 


17.66 


Basic 

open-hearth 

ingots. 


24,731,706 


$14.13 
.34 
.93 

.70 

1.10 

.22 


17.41 
.79 


18.20 


Price  of  pig  Iran  and  soup  used .. . 
Pounds  of  pig  iron  and  scrap  need. 

Price  of  scrap  recovered. 

Pounds  of  scrap  reoovered.. 

Net  cost  of< 


$13.60 

$13.59 

2,451 

2,490 

$6.92 

$7.94 

46 

65 

$1.15 

$L29 

$13.18 

2,480 

$9.29 

110 

$0.06 


It  should  be  stated  at  the  outset  that  a  comparison  of  these  cost 
averages  for  the  purpose  of  determining  the  relative  economy  or  ad- 
vantages of  the  Bessemer  as  compared  with  the  open-hearth  process 
would  be  somewhat  misleading.  A  more  satisfactory  comparison 
for  this  purpose  would  be  foimd  in  taking  a  single  district  producing 
large  tonnages  of  both  sorts  of  steel  for  a  particular  year. 

Cost  of  iron  and  manganese. — The  Bessemer  process  uses  pig 
iron  almost  entirely  (with  very  little  scrap),  and  in  molten  form 
usually  direct  from  the  blast  furnace,  but  to  some  extent  (particularly 
for  the  Sunday  production  of  pig  iron,  during  which  day  the  steel 
works  are  not  operating)  cold  pig  iron  and  scrap  remelted  in  cupola 
furnaces.  The  prices  at  which  tUs  metal  was  charged  into  the  ingot 
cost  were  usuaUy  the  furnace  costs  at  the  blast  furnace,  which  was 
invariably  connected  with  the  steel  works  for  the  plants  whose  costs 
are  here  shown.  This  cost  of  the  iron  (pig  iron  and  scrap  exclusive  of 
manganese  and  similar  additions)  used  per  ton  of  product  depended 
also  on  the  quantity  of  the  gross  loss,  the  price  of  the  metal  thus  lost, 
and  the  quantity  and  value  of  the  scrap  recovered.  In  other  words, 
the  net  waste  per  ton  of  product  which  is  shown  below  the  cost  state- 
ment, if  added  to  the  price  per  ton  of  the  material  used,  gives  the  cost 
of  the  net  pig  iron  and  scrap.  In  order  to  show  more  clearly  the 
difference  between  rail  and  billet  ingots,   the  cost  of  manganese 
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(including  similar  additions  of  a  metallic  character)  has  not  been 
included  in  the  pig  iron  and  scrap  in  this  cost  statement ,  but  is  shown 
separately. 

The  costs  of  the  pig  iron  and  scrap  for  Bessemer  rail  ingots  and 
Bessemer  billet  ingots  for  the  production  covered  by  the  above  state- 
ment were  nearly  the  same,  namely,  $14.84  and  $14.88,  respectively. 

In  the  open-hearth  process  the  proportion  of  scrap  used  is  very 
large,  and  for  the  production  of  the  basic  steel  here  under  considera- 
tion constituted  about  one-half  of  the  total  pig  iron  and  scrap. 
Other  thmgs  being  equal,  the  price  of  this  pig  iron  and  scrap  tends 
to  be  lower  than  for  the  Bessemer  process,  not  only  on  account  of 
the  greater  proportion  of  low-priced  scrap,  but  also  because  basic 
iron  is  used  instead  of  Bessemer.  The  cost  of  the  waste  also  tends 
to  be  lower  because  the  price  of  the  material  lost  tends  to  be  lower, 
while  the  price  of  the  scrap  recovered  tends  to  be  higher,  being  very 
low  in  phosphorus.  Hence,  the  cost  of  the  pig  iron  and  scrap  for 
the  basic  open-hearth  ingots  was  considerably  lower  than  for  the 
Bessemer  ingots,  namely,  $14.13  per  ton. 

The  average  quantity  of  manganese  which  is  put  into  the  molt^ 
steel  is  especially  large  for  rail  ingots  in  order  to  harden  them,  and 
the  cost  was  relatively  high  at  $0.82  per  ton,  but  was  much  less  for 
Bessemer  billet  and  open-hearth  ingots,  namely,  $0.31  and  $0.34, 
respectively. 

Labor  and  other  costs  above  materials. — For  nearly  all  these 
expenses  the  open-hearth  process  is  at  a  distinct  disadvantage  com- 
pared with  the  Bessemer.  This  is  due  partly  to  the  more  elaborate 
plant  and  equipment  necessary  compared  with  the  tonnage  pro- 
duced, and  also  to  special  depreciation  charges  which  are  necessary 
for  the  rebuilding  of  open-hearth  furnaces.  Thus,  the  item  of  labor 
per  ton  was  more  than  50  per  cent  higher  for  the  basic  open-hearth 
process.  The  item  of  fuel  was  also  much  higher;  this  expense  is 
largely  for  natural  gas  or  coal  to  make  producer  gas  for  open-hearth 
furnaces,  and  for  cupola  coke  at  Bessemer  plants.  The  disproportion 
in  other  operating  expenses  was  even  greater.  This  results  largely 
from  much  heavier  expenses  per  ton  for  limestone  (used  in  the 
open-hearth  furnace),  for  materials  and  supplies,  etc.  The  cost  of 
steam  power  is  the  only  important  expense  of  this  kind  in  which 
the  Bessemer  process  was  at  a  disadvantage  compared  with  the  open 
hearth. 

Thus  the  cost  above  materials  (i.  e.,  works  or  mill  cost  exclusive  of 
cost  of  pig  iron  and  scrap  and  manganese)  was  much  higher  for  the 
basic  open-hearth  process,  being  $2.94  per  ton  as  against  $1.49  per 
ton  for  Bessemer  rail  ingots  and  $1.45  per  ton  for  Bessemer  billet 
ingots. 
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WoBKs  COSTS  AND  TOTAL  BOOK  COSTS. — ^This  higher  cost  above 
materials  for  basic  open-hearth  ingots  more  than  offsets  the  lower 
cost  of  the  pig  iron  and  scrap  used  and  resulted  in  a  total  works  cost 
of  $17.41  per  ton  as  against  $17.15  per  ton  for  Bessemer  rail  ingots 
and  $16.64  per  ton  for  Bessemer  billet  ingots. 

Although,  as  already  stated,  the  particular  average  costs  of  ingots 
here  compared  may  not  be  the  most  representative,  it  is  evident  that 
the  works  cost  of  open-hearth  steel,  in  spite  of  the  cheaper  priced 
metal  used,  is  generally  higher  than  Bessemer  steel.  In  the  foregoing 
figures  the  pig  iron  is  usually  taken  over  at  book  cost.  This  higher  cost 
above  materials  explains  in  part  the  lower  price  of  basic  iron,  and^ 
through  the  lower  price  of  basic  iron,  the  lower  price  of  non-Bessemer 
ores. 

The  ''additional  costs,"  which  have  been  explained  above 
(p.  10),  happened  to  be  higher  for  the  Bessemer  ingots  than  for  the 
basic  open  hearth.  These  additional  costs  appear  very  high,  largely  on 
account  of  their  cumulative  character  (p.  10);  that  is,  the  pig  iron 
being  transferred  to  the  steel  works  generally  at  furnace  cost  without 
regard  to  the  items  of  additional  expense,  the  additional  costs  for  pig 
iron  not  being  carried  forward  in  the  price  thereof  are  practically 
repeated  in  the  additional  costs  for  ingots  along  with  such  part  of 
these  additional  costs  as  is  attributed  to  the  process  of  converting 
the  pig  iron  into  steel. 

The  total  book  cost  of  ingots  (i.  e.,  the  works  costs  plus  the  addi- 
tional costs)  was  $18.20  for  Bessemer  rail  ingots,  $17.56  for  Bessemer 
billet  ingots,  and  $18.20  for  basic  open-hearth  ingots.  These  addi- 
tional costs  have  just  been  criticised  above.  Instead  of  the  figures 
used  in  the  table,  an  estimated  figure  for  general  expense  and 
general  depreciation  may  be  given  as  in  the  case  of  pig  iron. 
Allowing,  of  course,  for  the  cumulative  principle  just  described,  it  is 
estimated  that  $0.60  per  ton  would  be  sufficient  for  the  Bessemer 
plants  and  S0.85  for  the  open-hearth  plants.  Adding  these  to  the 
works  costs  already  stated,  the  total  costs  of  these  ingots  would 
be  as  follows:  Bessemer  rail  ingots,  $17  75;  Bessemer  billet  ingots, 
$17.24;  and  open-hearth  ingots,  $18.26  per  ton. 

These  costs  are  book  costs;  that  is,  they  include,  of  course,  all  such 
intermediate  transfer  profits  on  ore,  coke,  and  pig  iron  as  may  have 
been  charged  into  the  prices  of  the  materials  used  either  in  preceding 
stages  of  manufacture  or  in  the  conversion  of  pig  iron  into  steel,  as 
well  as  transportation  profits  for  certain  companies.  As  shown 
above  (p.  25),  transfer  profits  were  seldom  charged  on  pig  iron,  and 
these  when  spread  over  the  entire  tonnage  used  in  making  steel 
averaged  only  a  small  amount  per  ton. 
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Section  6.  Book  costs  of  rolled  products. 

The  rolling  of  ingots  into  various  forms,  such  as  billets,  rails,  bars, 
tubes,  sheets,  and  wire  rods,  which  constitutes  a  change  of  form  in 
the  steel,  is  a  third  stage  in  manufactiure.  In  general  this  report 
does  not  extend  beyond  the  rolled  products.  There  are,  however, 
two  important  exceptions,  namely,  drawn  wire  and  tin  and  teme 
plate.  In  addition  to  drawn  wire,  there  are  numerous  other  more 
elaborated  wire  products,  such^  for  instance,  as  nails,  but  these  are 
not  included  in  the  Bureau's  cost  averages.  Similarly,  black  sheets 
are  often  coated  in  other  ways  than  by  tinning,  as,  for  instance,  by 
galvanizing  with  zinc,  but  galvanized  and  other  sheet  products  are 
not  discussed  in  this  report. 

The  following  table  shows  the  average  book  costs  of  these  prod- 
ucts for  the  five-year  period  1902  to  1906: 

Table  7.— AVERAGE  BOOK  COSTS  PER  GROSS  TON  i  OF  SPECIFIED  PRODUCTS,  SHOW- 
ING MILL  COSTS  AS  GIVEN  IN  COST  SHEETS  (WITHOUT  DEDUCTION  OF  INTEB- 
MEDIATE  PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS  (DERIVED  FROM  THE 
PROFIT  AND  LOSS  ACCOUNTS),  1903-1900. 


Products. 


Beaaemer  hesvy  rails  (from  In- 
gots)  

Lafge  Bessemer  blllsts  (fh>m 
Ingots) 

Large  bosio  open-hearth  billets 
(from  ingots) 

Small  Bessemer  billets  (from 
ingots) 

Bessemer  sheet  bars  (fh>m  in- 
gots)  

Sheared  plates  {tnm  slabs) 

Universal  plates  (from  ingots).. 

UniTersol  plates  (frt>m  slabs). . . 

Structural  (from  ingots) 

Stniotursl  (firom  billets) 

Merchant  bars  (from  laige  bll- 
letc) 

Wfr«  rods  (from  billets) 

Bright  coarse  win  (from  rods).. 

Black  sheets  (from  sheet  bans).. 

Black  plate  (from  sheet  bars)... 

Tin  and  teme  plate  (from  black 
plate) 


Tons  pro- 
duced. 


14,020,908 

17,908,033 

13,422,740 

2,080,700 

4,806,073 
8,317,232 
1,032,888 
2,007,344 
1,724,641 
2,003,281 

4,379,780 
0,867,810 
6,610,308 
2,418,214 
2,091,615 

38,404,002 


Cost. 


Raw 
mate- 
rial. 


818.29 

17.72 

18.45 

16.88 

16.45 
21.65 
17.70 
2L78 
20.21 
2L88 

21.41 
21.42 
23.50 
22.99 
25.25 

«2.07 


Cost  above  materials. 


Labor. 


81.25 
.55 
.55 

.00 

.57 
2.36 
1.24 
1.83 
2.15 
2.54 

3.00 

1.53 

1.62 

10.80 

14.19 

.19 


Other 
operat- 
ing. 


81.48 


.97 

1.16 

L12 
2.19 
1.89 
1.94 
2.74 
2.11 

2.28 
2.28 
1.87 
4.13 
7.41 

.18 


Total. 


82.66 

L87 

1.62 

1.82 

L60 
4.55 

8.18 
3.77 
4.89 
4.66 

5.34 

8.81 

8.49 

14.61 

21.00 

.87 


Mill 
cost. 


Addi- 
tional 
cost. 


820.97      81.26 
19.00  I      1.09 


10.97 

18.70 

18.14 
26.10 
».83 
25.55 
25.10 
26.53 

86.75 
85.23 
26.90 
87.50 
46.85 

8.04 


.90 


.84 

L89 

.99 

.85 

L42 

L33 

LS7 
1.98 
3.13 
1.87 
2.U 

.14 


Total 
cost. 


822.23 

20.28 

20.87 

19.61 

IS.  96 
27.49 
21.81 
36w40 
26.52 
27.76 

28.12 
27.21 
29.12 
39.37 
48.M 

3.18 


^  Except  for  bright  coarse  wire  and  black  sheets,  which  are  for  net  tons,  and  for  tin  and  teme  plsM^ 
which  are  for  base  boxes  of  100  pounds. 
'  Includes  82.04  for  black  plate  and  $0.63  for  tin. 
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The  aboTe  table  shows  the  product/  the  tons  produced,  the  costs 
per  ton  of  product  distinguished  with  respect  to  the  raw  material, 
the  labor,  and  the  other  operating  expense,  and  the  cost  of  the  last 
two  items  (cost  above  materials)  combined;  and  the  cost  of  raw  mate- 
rial and  cost  above  materials,  together  constituting  the  mill  cost. 
There  are  then  added  the  ''additional  costs"  (which  the  Bureau 
derived  from  the  profit  and  loss  statements  of  the  companies),  which 
include  chiefly  general  expense  and  general  depreciation  not  specific- 
ally allotted  to  the  various  products,  or  even  included  in  the  several 
companies'  statements  of  manufacturing  and  producing  cost,  but 
which  were  nevertheless  expenses  of  the  business  and  allowances 
actually  made  for  depreciation.  These  allowances  were  undoubtedly 
sometimes  too  high  for  the  average  of  the  total  production,  but  a  read- 
justment of  these  allowances  for  each  product  would  have  been 
practically  impossible.  It  should  also  be  borne  in  mind,  as  explained 
ab-eady  (p.  29),  that  in  consequence  of  the  fact  that  each  product, 
from  the  pig  iron  on,  is  generally  charged  into  the  next  step  at  mill 
cost  instead  of  the  total  book  cost  here  shown — that  is,  without  taking 
account  of  these  additional  expenses — the  result  is  that  these  items 
naturally  increase  in  a  cumulative  manner.  Thus  they  tend  to  be 
higher  per  ton  for  ingots  than  for  pig  iron,  for  the  heavy-rolled 
products  than  for  ingots,  and  for  Hght-rolled  products  than  for  heavy- 
rolled  products.  There  were,  however,  great  differences  in  these  addi- 
tional expenses  for  different  companies,  and  the  different  companies 
did  not  have  the  same  proportions  of  the  total  output  for  each 
product,  and  often  for  some  products  no  output  at  all. 

Furthermore,  it  is  probable  that  the  additional  costs  for  the 
lighter  rolled  products  are  in  most  cases  too  low,  on  account  of  the 
methods  used  in  allocating  them.  As  appears  from  the  foregoing 
discussion,  they  were  too  high,  on  the  average,  for  pig  iron  and  ingots, 
but  probably  about  right  for  rails.  If  the  total  amount  is  assumed  to 
be  right  for  general  expenses  and  not  greatly  excessive  for  deprecia- 
tion, it  follows  that  in  so  far  as  the  additional  costs  for  the  earlier 
stag^  of  production  are  cut  down,  they  must  be  increased  at  the 
later  stages.  This  view  is  apparently  correct  for  the  depreciation, 
and  undoubtedly  correct  for  general  expenses.  The  latter  are  very 
largely  incurred  in  connection  with  the  sale  of  finished  products,  and 
more  particularly  such  products  as  structural  materials,  merchant 
bar,  wire  products,  sheets,  tin  plate,  and  tubes.    Steel  makers  rarely 

<  The  Btueaa  obtained  and  compiled  data  with  regard  to  the  costs  of  certain  other  rolled  products,  such 
tt  billett  from  acid  open-hearth  Ingota,  sheet  bazs  from  open-hearth  steel,  light  rails,  girder  rails,  hoops 
nd  bands,  cotton  ties,  merchant  bar  from  small  billets,  muck  bar  and  tubes,  most  of  which  will  be 
OOTcred  in  detail  in  the  full  report.  In  some  cases,  however,  the  tonnage  reported  was  too  small  for  the 
nadta  to  be  significant,  while  in  some  other  cases  the  product  itsel  included  too  great  a  range  of  sises  to 
msks  the  areraga  of  nmeb  yahie. 
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sell  pig  iron,  and  generally  only  a  small  portion  of  their  billets  and 
other  semifinished  steel.  Billets  do  not  require  much  expense  to 
sell,  and  rails  probably  even  less. 

It  should  be  noted  in  connection  with  costs  for  particular  rolled 
products  that  there  are  often  considerable  differences  between  the 
average  costs  of  products  which  do  not  seem  to  be  proportional  to 
tho  normal  differences  of  costs  of  production.  It  is  important  to 
bear  in  mind,  therefore,  that  for  different  plants  there  were  marked 
differences  in  the  cost  of  the  same  product,  and  further  that  in  most 
cases  the  group  of  plants  whose  costs  are  averaged  for  one  product 
is  not  the  same  as  the  group  for  another  product.  Thus  billets  were 
made  by  a  great  number  of  plants,  but  sheet  bars  by  a  comparatively 
small  number,  and  the  latter,  moreover,  included  some  of  the  most 
efficient  plants  in  the  country.  This  explains  why  the  average  cost  of 
Bessemer  sheet  bars  was  lower  than  the  average  cost  of  lai^e  Bessemer 
billets,  although  sheet  bars  produced  at  any  given  plant  would  cost 
more  than  such  billets. 

It  would  involve  a  tedious  discussion  to  consider  the  circumstances 
governing  the  costs  of  each  of  these  rolled  products.  It  will  be 
sufficient  to  consider  briefly  a  few  of  the  most  important  ones,  and 
to  mention  some  of  the  characteristic  conditions  and  conspicuous 
differences  affecting  book  costs.  In  particular  it  is  interesting  to 
note  the  proportion  that  the  labor  cost  bears  to  the  total  mill  cost. 
For  this  purpose  it  is  not  possible  here  to  take  account  of  any  labor 
costs  except  those  which  are  directly  entered  as  such  in  the  cost 
sheets,  but  it  should  be  clearly  understood  that  the  pay  roll  would,  if 
completely  analyzed  and  allocated,  show  a  distinctly  larger  proportion. 

Book  cost  op  billets, — These  are  the  simplest  of  the  products 
rolled  from  ingots,  and  consist  in  typical  form  of  lengths  of  steel  4 
by  4  inches  square.  As  they  are  only  semifinished  and  must  be 
rolled  further  to  have  a  merchantable  character  (that  is,  to  be  pur- 
chased by  other  manufacturers  than  those  operating  rolling  mills),  it 
is  not  necessary  during  the  process  of  rolling  to  cut  or  ''crop"  the 
defective  ends  so  closely  as  for  some  products.  The  labor  cost  is  very 
low  compared  with  the  cost  of  the  ingots  from  which  the  billets  are 
roiled.  For  the  above  noted  production  of  large  Bessemer  billets,  the 
labor  cost,  which  was  only  $0.55  per  ton,  formed  2.9  per  cent  of  the  mill 
cost,  while  the  total  cost  above  materials,  namely,  $1.37,  was  only  7.2 
per  cent  of  the  mill  cost.  The  mill  cost  of  large  Bessemer  billets 
was  $19.09  per  ton,  and  the  total  book  cost — that  is,  including 
profit  and  loss  items  of  general  expense  and  depreciation — ^was 
$20.18  per  ton. 

Book  cost  of  rails. — ^The  cost  of  rails,  made  from  rail  ingots,  is 
also  chiefly  a  question  of  the  cost  of  the  raw  material.  The  labor  cost 
for  the  above-noted  production  was  $1 .25  per  ton,  which  formed  only  6 


COST  OF  PRODUCTION — ^PBELIMINARY  B£POBT.  33 

per  cent  of  the  mill  cost|  and  the  total  cost  above  materials  was  $2.68 
per  ton,  or  only  12.8  per  cent  of  the  mill  cost.  Rails,  moreover,  are 
not  a  particularly  simple  product,  because  they  must  be  made  with 
great  care,  and  the  ends  must  be  cropped  off  during  the  process  of 
rolling  to  a  greater  extent  than  for  billets.  Furthermore,  they 
require  considerable  labor  for  straightening  and  finishing  after  they 
are  cold. 

The  total  mill  cost  was  $20.97  per  ton,  ard  this  with  the  additional 
costs  made  the  total  book  cost  $22.23  per  ton. 

Book  cost  of  platbs. — ^It  is  interesting  to  compare  the  costs  of 
sheared  plates  from  slabs  with  universal  plates  from  slabs.  Slabs  are 
a  semifinished  product  like  billets.  Sheared  plates  are  rolled  from 
the  slabs  and  then  the  rough  edges  are  sheared  off  to  give  them  uni- 
form gauge  and  the  required  form.  Universal  plates  are  roUed 
directly  both  to  uniform  gauge  and  required  form.  The  former 
process  involves  more  labor  than  the  latter,  which  is  largely  auto- 
matic. This  result  is  shown  in  the  item  of  labor  cost,  which  was 
$2^6  per  ton  for  sheared  plates  from  slabs  and  $1.83  per  ton  for  uni- 
versal plates  from  sl.bs;  a  substantially  proportional  difference  ap- 
pears for  the  total  costs  above  materials.  Consequently,  although  it 
happened  that  the  slabs  cost  a  httle  less  for  sheared  plates  than  for 
universal  plates,  the  mill  cost  was  lower  for  the  latter. 

That  the  xmiversal  plates  from  ingots  had  a  lower  cost  above  mate- 
rials than  universal  plates  from  slabs,  in  spite  of  the  fact  that  the 
former  included  two  stages  of  rolling  as  compared  with  one  for  the 
latter,  was  due  chiefly  to  the  fact  that  they  comprised  plates  of 
greater  average  thickness  of  gauge,  enabling  the  production  of  a 
much  larger  tonnage  during  a  given  period  of  time,  thus  making  the 
labor  cost  per  ton  and  all  other  items  of  cost  above  materials  much 
lower. 

Book  cost  of  mebohant  babs. — This  product  includes  a  variety 
of  shapes,  such  as  roimds,  squares,  flats,  etc.,  and  a  very  great  vari- 
ety of  din^ensions.  It  is  the  chief  article  of  steel  required  in  the 
manufacture  of  machines,  implements,  and  tools,  besides  a  great 
many  other  kinds  of  ordinary  hardware.  The  merchant  bars  shown 
in  the  above  table  were  rolled  from  large  billets,  which  shows  that  the 
bars  produced  were  chiefly  of  the  heavier  shapes.  Owing  to  the  great 
variety  of  forms  and  sizes  of  steel  bars  and  the  comparatively  small 
tonnages  at  most  mills  for  a  given  size,  the  labor  cost  tends  to  be 
higher  than  for  many  products  which  otherwise  would  involve  quite 
as  much  labor  per  unit.  For  the  same  reasons  the  other  items  of  cost 
above  materials  tend  to  be  high.  The  total  cost  above  materials  for 
the  steel  bars  shown  in  the  foregoing  table  was  $5.34  per  ton,  and  con- 
stituted 20  per  cent  of  the  mill  cost,  which  was  $26.75  per  ton.  The 
average  book  cost  was  $28.12  per  ton. 
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Book  cost  of  wire  rods. — ^This  product,  like  hoops,  is  rolled  out 
to  such  small  dimensions  that  it  is  coiled  up  as  it  emei^es  from  the 
mill.  The  most  modem  mills  are  largely  automatic,  a  billet  being 
started  at  the  b^inning  and  running  through  a  succession  of  rolls 
with  rapidly  accelerating  speed  as  it  decreases  m  diameter.  Although 
the  gauges  of  drawn  wire  are  very  niunerous,  the  gauges  of  wire  rods 
are  few  in  comparison,  and  an  immense  tonnage  is  rolled  for  the 
standard  sizes  of  such  widely  used  articles  as  fence  wire  and  wire 
nails.  The  cost  above  materials  for  wire  rods  is  chiefly  on  this  ac- 
count much  lower  than  for  merchant  bar,  averaging  S3.81  per  ton 
for  the  quantity  covered  in  the  foregoing  table,  or  15.1  per  cent  of 
the  mill  cost,  namely,  $25.23  per  ton.  The  total  book  cost  was 
$27.21  per  ton. 

Book  cost  of  black  sheets. — ^This  product  differs  markedly  from 
most  of  those  previously  discussed,  particularly  with  respect  to  the 
large  labor  cost  involved  in  its  manufacture.  The  modem  rolling 
mills  for  the  products  heretofore  considered  (except  certain  kinds  of 
light  bars  and  wire  rods  not  made  at  the  automatic  or  continuous 
mills)  are  generally  so  constructed  that  the  material  is  lifted  and 
placed  between  the  rolls  and  moved  either  continuously  forward,  or 
back  and  forth,  under  them  with  the  intervention  of  a  comparatively 
small  amount  of  manual  labor.  For  sheets  and  allied  products, 
however,  invention  has  not  succeeded  to  the  same  degree  in  sub- 
stituting automatic  devices.  In  making  sheets  the  sheet  bars  are 
passed  through  the  rolls  and  worked  back  and  forth  by  laborers  who 
stand  at  either  side,  and  who  are  also  required  to  double  the  material 
several  times  as  it  is  reduced  in  thickness  and  expands  in  area. 
This  process  is  also  interrupted  for  the  reheating  of  the  partially 
rolled  material.  The  number  of  passes  through  the  rolls  de|>ends 
partly  on  the  original  thickness  of  the  sheet  bar  and  partly  on  the 
gauge  to  which  the  sheets  are  to  be  rolled.  The  sheet  rollers  form 
a  class  of  specially  skilled  labor. 

The  cost  of  labor  in  the  manufacture  of  black  sheets  constitutes, 
therefore,  a  considerable  element  in  the  mill  cost.  For  the  tonnage 
represented  in  the  foregoing  table  the  labor  cost  was  $10.39  per  net 
ton,  or  27.7  per  cent  of  the  mill  cost;  the  total  cost  above  materiald 
was  $14.51  per  net  ton,  or  38.7  per  cent  of  mill  cost.  The  mill  cost 
was  $37.50  per  net  ton,  and  total  book  cost  $39.37  per  net  ton. 

Book  cost  of  black  plate. — This  commodity  is  similar  to  black 
sheets,  but  is  subject  to  further  treatment  to  make  it  suitable  foe 
tinning.  The  additional  processes  are  pickling,  annealing,  and  cold 
rolling.  Pickling  consists  in  putting  the  black  sheets  through  an  acid 
bath  to  remove  impurities  from  the  surface;  annealing,  in  heating 
and  cooling  the  metal  slowly  to  make  it  pliable;  and  cold  rolling,  in 
giving  it  a  final  rolling  to  insure  peifec^t  smoothness  and  correctness  id 
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gauge.    All  of  these  processes  involye  considerable  handling  and 
labor,  and  also  laige  expenses  for  materials  and  supplies. 

The  labor  cost  of  black  plate  forms,  therefore,  a  considerable  item, 
and  for  the  production  shown  in  the  foregoing  table  amoimted  to 
$14.19  per  ton,  or  30.3  per  cent  of  the  mill  cost.  The  other  items  of 
cost  above  materials  were  S7.41  per  ton,  so  that  the  total  cost  above 
materials  was  no  less  than  $21.60  per  ton,  or  46.1  per  cent  of  the  mill 
cost.  The  mill  cost  was  S46.85  per  ton,  and  the  total  book  cost  $48.99 
per  ton. 

Book  cost  of  tin  and  tbbne  plate. — ^This  product  is  sold  and 
the  cost  is  reckoned  on  the  basis  of  a  standard  or  base  box  which  con- 
tains 100  pounds  of  tin  plate.  To  compare  the  costs  of  tin  plate  with 
black  plate,  from  which  it  is  made,  they  should  be  multiplied  by  22.4 
to  get  both  on  a  gross-ton  basis.  Apart  from  the  black  plate  used, 
the  most  important  item  of  expense  is  for  pig  tin.  The  labor  cost  in 
tinning  is  comparatively  small. 

For  the  production  shown  in  the  above  table  the  average  cost  of 
the  black  plate  was  $2.04  per  base  box,  and  the  pig  tin  $0.63  per  base 
box.  These  two  items  are  grouped  together  in  the  table  for  con- 
venience in  statement.  While  the  black  plate  has  a  cost  which,  even 
for  the  least  integrated  companies,  goes  back  to  the  cost  of  sheet  bars 
and  for  most  of  the  producing  interests  goes  back  to  the  cost  of  ore 
and  coke,  the  pig  tin  is  an  imported  article  purchased  in  the  world 
market  and  at  prices  which  show  considerable  fluctuations. 

The  labor  cost  of  tin  plate  for  the  production  under  consideration 
was  $0.19  per  base  box,  and  formed  6.3  per  cent  of  the  mill  cost.  The 
total  cost  above  materials  was  $0.37  per  base  box,  or  12.2  per  cent  of 
the  mill  cost.  The  mill  cost  was  $3.04  per  base  box,  and  the  total 
book  cost  $3.18  per  base  box  ($71.23  per  gross  ton). 

Section  7.  Character  and  significance  of  foregoing  book  cost  statements. 

The  foregoing  discussion  covers  the  mill  costs  as  shown  on  the 
books  of  the  companies,  and  also  shows  the  book  costs  by  adding  to 
the  former  the  '^  additional  costs"  (general  expense  and  depreciation) 
shown  by  the  profit  and  loss  statements.  These  book  costs,  however, 
if  taken  by  themselves,  form  an  imperfect  basis  for  judging  the  cost  of 
production.  This  is  because,  as  already  explained,  there  are  large 
but  very  varying  items  of  intermediate  profit  included  in  the  price 
of  the  materials  transferred  from  one  stage  of  production  to  a  suc- 
ceeding stage. 

The  next  and  far  more  important  step  will  be  to  show  what  these 
book  costs  become  when  intermediate  transfer  profits  are  eUminated. 
This  further  process  could  be  carried  out  by  the  Bureau,  however, 
only  for  ore,  pig  iron,  and  crude  steel,  and  a  very  limited  number  of 
rolled  products.    For  the  other  products  shown  above,  therefore,  the 
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total  book  cost  is  a  figure  of  distinctly  limited  value.  The  principal 
interest,  indeed,  of  the  foregoing  cost  statements  for  most  of  the 
finished  products  is  found  not  in  the  book  cost  or  even  in  the  mill  cost, 
but  in  the  costs  above  materials,  or,  in  other  words,  all  items  of  mill 
cost  except  the  material  used.  This  is  a  much  better  standard  of 
comparison  than  the  can/version  cost,  which  includes  the  cost  of  waste, 
because  the  cost  of  waste  must  be  figured  on  the  prices  of  the  mate- 
rials used — ^itself  a  fluctuating  and,  as  has  been  shown,  unreUable 
figure,  often  containing  considerable  items  of  antecedent  profit.  The 
costs  above  materials,  on  the  other  hand,  are  of  great  value  and  great 
interest. 


CHAPTER  IV. 

METHODS   OF   ELDEIVATIVa   nTTEBMEDIATE   TEAlfSFEB 

PSOFITS  FROM  BOOK  COSTS. 


Section  1.  Two  kinds  of  profits  included  in  book  costs. 

The  importance  of  eliminating  intermediate  profits  included  in 
the  foregoing  book  costs  has  been  repeatedly  referred  to.  These 
mtermediate  profits  are  of  two  kinds — (1)  transfer  profits  and  (2) 
profits  on  transportation. 

Transfer  profits,  as  already  made  clear,  are  profits  added  by  an 
mtegrated  concern  to  the  cost  of  an  antecedent  raw  material — such 
as  ore  or  coke,  or  a  relatively  crude  material,  as,  for  instance,  pig 
iron,  ingots,  or  billets — in  transferring  these  materials  from  one  sub- 
company  to  another  or  from  one  department  to  another. 

Transportation  profits  are  the  profits  from  the  transportation  of 
ore  used  in  making  pig  iron  and  steel.  These  are  the  only  profits 
of  this  kind  directly  connected  with  the  cost  of  production  of  iron 
and  steel  which  can  be  determined  with  any  degree  of  accuracy. 

The  elimination  of  these  profits  would  present  a  somewhat  different 
problem  than  in  the  case  of  transfer  profits.  Integration  of  the 
production  of  raw  materials  may  be  regarded  as  a  normal  con- 
dition in  the  steel  industiy  at  the  present  time.  On  the  other 
hand,  the  integration  of  such  production  with  the  transporta- 
tion agencies  which  serve  them  is  exceptional.  Railroads,  apart 
from  industrial  switching  facilities  (and  as  distinguished  from  vessel 
fleets),  could  not,  imder  most  conditions  of  the  industry,  be  provided 
for  each  integrated  concern,  no  matter  how  large,  without  involving 
great  waste  of  capital  in  investment  and  excessive  costs  of  produc- 
tion. Hence,  while  the  costs  arrived  at  by  eliminating  transfer 
profits  may  be  regarded  as  normal  figures  for  successful  modem 
companies,  the  elimination  of  transportation  profits  would  tend  rather 
to  show  the  influence  of  an  exceptional  factor  in  the  industry. 

For  these  reasons  the  Bureau  has  revised  the  book  costs  at  tins 
point  in  one  way  only,  namely,  eliminating  merely  the  intermediate 
transfer  profits  on  materials  passing  from  one  stage  of  production  to 
another.  In  Chapter  VII  the  costs  will  be  shown  for  the  Steel  Cor- 
poration alone  for  t^e  year  1910,  eliminating  both  transfer  and  trans- 
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portation  profits,  as  it  is  for  this  concern  only  that  the  transportation 
profits  are  of  great  significance  in  the  cost  of  production. 

It  is  desirable  first  to  point  out  the  scope  of  the  cost  data  from 
which  such  profits  are  eliminated  and  then  certain  general  rules 
followed  in  eliminating  transfer  profits. 

Section  2.  Extent  of  industry  covered  and  distinction  of  large  and  small 
companies. 

Limitation  of  discussion  to  Lake  obe-usinq  districts.— In 
making  its  revision  of  book  cost  data  the  Bureau  has  confined  itself 
to  concerns  using  almost  exclusively  Lake  ores.  At  the  present  time 
the  steel  industry  is  practically  based  on  Lake  ores.  The  districts  of 
production  which,  considering  both  volume  of  output  and  conditions 
of  cost,  most  fairly  represent  the  position  of  the  United  States  as  a 
whole  are  those  which  lie  west  of  the  Allegheny  Moxmtains,  north  of 
the  Ohio,  and  east  of  the  Mississippi  Rivers.  This  region  includes 
such  important  districts  as  Pittsburgh,  the  Valleys,  Lake  Erie,  Wheel- 
ing, southern  Ohio,  and  Chicago. 

While  the  Umitation  of  the  discussion  of  the  revised  costs  to  these 
particular  districts  necessitates  the  exclusion  of  considerable  of  the 
data  presented  in  preceding  book  cost  statements,  nevertheless  the 
cost  data  comprised  in  this  study  of  revised  costs  embrace  not  only 
the  bulk  of  those  obtained  by  the  Bureau,  but  also  include  a  veiy 
substantial  proportion  of  the  total  business  of  the  United  States  for 
the  period  in  question.    This  is  clearly  shown  by  the  following  table: 

Tablb  8.— production  OP  SPECIFIED  PRODUCTS  COMPRISED  IN  BUREAU'S  COMPU- 
TATIONS OF  REVISED  COSTS  AND  PER  CENT  OF  SAME  TO  TOTAL  PRODUCTION  IN 
THE  UNITED  STATES,  19(»-1906. 


Products. 


Lake  on 

Cozinellaville  coke  (net  tone) 

Total  coke  (net  tons) 

Beesemer  pig  iron , 

Basio  pig  iron 

BeBsemer  billet  ingots , 

BesKmer  rail  ingots 

Large  Besaemer  billets 

Bessemer  standard  Falls 


Production. 


Orontom, 
lOe,  208,728 
61,887,247 
57,121,843 
44,811,530 
9,161,685 
29,000,783 
15,405,210 
17,151,380 
10,618,700 


Percent 
of  total 

for 
United 
Statea. 


73.3 
72.2 
40.0 
70.5 
68.4 


91.6 


C) 


77.1 


i  Probably  about  00  per  cent. 
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It  IS  apparent;  therefore,  that  these  revised  cost  figures  in  most 
cases  cover  a  very  large  proportion  of  the  total  production  of  the 
products  specified.  They  include  the  total  production  of  the  Steel 
Corporation  for  these  products.  Moreover,  they  include  all  the  Lake 
ore  for  which  the  Bureau  received  returns  and  practically  all  the  Con- 
nallsville  beehive  coke  included  in  the  cost  statements  furnished  for 
the  period  in  question. 

During  the  period  1902  to  1006  the  only  important  companies 
furnishing  cost  statements  which  were  outside  of  the  districts  above 
named,  and  which  manufactured  steel  in  important  quantities,  com- 
prised two  in  the  East  and  one  in  the  Far  West.  One  of  the  eastern 
companies  used  foreign  ores  chiefly,  and,  both  on  this  account  as  well 
as  on  account  of  the  difficulty  of  revising  its  costs  on  the  basis 
planned,  was  naturally  excluded  from  the  computation.  The  other 
large  eastern  company  was  also  excluded  with  respect  to  most 
products  as  being  outside  the  region  regarded  as  typical,  although 
included  for  two  important  products. 

The  production  of  the  Southern  companies  which  furnished  cost 
data  was  important  only  for  ore,  coke,  and  foundry  pig  iron.  The 
costsof  these  products,  as  already  shown  above  (see  pp.  17, 19,  and  22), 
were  very  nearly  on  a  net  basis,  as  shown  by  the  books  of  account, 
and  no  important  change  would  have  resulted  from  revising  them  in 
the  manner  described  above.  Furthermore,  it  would  have  been 
quite  improper  to  have  combined  them  with  the  costs  for  the  districts 
using  Lake  ore. 

Owing  to  this  difference  in  the  extent  of  the  industry  between  the 
006(8  covered  by  the  cost  statements  hereafter  to  be  given  and  the 
book  costs  for  the  country  as  a  whole  presented  above  (Chap.  Ill), 
it  was  necessaiy,  of  course,  to  compute  the  book  costs  also  for  these 
Lake  ore-usrog  districts  alone,  in  order  that  comparisons  could  be 
made  between  the  revised  costs  and  the  proper  book  costs.  For 
this  reason  the  book  costs  for  these  districts,  as  shown  in  the  next 
chapter,  will  differ  slightly  from  those  shown  in  Chapter  III.  The 
differences,  however,  are  small  and  tend  to  show,  as  stated,  that  the 
coats  for  this  particular  region  (Lake  ore-using  districts)  are  a  fair 
basis  for  judging  the  position  of  the  iron  and  steel  industry  in  the 
United  States. 

Sepabation  of  laboe  and  small  cohpanies. — ^A  very  significant 
feature  of  the  comparison  of  revised  costs  with  book  costs  to  be 
presented  later  is  the  distinction  made  between  the  average  costs  of 
large  and  small  companies.  There  were,  of  course,  great  differences 
between  the  various  reporting  companies  in  the  degree  of  integration, 
and  hence  in  the  extent  to  which  intermediate  profits  from  transfers 
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•figure  in  their  cost  statements.  It  was  obviously  desirable^  there- 
fore, to  group  such  companies  in  order  to  show  these  differences 
clearly.  Generally  speakmg,  the  lai^  companies  were  best  inte- 
grated; the  e^cceptions  to  this  condition  were  comparatively  unim- 
portant when  the  output  was  taken  into  consideration.  For  the 
large  companies,  furthermorci  the  production  processes  were  more 
comprehensive,  and  the  tonnages  so  much  larger  that  they  enjoyed, 
on  the  whole,  considerable  technical  advantages  with  respect  to  the 
economy  of  operation.  It  was  believed  that  these  large  concerns 
might  fairly  be  regarded  as  the  representative  units  of  the  industry 
for  the  purposes  of  this  cost  discussion. 

The  companies  whose  costs  of  production  were  miiformly  combined 
in  the  cost  averages  for  large  companies,  so  far  as  they  produced  the 
several  products,  were  (1)  the  United  States  Steel  Corporation,  (2) 
the  Lackawanna  Steel  Co.  (Buffalo  plant),  (3)  the  Jones  &  Laughlin 
Steel  Co.,  and  (4)  the  Republic  Iron  &  Steel  Co.  (Northern  plants). 
The  costs  of  production  of  the  Republic  Iron  &  Steel  Co.  for  its 
Southern  plants  were  not  included  in  this  computation,  nor  certain 
minor  plants  of  the  Lackawanna  Steel  Co.,  situated  east  of  the 
Allegheny  Mountains.  For  two  products  the  average  for  the  large 
companies  includes  also  the  costs  of  the  Cambria  Steel  Co.,  which  is 
located  at  Johnstown,  only  about  80  miles  east  of  Pittsbuif^h,  but 
which  is  generally  grouped  with  the  eastern  companies. 

The  smaller  companies  whose  costs  of  production  are  comprised  in 
the  averages  need  not  be  specified  in  detail.  The  number  included 
in  the  statement  of  average  costs  for  particular  products  varied  con- 
siderably. They  include  a  few  companies  of  intermediate  size,  as 
weU  as  more  numerous  companies  which  are  more  accurately  described 
as  small. 

To  sum  up,  therefore,  the  revised  cost  data  presented  in  this  por- 
tion of  the  report  comprehend  the  costs  for  all  the  companies  in  the 
Lake  ore-using  districts.  These  costs  are,  for  purposes  of  compari- 
son, shown  in  two  ways — ^first,  in  the  form  of  the  book  costs  already 
discussed  (these  have  been  computed  on  the  basis  of  the  costs  leport^ 
by  the  companies),  and,  second,  the  same  costs  excluding  transfer 
profits.  These  costs  will  be  shown  separately  for  large  and  for  small 
companies. 

Sections.  Kethod  of  eliminating  transfer  profits.  i 

The  elimination  of  profits  by  the  Bureau  was  based  on  information 
furnished  by  the  companies  themselves  respecting  the  amount  of 
such  profits.  The  computations  were  of  an  elaborate  and  com- 
plicated character  and  can  not  be  well  explained  in  detail  at  this 
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time;  they  will  be  set  forth  in  detail  in  the  full  text  of  the  report. 
It  is  important^  however,  to  indicate  in  a  veiy  general  manner  the 
methods  adopted  for  determining  transfer  profits  and  certain  general 
rules  which  governed  computations  before  stating  these  revised  costs 
themselves. 

In  the  first  place,  it  should  be  noted  that  the  whole  process  of  com- 
putation was  conducted  separately  for  each  company  and  was  made 
according  to  the  actual  circumstances  of  its  production  and  consump- 
tion«of  the  several  products,  with  amounts  of  cost  and  profit  and  not 
by  the  use  of  averages  per  ton. 

The  several  companies  reporting  their  costs  also  reported  their  sales 
and  profits  on  sales,  by  products,  some  references  to  which  (in 
averages  per  ton)  have  been  made  above.  (See  pp.  18,  20,  and  25.) 
The  profits  by  products  which  have  been  cited  above  were  the  profits 
remaining  after  the  deduction  of  "additional  costs, "  which  have  been 
already  explained  (p.  10).  As  the  method  of  allocating  such  addi- 
tional costs  is  necessarily  somewhat  arbitrary,  it  is  important  to  note 
that  there  were  no  additional  costs  to  be  distributed  in  the  case  of  ore 
and  coke,  and  hence  no  adjustment  to  be  made  respecting  the  profits 
thereon.  It  was  on  these  two  products  that  almost  all  of  the  transfer 
profits  which  are  to  be  deducted  were  received. 

One  rule  followed  was  that  for  deducting  the  profit  on  sales  as 
well  as  on  transfers,  in  so  far  as  the  consumption  of  the  product 
in  question  exceeded  the  quantity  transferred.  This  rule  can  be 
made  clear  by  a  brief  illustration.  Suppose  a  company  produced 
100|000  tons  of  Bessemer  pig  iron  in  a  year  at  an  average  cost  of  $12 
per  ton,  and  sold  35,000  tons  from  time  to  time  at  an  average  price  of 
$14  per  ton,  or  at  $2  per  ton  profit.  Suppose  it  consumed  in  its  own 
steel  works  65,000  tons  of  pig  iron  of  its  own  production  and  10,000 
tons  additional  purchased  in  the  open  market  at  an  average  price  of 
$15  per  ton.  The  direct  cost  of  the  pig-iron  tonnage  consumed 
would  therefore  be  65,000  tons  at  $12  per  ton,  and  10,000  tons  at  $15 
per  ton,  or  a  total  of  $930,000.  Against  this  cost,  according  to  the 
rule  adopted  by  the  Bureau,  there  was  put  the  profit  on  so  much  of 
the  tonnage  sold  as  corresponded  to  the  quantity  purchased.  In  the 
above  case  the  profit  of  $2  per  ton  on  10,000  tons  of  the  total  tonnage 
sold  gives  $20,000.  The  net  cost  of  the  pig  iron  consumed,  therefore, 
was  $910,000.  Of  course,  not  all  the  profit  on  sales  was  charged, 
but  only  the  profit  on  a  quantity  equal  to  the  quantity  purchased. 
Such  transactions  of  purchase  and  sale  during  a  year  are  not  uncom- 
mon. They  are  sometimes  important  for  companies  mining  and 
consuming  ore,  where  a  variety  of  grades  is  desirable,  so  that  the 
product  of  one  mine  is  sold  in  order  to  buy  that  of  another. 
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It  should  be  noted,  however,  that  even  if  no  credit  had  been  given 
for  profit  on  such  sales,  the  total  results  arrived  at  would  not  have 
shown  any  material  difiFerence. 

Another  rule  was  that  of  aUocatixig  the  transfer  profit  for  a  given 
conunodity  which  was  used  in  the  production  of  two  or  more  com- 
modities. In  such  cases  the  rule  adopted  was  the  obvious  one, 
namely,  to  prorate  the  profits  per  ton  according  to  the  tonnage 
consumed. 

A  conspicuous  difficulty  occurred  with  respect  to  the  question  of 
the  period  during  which  a  given  profit  was  earned  and  the  period  of 
production  against  which  it  should  be  applied  in  the  next  succeeding 
stage.  For  the  steel  products  here  under  consideration,  namely, 
ingots,  billets,  and  rails,  this  is  a  comparatively  unimportant  matter, 
as  the  pig  iron  and  subsequent  materials  generally  move  day  by  day 
with  little  interruption  from  one  stage  of  production  to  another.  It 
is  of  great  importance,  however,  with  the  ore  going  into  pig  iron, 
because  ore  shipments  are  not  continuous  throughout  the  year  on 
account  of  the  winter  closing  of  Lake  navigation.  While  this  fact 
undoubtedly  introduces  considerable  liability  to  error  in  comparing 
ore  profits  with  pig-iron  costs  for  any  single  year  (due  chiefly  to  con- 
siderable fluctuations  in  the  price  of  ore),  it  is  not  a  serious  matter 
when  the  business  of  five  consecutive  years  is  averaged. 

The  difficulty  suggested  above  was  partly  obviated  also  by  carrying 
inventories  forward  into  the  consiunption  of  the  succeeding  year. 
The  computation  of  the  average  costs  for  five  years  combined,  as 
well  as  for  single  years,  was  made  more  accurate  by  the  application 
of  this  obviously  correct  rule. 

The  most  difficult  question  presented  in  the  computation  of  transfer 
profits  was  in  distinguishing  the  rates  of  profit  on  Bessemer  ores  and 
on  non-Bessemer  ores.  The  profit  statements  furnished  to  the  Bureau 
did  not  make  this  distinction.  For  some  companies  it  was  unneces- 
sary, because  they  produced  only  one  variety  of  ore.  For  certain 
other  companies  it  was  a  matter  of  indifference,  because  they  made 
only  one  kind  of  pig  iron.  But  for  companies  which  produced  both 
Bessemer  and  non-Bessemer  ores  and  which  likewise  produced  both 
Bessemer  and  basic  pig  iron  it  was  necessary  to  divide  the  known  ore 
profit  between  the  two  grades  of  ores.  The  exact  manner  in  which 
this  was  done  is  too  complicated  to  be  described  in  detail ;  but,  in  brief, 
it  consisted  in  determining  the  average  prices  and  profits  on  the  ores 
from  a  comparison  of  the  actual  average  prices  and  average  costs  of 
the  ores  for  all  ranges  and  grades  with  the  official  prices  for  the 
Bessemer  and  non-Bessemer  ores  for  the  Mesabi  and  Old  Ranges. 
This  required  an  allotment  of  tonnages  by  ranges  and  by  grades, 
which  in  both  cases  involved  some  approximations,  also  certain  ad- 
justments to  make  tonnages  shipped  proportional  to  tonnages  mined, 
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and  certain  other  adjustments  for  special  sales  below  the  market 
price,  etc.* 

1  The  Bureau's  methods  and  results  In  oamputing  the  appnafmate  dlvisJon  of  profit  between  Bessemflr 
and  noD-Bessemer  ores  are  partly  indicated  here  and  will  be  fully  explained  in  the  full  report. 

The  actual  arerage  jurices,  profits,  and  costs  for  the  sales  and  transfera  of  100,424,041  tons  of  Lake  ore 
dming  the  flTe  yean  1902-1906  Whldi  wero  reported  to  the  Bureau  were  as  follows: 

AVERAGE  COSTS,  PRICES,  AND  PROFITS  ON  LAKE  ORE,  PER  GROSS  TON,  BY  TEARS, 

1902-1906. 


Yw. 

Tonnage. 

Cost  per 
ton. 

Price  per 
ton. 

Profit  per 
ton. 

1902 

20,111,011 
17,627,423 
16,665,303 
26,083,788 
29,086,426 

82.77 
2.70 
2.70 
2.68 
2.64 

S3. 34 
3.67 
3.06 
3.18 
3.47 

SO.  57 

19ti3 

.87 

19Q1 

.36 

19Q6 

.60 

1906 

.83 

• 

1902-1906 

109,424,041 

2.67 

3.33 

.66 

The  final  aUocation  of  these  prices,  profits,  and  costs  to  the  two  grades  of  ore  for  the  Hesabi  and  Old 
Ranges,  respectiyely,  the  details  of  which  will  be  shown  in  the  full  report,  was  as  follows: 

ACTUAL  AVERAGE  PRICES,  COSTS,  AND  PROFITS  ON  SALES  AND  TRANSFERS  OF  ALL 
LAKE  ORE,  PER  GROSS  TON,  REPORTED  TO  THE  BUREAU,  AND  ESTIMATED 
DIVISION  OF  THE  SAME  FOR  BESSEMER  AND  NON-BESSEMER  ORES,  BY  YEARS. 
lWa>1906. 


Year. 

Grade. 

Tons. 

Cost. 

Price. 

Profit. 

1902 

Besfffimor.  ••     •.•.... 

13,000,000 
7,100,000 

S2.71 
2.88 

S3. 63 
2.98 

80.82 

Non-Bessemer.. 

.10 

Total 

20,100,000 

Z77 

3.34 

.67 

Bessemer.... 

1908. 

11,700,000 
6,900,000 

2.64 
2L81 

3.77 
3.17 

1.13 

Non-Bessemer.... 

.36 

Total 

BflflBBUiflr.... ■ 

17,600,000 

2.70 

3.67 

.87 

1904 

11,200,000 
6,800,000 

2.66 
2.82 

3.19 
2.80 

.63 

NoD-Bessemer... 

a. 02 

Total 

16,600,000 

2.70 

3.06 

.86 

BesBemer.... 

1906 

17,200,000 
8,900,000 

2.64 
2.66 

3.32 
2.91 

.78 

Non-Bessemer  ...• 

Total 

Besflemer.  ■.......■••.. 

.26 

26,100,000 

2.68 

3.18 

.60 

1908.^ 

19,100,000 
9,900,000 

2.69 
2.71 

3.60 
8.22 

1.00 

Non-Bessemer.... 

.61 

Total... 

29,000,000 

2.64 

3.47 

.83 

Bessemer.... 

19a»>1906 

72,200,000 
37,100,000 

2.62 
2.76 

3.48 
3.03 

.86 

Non-Bessemer 

.27 

Total 

109,300,000 

2.67 

3.33 

.66 

f 

oLoss. 

WhOe  the  total  arerage  profits  for  each  year  were  compiled  from  books  of  account,  the  profits  for  the  two 
CndsB  of  ore  are  approximate  and  apply  to  the  jMffticular  tonnages  comprised  in  the  above  table. 

The  principal  interest  of  this  table  lies  in  the  fact  that  it  was  the  basis  for  apportioning  the  profits  on 
Benemer  and  non-Bessemer  ore  fbr  the  Steel  Corporation.  Of  000x90,  the  greater  part  of  the  tonnage 
ihown  fai  this  table  was  that  of  the  Steel  Corporation.  For  the  Steel  Corporation  alone,  however,  the 
avenge  pnflts  per  ton  in  eadi  year  varied  slightly  from  the  averages  shown  above,  and  adjustments  were 
Bsde  aoeofdingly  In  the  oompatatkms  Ibr  that  oonoem. 

Sepaiate  treatment  was  made  of  ore  sales  and  ore  transf en  in  making  (these  adjustments  on  account 
of  the  marked  differences  in  the  average  prices  at  which  such  sales  and  transfsra  were  made. 

As  Just  noted,  wliQe  in  the  determination  of  these  profits  on  ore  certain  approximations  were  necessary, 
yet  the  avenge  profit  for  both  Bessemer  and  basic  pig  iron  combined  is  a  known  amount  derived  from 
thB  feoocds  submitted  by  the  companies.  There  is,  moreover,  no  doubt  that  this  aUocation  of  the  total 
profits  as  between  Bessemer  and  basic  iron  is  substantially  correct. 
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Section  4.  Principal  prodncts  for  which  transfer  profits  were  deducted. 

The  principal  items  of  transfer  profit  were  for  ore  and  coke,  and  to 
a  less  extent  for  pig  iron  and  certain  minor  raw  materials,  such  as 
ferromanganese.  The  profits  on  all  ore  and  coke  entering  the  net 
metallic  mixture  and  coke  items,  respectively,  in  the  pig-iron  cost 
sheets  were  deducted  from  the  costs  of  these  items,  thus  giving  the 
net  costs.  In  the  cost  of  ingots  these  deductions  appear  again  in  the 
reduced  cost  of  the  pig  iron  and  scrap  along  with  any  deductions  on 
accoimt  of  intermediate  profits  on  pig  iron,  so  far  as  they  were  ap- 
plicable to  the  production  of  the  ingots  in  question.  Similar  deduc- 
tions were  made  from  manganese  costs  on  account  of  intermediate 
profits  in  the  ferromanganese  or  other  similar  additions  to  the  metal. 
As  these  deductions  resulted  in  a  revised  cost  for  the  ingots,  they 
likewise  affected  in  a  similar  manner  the  cost  of  ingots  used  in  mak- 
ing rails  and  large  billets. 


CHAPTER  V. 

COMPABISOl^r  OF  BOOK  COSTS  FOB  1902-1906  WITH  COSTS 
AFTEB  EUHIirATIOir  OF  IVTEBMEDIATE  TBANSFEB 
FBOFITS. 

Section  1.  Introductory. 

Having  made  clear  the  general  principles  followed  by  the  Bureau 
in  determining  the  amount  of  transfer  profits  to  be  eliminated,  it 
now  remains  to  compare  the  costs  computed  in  the  two  ways  noted 
on  page  6,  namely,  (1)  book  cost/  and  (2)  book  cost  less  intermediate 
transfer  profits.  These  costs  are  shown  not  only  for  all  companies 
combined,  but  also,  as  far  as  practicable,  grouped  for  large  companies 
and  small  companies.  For  convenience  and  brevity  the  different 
forms  of  statement  are  presented  side  by  side.^ 

Owing  to  the  nature  of  the  information,  it  was  impracticable,  as 
already  stated,  to  carry  such  revision  of  costs  beyond  crude  steel, 
except  for  two  of  the  most  important  rolled  products — ^Bessemer 
rails  and  large  Bessemer  billets. 

Section  2.  Comparison  of  costs  for  Lake  ore. 

The  present  section  takes  up  ore  costs  for  all  the  companies 
reporting,  combined,  and  includes  the  Steel  Corporation  in  those 
fibres. 

The  costs  of  Lake  ore  require  only  one  insignificant  elimination, 
namely,  a  very  small  intermediate  profit  from  intercompany  royalty. 
That  there  are  no  intermediate  transfer  profits  on  materials  is  due, 
of  course,  to  the  fact  that  ore  is  an  original  raw  mat^erial.  There  is, 
of  course,  a  large  and  very  important  transportation  profit  in  the 
carriage  of  ore,  but  accruing  almost  entirely  to  the  Steel  Corporation; 
on  account  of  this  circumstance,  as  already  made  clear,  this  profit  is 
not  to  be  eliminated  in  these  comparisons  of  average  costs  for  several 
companies,  but  the  extent  of  it  will  be  shown  in  detail  at  the  end  of 
this  chapter,  and  will  be  taken  up  in  Chapter  VII,  as  already  noted, 
in  connection  with  the  costs  of  the  Steel  Corporation  alone  for  the 
year  1910. 

'  Except  for  ore  for  which  only  a  trifling  deduction  for  intermediate  profits  was  necessary. 

*  The  costs  which  are  shown  in  this  chapter  do  not  cover  all  the  cost  statements  furnished  to  the 
Bureau  as  stated  above  (p.  3S),  but  that  part  for  the  production  of  the  chief  Lake  ore-using  districtsi 
vhich,  however,  comprised  the  great  bulk  of  the  production  of  the  country.  (See  Table  8.)  For  some 
products,  e.  g.,  Lake  ore  and  Bessemer  billet  in^ts,  it  comprises  the  total  tonnage  reported  to  the 
3areta. 
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would  be  possible,  however,  to  distinguish  the  costs  of  the  laige 
companies  from  the  costs  of  the  small  companies,  but  there  would  be 
little  utility  in  presenting  the  figures  because  averages  of  the  items  of 
coke  cost  for  districts  working  under  such  different  conditions  would 
have  almost  no  significance.  It  is  sufficient,  therefore,  to  note  that  the 
average  cost  of  coke  at  the  oven  for  all  the  companies  here  under  con- 
sideration was  $1.49  per  net  ton.  The  average  costs  at  the  oven  for 
all  companies,  for  the  several  kinds  of  coke,  for  the  five-year  period 
1902  to  1906,  were  as  follows: 

Per  net  ton. 

Connellsville  (51, 867, 247  tons) $1.43 

Pocahontas  (4, 170, 396  tons) 1.74 

By-product  (1, 084, 200  tone) 3.43 

Average 1. 49 

For  most  of  this  coke  a  considerable  freight  has  to  be  paid  to  get  the 
coke  to  the  blast  furnace;  i.  e.,  for  all  coke  except  the  by-product 
coke. 

For  the  Connellsville  coke  and  the  Pocahontas  coke,  these  average 
costs  are  the  same  as  for  the  total  production  already  given,  although 
the  tonnage  in  the  case  of  the  former  is  not  quite  so  large  (p.  18). 
For  the  by-product  coke,  the  average  costs  here  shown  are  con- 
siderably higher  than  for  the  average  costs  of  all  by-product  coke 
reported  to  the  Bureau,  which  is  shown  elsewhere  (p.  19).  The 
details  as  to  differences  in  items  are  not  of  any  special  importance. 

Section  4.  Gomparisoii  of  costs  of  Bessemer  pig  iron. 

The  book  costs  of  Bessemer  pig  iron  are  compared  with  the  costs 
after  the  elimination  of  intermediate  transfer  profits  on  ore  and  coke. 
The  costs  of  the  large  and  small  companies  are  distinguished  in  each 
case.    They  are  for  the  Lake  ore-using  districts  only.     (See  p.  38.) 

Table  10.— AVERAGE  BOOK  C08T  PER  GROSS  TON  OF  BESSEMER  PIO  IRON  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL  COM- 
PANIES, 1902-1906. 


• 

All  oompaniea 
(44,311,510  toan). 

Large  compa- 
nies (40, 873, 250 
tons). 

Small  compa- 
nies (3,438,280 
tons). 

Itein.s  of  cost 

Book 
oost* 

Ex- 
clud- 
ing 
tnm»> 

fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
pfoflts. 

Book 
cost 

Ex- 
dod- 

tnn^ 
fer 

pniAtk 

Nftt  TTK^tAllic  mlTtur* .. r - 

$7.36 

3.81 

.43 

S6.10 

3.28 

.43 

17.38 

3.75 

.43 

.60 

.79 

16.01 

8.19 

.48 

.60 

.79 

17.20 
4.41 

.49 

1.26 

.82 

17.14 

Coke 

4.41 

Limntone -  -  t r ,  t  . 

.m 

Labor 

.73 

.80 

.78 
.fiO 

L2S 
.82 

"1 

Furnace  cost 

13.13 
.76 

11.34 
.76 

13.04 
.82 

.82 

14.18 
.09 

14.12 

Additional  oodt^ ,.„-,.-.„-. 

.09 

Total  cost ' 

10.89 

12.10 

13.80 

11.98 

14.27 

14.21 
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Comparison  of  book  costs. — ^The  table  shows  that  the  average 
Bessemer  pig-iron  costs  of  the  large  companies  even  before  the  elimi- 
nation of  antecedent  transfer  profits  were  distinctly  lower  than  those 
of  the  small  companies,  the  furnace  costs  being,  respectively,  $13.04 
and  $14.18  per  ton,  giving  an  advantage  for  the  large  companies  of 
SI. 14  per  ton.  The  chief  differences  between  the  furnace  costs  of  the 
large  and  small  companies  are  found  in  the  costs  of  ore,  coke,  and 
labor.  The  ore  cost  of  the  large  companies  was  indeed  higher,  being 
booked  at  $7.38,  or  $0.18  higher  than  that  of  the  small  companies, 
S7.20  per  ton;  the  difference  was  chiefly  due  to  location  of  furnaces. 
As  stated  above  (p.  47),  the  snuill  companies  for  which  the  costs  of 
pig  iron  are  shown  here  are  not,  generally  speakiag,  the  same  small 
companies  for  which  average  costs  of  ore  were  shown  above.  The 
disadvantage  of  the  large  companies  in  respect  to  book  cost  of  ore 
was  more  than  offset  in  the  book  cost  of  coke.  The  large  companies, 
with  an  average  book  cost  of  coke  of  $3.75  per  ton,  had  an  advantage 
of  S0.66  per  ton  over  the  small  companies  ($4.41).  In  this  case  also 
location  was  the  chief  factor. 

The  net  advantage  of  location  with  respect  to  these  two  materials 
may  be  roughly  estimated,  therefore,  at  $0.48  for  the  large  companies. 

The  chief  advantage  of  the  large  companies  was,  however,  in  the 
labor  cost,  namely,  $0.69  per  ton,  as  compared  with  $1.26  for  the 
small  companies — a  difference  of  $0.57  pei'  ton.  This  was  due 
chiefly  to  differences  in  efliciency  of  plants,  volume  of  production, 
etc.,  and  was  perhaps  partly  the  natural  result  of  a  larger  investment 
of  capital  per  ton  of  product.  Of  course,  even  where  the  investment 
is  not  greater  in  proportion  to  output,  it  is  generally  possible  to  have 
a  more  efficient  equipment  with  large  tonnages  of  product  than  with 
small  ones. 

The  other  items  of  furnace  cost  noted  in  the  foregoing  table  did  not 
show  any  marked  differences  between  large  and  small  companies. 

As  already  stated  elsewhere  (p.  24),  the  "additional  costs"  probably 
were  not  made  on  a  comparable  basis,  those  for  the  large  companies 
being,  on  the  average,  undoubtedly  too  high,  and  those  for  the  small 
companies  probably  being  too  low.  Such  ''additional  costs"  for  the 
large  companies  might  be  expected  to  run  higher,  especially  on 
sccomit  of  more  elaborate  technical  organization  and  equipment 
intended  to  reduce  operating  costs.  A  more  detailed  statement  of 
these  additional  costs  follows: 


Itexna. 


Larjje 


Small 


companies,  companies. 


^^«otn\  ind  misoeDaneoiia  expense 
Depredation 

TotaL 

4526*— 11 33 


10.40 
.42 

10.00 

.82 

.00 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
large  companies,  partly  on  accoxmt  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  furnace  costs,  although  this  probably  was 
not  the  case  f o  any  great  extent.  It  is  very  plain,  however,  that  the 
large  companies  made  very  heavy  charges  for  depreciation  as  compared 
widi  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessary,  owing  to  the  more  elaborate  equipment  of  the  large 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
facilitate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  undoubtedly 
small  for  steel-making  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  large  and  small 
companies  shown  in  the  foregoing  table  may  be  noted,  namely,  S13.86 
per  ton  of  pig  iron  for  large  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

COMFABISON  OF  COSTS  OF  ALL  COMPANIES  AFTER  ELIMINATION  OF 

INTERMEDIATE  TRANSFER  PROFITS. — There  Were  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metallic  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  elimination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  all  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  little  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.    The  average  furnace  cost  for  all 
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oompanieB,  as  shown  on  the  books,  was  $13.13  per  ton  of  pig  iron, 
as  against  $11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
re^nding  differences  existed  for  the  total  costs  before  and  after  such 
revisions.  Thus  the  total  book  cost  was  $13.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  maigin  of  profit  to  furnish 
a  return  to  the  larger  investment  involved. 

Comparison  of  costs  of  labge  and  small  companies  afteb 

EXCLUDING  INTERMEDIATE  TRANSFER  PROFITS. — ^Tho  great  reductioDS 

in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  complet'cly  int^rated,  and  consequently  earned 
l&i^er  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
namely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  Uttle  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  while  that  for  the  large  companies  averaged 
S0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  ''addi- 
tional costs"  of  the  large  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  S2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.60  per  ton  (see  p.  24),  the  difference  would  have  been 
$3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
70)  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  would  have  been  much  greater,  of  course,  than  in  the 
case  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
a  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
case  of  other  kinds  of  pig  iron.    Moreover,  for  steel  products  made 
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from  pig  iron  there  would  be  a  still  larger  deduction  on  account  of 
the  laiger  quantities  of  ore  required  per  ton  of  product.  This  gen- 
eral fact  is  noted  here  and  need  not  be  repeated  in  discussing  the  costs 
of  other  kinds  of  pig  iron  or  for  steel  products  made  therefrom. 

Section  6.  Comparisoxi  of  costs  of  basic  pig  iron. 

The  book  costs  of  basic  pig  iron  in  the  Lake  ore-using  districts  (see 
p.  38)  are  likewise  compared  with  the  costs  after  the  elimination  of 
intermediate  transfer  profits  on  ore  and  coke.    The  costs  of  the  large 

and  small  companies  are  likewise  distinguished  in  each  case. 

* 

Table  11.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BASIC  PIG  IRON  AND  COST  EX- 
CLUDING TRANSFER  PROFITS,  DISTINGUISmNG  LARGE  AND  SMALL  COMPANIES, 
100»-1006. 


All  compa- 
nies (9,161^ 
tons). 

Laiga  compa- 
nies (8,466^402 
tons). 

Small  oompa- 

ntns(e05»in 

tons). 

Itamsofoost 

Book 
cost. 

Ex- 
elud- 
ing 
trans- 
far 
profits. 

Book 
cost 

Ex- 
chid- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 

<dad- 

trans* 

fer 
profits. 

Net m^talMft miztim r ^.^^^^-r-- 

17.15 

3.32 

.47 

.60 

.75 

16.60 

2.79 

.47 

.60 

.75 

17.17 

3.26 

.46 

.57 

.71 

16.60 

2.68 

.46 

.67 

.71 

86.90 

4.11 

.64 

1.06 

LIO 

16. 6B 

Coke 

4.U 

I/lTDntOQ9 ^r-, 

.M 

Labor 

1.06 

Other  operating -,.-- -. 

1.10 

Furnace  cost 

12.29 
.52 

u.ao 

.52 

12.17 
.64 

ILU 
.54 

13.81 
.31 

13.9 

Additional  oosts -<... 

.31 

Total  cost 

12.81 

U.82 

12.71 

n.65 

14.12 

13.90 

CoHPABisoN  OF  BOOK  COSTS. — ^The  average  costs  of  basic  pig  iron 
for  large  companies,  even  before  the  elimination  of  antecedent 
transfer  profits,  were  distinctly  lower  than  those  of  small  companies,* 
the  furnace  costs  being,  respectively,  $12.17  and  $13.81  per  ton, 
giving  an  advantage  for  the  large  companies  of  $1.64  per  ton. 
Considerable  differences  appear  in  the  costs  of  each  item  shown. 

The  ore  cost  of  the  large  companies  as  shown  in  the  above  table 
exceeded  that  of  the  small  companies  by  $0.27  per  ton,  *  For  coke, 
however,  the  book  costs  were  considerably  lower  for  the  laige  com- 
panies, namely,  $0.85  less  per  ton.  The  lai^e  companies  had  also 
an  advantage  in  the  cost  of  limestone,  which  on  the  average  amounted 
to  $0.18  per  ton.  Location  of  furnaces  was  undoubtedly  the  prin- 
cipal factor  in  these  differences  in  cost  of  ore,  coke,  and  limestone. 
Other  reasons  have  already  been  made  clear. 

1  The  small  companies  whose  plg-lron  costs  are  shown  here  are  by  no  means  identical  with  those  whoa 
ore  costs  are  shown  in  Table  0. 
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The  large  companies  had  a  labor  cost  of  only  $0.67  per  ton,  as  against 
$1.06  for  the  small  companies,  showing  a  difference  of  $0.49  per  ton. 
This  was  due  chiefly  to  differences  in  efficiency  of  plants,  volume  of 
production,  and  to  some  extent  perhaps  involved  laiger  investments 
per  ton  of  product.  Likewise  for  other  operating  costs  the  large 
companies  enjoyed  a  distinct  advantage,  amounting  to  no  less  than 
tO.39  per  ton.  Over  half  of  this  difference  was  due  to  the  cost  of 
steam,  the  details  not  being  given  in  the  foregoing  table. 

The  large  companies  had  greater  additional  costs  allotted  to  basic 
pig  iron  which  tended  to  diminish  their  advantage  in  total  costs  over 
the  small  companies.  These  additional  costs,  stated  in  more  detail, 
were  as  follows: 


Small 
Items.  com-         oom- 

paoiat. 


Gcnenlaad  miscellaneous  expense 10.28  SO.  16 

Deprectatkm .26  .W 


Total 64  .81 


The  differences  in  these  items  for  the  large  and  the  small  companies 
were  not  nearly  as  conspicuous  for  basic  pig  iron  as  for  Bessemer  pig 
iron,  and  consequently  the  comments  made  with  respect  to  the  latter 
(p.  50}  would  apply  only  in  a  slight  degree  in  this  case. 

The  total  book  costs  for  basic  pig  iron  showed  an  average  of  $12.71 
per  ton  for  the  large  companies  and  $14.12  for  the  small  companies, 
giving  a  difference  of  $1.41  per  ton. 

If  an  assumed  normal  additional  cost  of  $0.50  per  ton  were  used 
instead,  the  total  cost  for  the  large  companies  would  be  $12.67  per  ton, 
as  agunst  $14.31  for  the  small  companies — a  difference  of  $1.64. 

Comparison  of  costs  of  all  ooiiPANiES  after  elimination 
OF  INTERMEDIATE  TRANSFER  PROFITS. — ^Although  the  antecedent 
profits  involved  in  the  book  costs  of  basic  pig  iron  were  not  as  large 
as  for  Bessemer,  there  were,  nevertheless,  great  differences  between 
the  book  costs  and  these  costs  after  eliminating  the  profits  on  trans- 
fers of  materials.  These  differences  were  much  more  marked  also  for 
large  companies  than  for  small  companies. 

In  basic  pig  iron,  as  in  Bessemer  pig  iron,  the  only  items  of  cost 
which  were  changed  by  these  eliminations  were  the  items  for  net  me- 
tallic mixture  and  coke.  Taking  first  the  average  for  all  companies, 
the  book  cost  of  the  net  metallic  mixture  was  $7.15  per  ton  of  pig 
iron,  and  eliminating  the  transfer  profits  on  ore  this  was  reduced  to 
$6.69  per  ton,  a  difference  of  $0.46  peir  ton.    Taken  on  a  ton  of  ore. 


64  THE  STBEL.  IKDUSTBY. 

this  would  amomit  to  about  $0.23  per  ton.  The  profits  on  the  non- 
Bessemer  ore  used  in  making  basic  pig  iron  are  much  lower  than  for 
Bessemer  ore,  inasmuch  as  the  prices  are  much  lower,  while  the  costs 
of  non-Bessemer  ore  averaged  a  little  hi^er. 

For  coke  the  average  book  cost  for  all  companies  was  $3.32  per 
ton  of  pig  iron,  and  this  cost  less  transfer  profit  was  $2.79  per  ton, 
giving  a  difference  of  $0.53  per  ton.  Figured  per  net  ton  of  coke 
used,  this  would  be  about  $0.46  per  ton. 

On  account  of  these  eliminations  of  antecedent  profits,  there  were 
marked  differences  in  the  average  furnace  costs  of  basic  pig  iron. 
Thus,  against  the  book  furnace  cost  of  $12.29  per  ton  for  all  com- 
panies, the  elimination  of  transfer  profits  gave  $11.30  per  ton,  show- 
ing a  difference  of  $0.99  per  ton. 

Corresponding  differences  existed  in  the  total  costs  before  and  after 
such  eliminations,  the  average  total  costs  per  ton  being,  respectively, 
$12.81  and  $11.82. 

As  stated  before  (p.  51),  these  transfer  profits  applied  to  produc- 
tive activities  in  prior  stages  of  production,  and  hence  the  maigins 
between  cost  and  price  should  be  greater  after  such  eliminations,  in 
order  to  furnish  any  return  on  the  investment  in  such  prior  produc- 
tive enterprises. 

COMPABISON  OF  BSVISBD  COSTS  FOB  LABOB  AND  SMALL  OOKPAKIBS.— 

The  costs  of  the  net  metallic  mixture  for  the  large  companies  ($7.17 
per  ton),  as  shown  on  the  cost  sheets,  averaged  higher  than  for  the 
small  companies  ($6.90),  as  already  shown  (p.  52),  but  after  the 
transfer  profits  on  ore  were  eliminated  in  each  case  these  costs  were 
practically  the  same  for  these  two  groups,  namely,  $6.69  per  ton  of 
pig  iron  and  $6.68  per  ton,  respectively. 

The  coke  cost  of  the  large  companies  was  reduced  by  the  elimina- 
tion of  transfer  profits  from  $3.26  per  ton  of  pig  iron  to  $2.68  per  ton, 
or  $0.58  per  ton,  while  for  small  companies  it  was  not  reduced  at  all. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  th^  laige  companies,  as 
compared  with  $13.59  per  ton  for  the  small  companies,  giving  a  differ- 
ence of  $2.48  per  ton. 

Owing  to  the  fact  that  the  additional  costs  of  the  large  companies 
were  considerably  larger  than  for  the  small  companies,  the  revised 
total  costs  did  not  differ  so  greatly  as  the  revised  furnace  costs. 
Thus,  eliminating  transfer  profits,  the  total  cost  for  the  large  com- 
panies was  $11.65  per  ton,  as  against  $13.90  for  the  small  companies, 
giving  a  difference  of  $2.25  per  ton. 

If  the  additional  cost  were  assumed  to  be  $0.50  in  each  case  (see 
p.  24),  the  difference  in  the  costs  of  large  and  small  companies  would 
have  been  $2.48. 
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Section  6.  Comparison  of  costs  for  Bessemer  and  basic  pig  iron  com- 
bined. 

For  ordinary  cost  statements,  at  least  according  to  the  forms  of 
accounting  usually  followed,  a  combination  of  Bessemer  and  basic 
pig-iron  costs  would  be  of  little  value.  This  is  due,  of  course,  to  the 
fact  that  the  ores  used  are  customarily  charged  at  market  prices, 
and  that  the  prices  for  the  two  grades  of  ore  used  in  making  these 
kinds  of  pig  iron  are  widely  different. 

For  the  present  purpose,  however,  two  reasons  appear  for  combin- 
ing the  costs  of  Bessemer  and  basic  pig  iron.  In  the  first  place,  the 
method  of  distinguishing  the  profit  on  Bessemer  and  non-Bessemer 
ores  (see  p.  42)  was  only  approximate.  The  results  obtained  are 
believed  to  have  been  close  enough  to  the  actual  facts,  so  that  the 
difference  was  of  no  practical  importance.  Even  in  strict  accounting 
statements  there  are  many  approximations  which  contain  probability 
of  greater  variations  than  in  this  case.  Nevertheless,  a  result  arrived 
at  by  such  a  method  is  not  always  satisfactory  and  sometimes  not  so 
convincing  as  one  which  is  based  on  the  use  of  a  definite  amount  of 
profit.  Evidently  by  combining  the  total  amounts  of  cost  of  Besse- 
mer and  basic  pig  iron  and  eliminating  all  the  ore  profits  from  this 
cost,  any  possible  objections  to  the  Bureau's  approximate  method  of 
dividing  the  ore  profits  are  completely  avoided.^ 

In  the  second  place,  it  should  be  noted  that  a  combination  of  Bes- 
semer and  basic  pig-iron  costs,  while  comparatively  meaningless 
when  the  ores  are  put  in  at  market  prices,  is  not  so  when  the  ores  are 
put  in  at  cost,  or  at  figures  approximating  cost. 

The  revised  averages  do  not,  of  course,  give  a  furnace  cost  for  ore 
which  is  an  absolute  cost  of  production,  plus  freight,  to  the  furnace, be- 
cause a  good  many  concerns  had  to  purchase  a  part  of  their  ore  and 
some  of  thesmaUer  ones  all  of  it.  For  the  large  companies  the  revised 
cost  of  the  ore  (net  metallic  mixture)  found  by  eliminating  transfer 
profit  is  very  nearly  the  cost  of  the  ore  at  the  furnace,  including  full 
transportation  charges. 

Hence,  while  the  costs  of  both  Bessemer  and  basic  pig  iron  combined 
are  shown  in  the  table  below  in  the  same  form  as  above,  the  results 
which  are  of  interest  are  comparatively  limited,  and  may  be  more 
briefly  described.  These  costs  are  for  the  Lake  ore-using  districts 
only.     (See  p.  38.) 

*  A  sUght  exception  most  be  made  to  this  statement  of  the  process  with  respect  to  the  smaU  und  prao- 
tinUy  DegUgible  estimated  amounts  of  profit  on  both  Bessemer  and  non*Bessemer  ores  credited  by  the  Ba- 
Ma  toUiecoBts  of  ore  oaed  in  bask)  open-hearth  furnaces,  and  in  very  small  tonnages  of  misoeUaneoos 
Vk  Iran,  iQch  M  foundry  and  malleable  Bessemer. 
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Table  12.-AVERAQE  BOOK  COST  FEB  GROSS  TON  OF  BESSEMER  AND  BASIC  PIG 
IRON  COMBINED  AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHINQ 
LARGE  AND  SMALL  COMPANIES,  1903-1906. 


All  compAnifvs 
(63,473,215  tons). 

Large  companies 
(49390,742  tras). 

Small  oompsaies 
(4,133,473  fans). 

ItRma  of  cost 

1 

Book 
cost 

Ex- 
dud- 
ing 

trans- 
fer 
pcofltB. 

Book 
cost. 

Ex- 
dnd- 

trans- 
fer 
Iirofits. 

Book 
cost. 

Ex. 

dnd- 
ing 

trans- 
fer 
profits. 

Nftt  mfltftllic  mixture 

87.33 

3.72 

.44 

.71 

.79 

86.20 

3.20 

.44 

.71 

.79 

87.84 

3.67 

.43 

.67 

.78 

86.13 

8.10 

.43 

.67 

.78 

87.15 

4.36 

.52 

1.22 

.87 

87.06 

Coke 

4.36 

Limestone 

.52 

Labor..: 

L22 

Other  oiwrfttinc 

.87 

Furnace  ooift 

12.99 
.72 

11.34 
.72 

12.89 
.77 

n.11 
.77 

14.12 
.13 

14.08 

Additional  costs.... 

.13 

Total  cost ...  1 1 .  X 

13.71 

12.06 

13.66 

11.88 

14.25 

14.16 

An  inspection  of  this  table  shows  at  once  that  in  this  combined 
pig-iron  cost  the  elimination  of  transfer  profits  had  practically  no  effect 
on  the  small  companies.  Inasmuch  as  the  revised  costs  for  all  companies 
for  Bessemer  and  basic  separately  have  already  been  discussed  in 
detail,  it  will  be  sufficient  to  consider  here  the  results  for  large  com- 
panies only. 

For  the  large  companies  the  average  book  cost  of  the  net  metallic 
mixture  was  $7.34  per  ton,  but  the  elimination  of  the  transfer  profits 
reduced  it  to  $6.13  per  ton.  This  latter  figure  may  be  compared  with 
$6.01  for  Bessemer  pig  iron  and  $6.69  for  basic  pig  iron  for  this  item 
for  this  group  of  large  companies.  The  reason  why  the  net  cost  of 
this  item  was  higher  for  basic  than  for  Bessemer  was  due  chiefly  to 
differences  in  the  locations  of  the  groups  of  furnaces  making  these  two 
kinds  of  iron,  though  also  to  the  different  amounts  of  profit  in  the 
ore  which  were  eliminated  from  the  book  prices. 

The  cost  of  coke,  after  eliminating  transfer  profits,  for  Bessemer 
and  basic  pig  iron  combined,  for  the  large  companies,  was  $3.10  per 
ton  of  pig  iron,  as  compared  with  a  book  cost  of  $3.67,  showing  a 
difference  of  $0.57  per  ton  of  pig  iron  and  indicating  a  profit  of 
about  $0.50  per  net  ton  of  coke.  This  net  cost  may  be  compared 
with  $3.19  per  ton  of  coke  for  Bessemer  and  $2.68  for  basic  furnaces. 
The  net  cost  for  the  basic  furnaces  was  lower,  chiefly  on  account  of 
lower  freight  charges. 

The  other  items  of  furnace  cost  for  Bessemer  and  basic  pig  iron 
combined,  for  the  large  companies,  did  not  undergo  any  change 
through  the  elimination  of  profits,  while  the  costs  per  ton  for  the 
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several  items  were  nearly  the  same  as  for  Bessemer  pig  iron,  on 
account  of  the  preponderance  of  tonnage  for  that  grade. 

The  furnace  cost  for  both  grades  of  iron  combined,  for  the  large 
companies,  after  eliminating  transfer  profits,  was  $11.11  per  ton.  It 
happens  that  this  was  also  the  furnace  cost  of  both  Bessemer  and 
basic  separately  after  the  elimination  of  transfer  profits.  If  the 
additional  costs  are  taken  into  consideration,  however,  the  com- 
bined cost  becomes  $11.88  per  ton,  as  against  $11.93  for  Bessemer 
and  $11.65  for  basic.  This  combined  total  cost  of  Bessemer  and 
basic  pig  iron,  for  the  lai^e  companies,  excluding  these  transfer  profits^ 
namely,  $11.88,  may  be  regarded  as  coming  close  to  a  normal  net  cost 
of  pig  iron  for  large  integrated  companies  during  the  period  1902 
to  1906. 

It  should  be  repeated,  however,  that  a  concern  with  excep- 
tional transportation  facilities,  such  as  the  Steel  Corporation,  would 
have  a  much  lower  integration  cost  if  transportation  profits  were 
eliminated,  as  well  as  transfer  profits. 

Section  7.  Comparison  of  costs  of  Bessemer  billet  ingots. 

The  great  bulk  of  the  steel  made  duriog  the  period  1902  to  1906, 
mclusive,  was  made  by  the  Bessemer  process.  This  steel  may  be 
divided  into  two  kinds,  namely,  billet  (or  soft)  steel  and  rail  steel. 
The  former  is  covered  by  the  term  "Bessemer  billet  ingots."  The 
production  included  is  the  same  as  that  shown  in  Table  6.  The 
costs  of  this  steel,  before  and  after  the  elimination  of  antecedent  profit.s 
from  transfers  of  materials,  showing  the  costs  of  large  and  small  com- 
panies, are  given  in  the  following  table : 

Tabu  13.— AVERAOB  BOOK  COST  PSR  GB08S  TON  OF  BESSEMER  BILLET  INGOTS 
IND  COST  EXCLUDINO  TRANSFBB  PROFITS,  DISTINOmSHINO  LARGE  AND  SMALL 
COHPANIES,  1902-ltXM. 


All  oompanles 
(»,0Q»,7»toii8). 

Large  compa^ 
0168(27,510,174 

Small  oompa- 
nles (1,580,600 
tons). 

Items  of  cost. 

Book 
cost. 

Ex. 
elud- 
ing 

trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

V 

$14.88 
.81 
.34 
.57 
.64 

812.84 
.28 
.22 
.67 
.64 

814.73 
.31 
.23 
.55 
.63 

812.62 
.28 
.20 
.56 
.63 

817.53 
.37 
.46 
.80 
.71 

$16.67 

UflnBUWim  ,                     

.87 

PueL 

.46 

Ubor 

.80 

Othiromr^nip Tr-r-T-,.rw............ 

.71 

■-  ^'JK**"'*"©*.  •.•••••■••■■••.••••.•.••..••«•■•••.• 

Woriaooat ; 

16.64 
.02 

14.55 
.02 

16.45 
.08 

14.28 
.08 

10.06 
.02 

10.10 

AdiiMMMi  easiB            

.02 

IVM  fmt^ , 

17.66 

15.47 

17.43 

15.26 

10.06 

10.12 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
lii^e  companies,  partly  on  account  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  furnace  costs,  although  this  probably  was 
not  the  case  f  o  any  great  extent.  It  is  very  plain,  however,  that  the 
large  companies  made  very  heavy  chaiges  for  depreciation  as  compared 
with  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessaryi  owing  to  the  more  elaborate  equipment  of  the  laige 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
facilitate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  imdoubtedly 
small  for  steel-making  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  large  and  small 
companies  shown  in  the  foregoing  table  may  be  noted,  namely,  $13.86 
per  ton  of  pig  iron  for  large  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

COMPABISON  OF  COSTS  OF  ALL  COMPANIES  AFTER  ELIMINATIOX   OF 

INTERMEDIATE  TRANSFER  PROFrTs. — There  wcre  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metalUc  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  elimination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  all  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  little  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.    The  average  furnace  cost  for  all 
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companies,  as  shown  on  the  books,  was  $13.13  per  ton  of  pig  iron, 
as  against  $11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
responding differences  existed  for  the  total  costs  before  and  after  such 
revisions.  Thus  the  total  book  cost  was  $13.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  margin  of  profit  to  furnish 
a  return  to  the  larger  investment  involved. 

Comparison  of  costs  of  large  and  small  companies  after 
EXCLUDING  intermediate  TRANSFER  PROFITS. — ^Thc  great  reductions 
in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  completely  integrated,  and  consequently  earned 
larger  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
namely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  little  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  while  that  for  the  large  companies  averaged 
$0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
tr&nsfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  '^  addi- 
tional costs"  of  the  lai^e  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  S2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.50  per  ton  (see  p.  24),  the  difference  would  have  been 
$3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
TO)  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  woiild  have  been  much  greater,  of  course,  than  in  the 
<^^^  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
&  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
<^^8e  of  other  kinds  of  pig  iron.    Moreover,  for  steel  products  made 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
large  companies,  partly  on  account  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  furnace  costs,  although  this  probably  was 
not  the  case  f  o  any  great  extent.  It  is  very  plain,  howcTer,  that  the 
large  companies  made  very  heavy  changes  for  depreciation  as  compared 
with  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessary,  owing  to  the  more  elaborate  equipment  of  the  large 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
facilitate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  undoubtedly 
small  for  steel-maldng  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  large  and  smaD 
companies  shown  in  the  foregoing  table  nmy  be  noted,  namely,  $13.86 
per  ton  of  pig  iron  for  large  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

COMPABISON  OF  COSTS  OF  ALL  COMPANIES  AFTER  ELIMINATION   OF 

INTBBMEDIATE  TBANSFEB  PEOFiTS. — ^There  Were  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metaUic  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  elimination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  fdl  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  little  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.    The  average  fiunace  cost  for  all 
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companies,  as  shown  on  the  books,  was  $13.13  per  ton  of  pig  iron, 
as  against  $11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
responding differences  existed  for  the  total  costs  before  and  af t^  such 
revisions.  Thus  the  total  book  cost  was  $13.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  margin  of  profit  to  furnish 
&  return  to  the  larger  investment  involved. 

COMPABISON    OF    COSTS    OF    LABOE    AND    SMALL    COMPANIES    AFTER 

iixcLUDiNG  INTERMEDIATE  TRANSFER  PROFrTs. — ^Thc  great  reductions 
in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  completely  integrated,  and  consequently  earned 
larger  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
nunely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  httle  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  while  that  for  the  large  companies  averaged 
S0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  '^addi- 
tional costs''  of  the  large  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  S2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.50  per  ton  (see  p.  24),  the  difference  would  have  been 
S3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
70)  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  would  have  been  much  greater,  of  course,  than  in  the 
case  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
a  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
case  of  other  kinds  of  pig  iron.    Moreover,  for  steel  products  made 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
large  companies^  partly  on  account  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  fiunace  costs,  although  this  probably  was 
not  the  case  f  o  any  great  extent.  It  is  very  plain,  howcTer,  that  the 
laige  companies  made  very  heavy  charges  for  depreciation  as  compared 
wiUi  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessary,  owing  to  the  more  elaborate  equipment  of  the  large 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
facilitate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  undoubtedly 
small  for  steel-making  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  lai^e  and  small 
companies  shown  in  the  foregoing  table  may  be  noted,  namely,  $13.86 
per  ton  of  pig  iron  for  laige  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

Comparison  of  costs  of  all  companies  after  elimination  of 
INTERMEDIATE  TRANSFER  PROFITS. — There  Were  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metalUc  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  eUmination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  all  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  little  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.    The  average  furnace  cost  for  all 
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companies,  as  shown  on  the  hooks,  was  $13.13  per  ton  of  pig  iron, 
as  against  S11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
responding differences  existed  for  the  total  costs  before  and  after  such 
revisioBs.  Thus  the  total  book  cost  was  $13.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  margin  of  profit  to  furnish 
a  return  to  the  larger  investment  involved. 

Comparison  of  costs  of  laroe  akd  small  companies  after 
ExcLuniNQ  INTERMEDIATE  TRANSFER  PROFITS. — ^Thc  great  reductions 
in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  complet'dy  integrated,  and  consequently  earned 
larger  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
namely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  little  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  while  that  for  the  large  companies  averaged 
$0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  '^  addi- 
tional costs"  of  the  large  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  $2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.50  per  ton  (see  p.  24),  the  difference  would  have  been 
$3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
70)  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  would  have  been  much  greater,  of  course,  than  in  the 
case  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
&  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
c^se  of  other  kinds  of  pig  iron.    Moreover,  for  steel  products  made 


58  THE  STEEL  INDUSTRY. 

CoMPABisoN  OF  BOOK  COSTS. — ^There  were  marked  differences  in  the 
costs  of  the  large  and  small  companies  as  shown  by  the  books  of 
account.  Thus  the  average  book  cost  of  ingots  at  the  steel  works 
for  all  companies  was  $16.64  per  ton;  for  large  companies  it  was  $16.45 
per  ton;  and  for  small  companies  $19.96  per  ton,  or  $3.51  per  ton 
higher  than  for  lai^e  companies.  This  difference  was  due  ddefly  to 
the  higher  cost  of  the  metal  used,  but  also  in  part  to  higher  costs 
for  other  items. 

The  book  cost  of  the  pig  iron  and  scrap  used  was  $14.73  per  ton  of 
steel  for  the  large  companies  and  $17.53  for  the  small  companies, 
giving  a  difference  of  $2.80  per  ton  in  favor  of  the  large  companies. 
A  part  of  this  difference  was  due  to  the  fact  that  the  small  concerns 
which  used  their  own  pig  iron  had  lugher  furnace  costs;  a  part  was 
due  to  the  fact  that  the  small  companies  had  to  purchase  a  much 
greater  proportion  of  the  pig  iron  used  than  the  large  companies,  and 
this  involved,  of  course,  paying  market  prices  and  freights  to  the  steel 
works  for  it  instead  of  furnace  costs.  The  large  companies  had  veiy 
little  expense  on  these  accounts,  as  they  purchased  a  comparatively 
small  proportion  of  their  pig  iron  during  this  five-year  period.  Never- 
theless, they  purchased  some,  and  this  tended  to  increase  the  aver- 
age cost  of  their  pig  iron  and  scrap  used. 

For  the  same  reasons  the  book  cost  of  manganese  was  higher  for 
the  small  companies  than  for  the  large  companies,  namely,  $0.37  per 
ton  of  steel,  as  against  $0.31. 

The  small  companies  were  also  at  a  disadvantage  with  respect  to 
the  cost  of  fuel — ^i.  e.,  coke  used  in  remelting  cold  pig  iron  and  scrap 
in  cupola  furnaces — ^this  book  cost  of  fuel  per  ton  of  steel  being  $0.46 
for  them,  as  against  $0.23  for  the  large  companies.  This  shows  dearlj, 
of  course,  not  only  the  much  greater  use  of  cold  metal,  but  also 
indirectly  confirms  the  statement  that  a  larger  proportion  of  the  pig 
iron  and  scrap  used  by  small  companies  was  purchased. 

Labor  costs  of  the  small  companies  were  also  higher,  their  average 
being  $0.89  per  ton  of  steel,  as  compared  with  $0.55  for  the  large 
companies.  This  was  partly  due  to  their  less  efficient  equipment  in 
labor-saving  devices,  smaller  volume  of  production,  etc.,  but  probably 
more  particularly  to  the  fact  that  they  bought  a  greater  proportion 
of  pig  iron  and  scrap,  so  that  a  greater  Qxpense  for  labor  in  remelting 
the  metal  at  the  cupola  furnaces  was  involved. 

The  fact  that  other  operating  expenses  were  higher  for  the  small 
companies  than  for  the  large  companies  was  chiefly  due  to  the  same 
reasons  just  given  with  respect  to  labor  cost.  These  were  $0.71  per 
ton  for  the  small  companies,  as  against  $0.63  for  the  large  companies. 

The  greater  works  cost  of  the  small  companies,  as  shown  on  the 
books,  was  partly  offset  by  lower  additional  expenses.  The  alloca- 
tions as  made  from  the  profit  and  loss  statements  were  only  $0.02  per 
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ton  of  steel  for  the  small  companies,  as  against  $0.98  for  the  large 
companies.    In  more  detail  these  were  as  follows: 

Large       Small 
Items.  com-        oom- 

ponies. 


(kngal  and  wterrilaiiaoas  agpense 
Depwriatfon...... 

TWaL. 


The  reasons  for  the  differences  and  the  criticism  of  them  are  sub- 
stantially the  same  as  for  Bessemer  pig  iron  (p.  50);  and  need  not  be 
repeated  here.  The  cumulative  character  of  these  a<lditional  costs, 
due  to  the  usual  system  of  charging  the  pig  iron  to  the  steel  works  at 
furnace  cost,  without  respect  to  the  additional  costs  shown  by  the 
Bureau,  has  already  been  explained  elsewhere  (p.  29).  Of  course, 
in  comparing  these  additional  costs  due  allowance  must  be  made 
for  the  fact  that  the  group  of  small  companies  varies  considerably 
for  each  product.  This  explains  why  the  additional  cost  for  these 
ingots  for  small  compames  is  less  than  the  additional  costs  for 
Bessemer  pig  iron  for  small  companies. 

The  total  book  costs  of  the  large  companies  and  of  small  companies 
per  ton  of  steel  were  $17.43  and  $19.98,  respectively,  showing  a 
difference  of  $2.55  per  ton. 

Instead  of  using  the  foregoing  additional  costs,  an  assumed  normal 
cost  for  g^ieral  expense  and  general  depreciation  for  Bessemer  steel 
works  may  be  used,  including,  of  course,  the  cumulative  cost  of 
pig  iron  on  the  same  basis  (see  p.  29),  namely,  $0.60  per  ton.  In 
that  case  the  total  cost  for  the  large  companies  would  be  $17.05 
and  for  the  small  companies  $20.56  per  ton — a  difference  of  $3.51. 

GOHPABISOK     OF     COSTS    AFTER    ELIMINATTOX     OF     INTERMEDIATE 

TRANSFER  FBOFiTs. — ^Tho  elimination  of  antecedent  profits  on 
transfers  of  materiab  used  greatly  reduced  the  costs  of  these 
Bessemer  billet  ingots  for  all  companies  combined,  these  effects 
being,  of  course,  much  more  conspicuous  for  the  large  companies 
than  for  the  smdl  companies. 

The  only  items  of  cost  affected  by  such  eliminations  were  pig  iron 
and  scrap,  manganese,  and  fuel  (coke). 

The  book  costs  for  all  companies  showed  a  cost  for  pig  iron  and 
scrap  of  $14.88  per  ton.  The  elimination  of  transfer  profits  made 
the  cost  $12.84^  or  $2.04  per  ton  lower.  This  transfer  profit  com- 
bines, of  course,  all  transfer  profits  in  the  ore  and  coke  used  in  the 
pig  iron,  as  well  as  any  profit  on  the  transfer  of  the  pig  iron  itself. 
Generally  speaking,  however,  the  pig  iron  was  not  transferred  at  a 
profit,  so  that  this  factor  was  of  very  slight  importance. 
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The  profits  in  manganese  relate  to  the  same  sources  as  for  pig 
iron,  being  small  quantities  of  profit  on  account  of  ore  and  coke  used 
in  making  ferromanganese  and  spiegeleisen,  as  well  as  for  transfer 
profits  for  this  material  itself.  Eliminating  the  transfer  profits,  the 
average  manganese  cost  for  all  companies  was  reduced  from  S0.31 
per  ton  of  steel  to  $0.28  per  ton. 

The  profits  eliminated  from  the  cost  of  fuel  relate  to  the  transfer 
profits  on  the  coke  used  in  the  cupola  furnaces.  The  quantity  of 
coke  required  for  this  purpose  is  very  small  per  ton  of  steel  produced. 
The  transfer  profits  on  such  coke  resulted  in  reducing  this  fuel  cost 
from  $0.24  per  ton  of  steel  to  $0.22  per  ton  for  the  average  of  all 
companies. 

The  total  book  cost  for  all  companies^  including  additional  costs, 
was  $17.56  per  ton;  the  elimination  of  transfer  profits  reduced  this  to 
$15.47  per  ton.  The  reduction  from  book  cost  was  therefore  $2.09 
per  ton. 

The  fact  that  these  reductions  were  greater  than  those  for  pig 
iron  is  due  chiefly  to  the  fact  that  more  than  1  ton  of  pig  iron  and 
scrap  is  required  to  produce  a  ton  of  steel,  on  account  of  waste  in 
conversion.  As  repeatedly  shown,  these  profits  go  back  chiefly  to 
the  raw  materials.  The  amount  of  transfer  profit  on  pig  iron  as  such 
was  of  very  Uttle  significance  against  the  total  tonnage  used. 

It  should  be  repeated  here  that  the  elimination  of  these  antecedent 
profits,  while  it  reduces  cost  and  tends  to  show  a  greater  margin 
between  cost  and  price,  makes  it  necessary,  on  the  other  hand,  to 
take  account  of  the  fact  that  the  investment  in  several  prior  stages 
of  production  must  be  covered  by  whatever  margin  of  profit  may 
result  therefrom. 

The  profits  eliminated  from  the  cost  of  Bessemer  biUet  ingots  had 
reference  chiefly  to  the  large  companies.  The  only  item  of  cost  of 
the  small  companies  which  was  affected  by  these  profit  eliminations 
was  pig  iron  and  scrap.  The  whole  discussion  of  the  revised  costs  of 
the  small  companies  may  be  dismissed,  therefore,  with  the  simple 
conmient  that  the  cost  of  the  pig  iron  and  scrap  was  reduced  from 
$17.53  per  ton  of  ingots  to  $16.67  per  ton,  giving  a  difference  of  $0.86 
per  ton.  An  equal  difference  naturally  resulted  in  the  revised  works 
costs  and  revised  total  costs  of  the  small  companies  with  respect  to 
this  product. 

For  the  large  companies,  the  elimination  of  transfer  profits  reduced 
the  cost  of  the  pig  iron  and  scrap  from  $14.73  per  ton  of  steel  to 
$12.62  per  ton,  giving  a  difference  of  $2.11  per  ton. 

The  change  in  the  cost  of  manganese  due  to  the  elimination  of 
transfer  profits  was  $0.03,  and  revised  manganese  costs  appear, 
therefore,  at  $0.28  per  ton. 

The  only  other  change  in  the  items  of  cost  resulting  from  the 
elimination  of  antecedent  transfer  profits  was  for  profits  included  in 
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the  book  cost  of  fuel — ^i.  e.,  cupola  coke.  The  average  book  cost 
per  ton  for  the  large  companies  was  $0.23,  which  was  reduced  to  $0.20 
per  ton  by  the  elimination  of  transfer  profit  on  the  cupola  coke. 

In  consequence  of  the  changes  in  these  three  items,  the  works  cost 
of  Bessemer  bUlet  ingots  for  the  lai^e  companies  was  reduced  from  a 
book  figure  of  $16.45  per  ton  to  $14.28  per  ton.  The  elimination  of 
the  transfer  profits  thus  reduced  the  book  cost  by  $2.17  per  ton. 
Corresponding  reductions  resulted,  of  course,  in  the  total  costs  of  the 
large  companies,  which  were  $17.43  and  $15.26  per  ton,  respectively. 

The  difference  in  total  cost  (excluding  transfer  profits)  between 
lai^e  and  small  companies,  as  shown  by  the  foregoing  table,  was 
13.86.  If  an  assumed  normal  charge  for  additional  general  expense 
and  depreciation  ($0.60)  were  added  to  the  works  cost  of  the  large 
and  small  companies,  the  difference  after  eliminating  transfer  profits 
would  have  been  $4.82  per  ton. 

Section  8.  Comparison  of  costs  of  Bessemer  rail  ingots. 

Bessemer  rail  ingots  are  practically  the  same  as  Bessemer  billet 
ingots,  except  that  the  steel  is  hardened  by  the  use  of  a  larger  pro- 
portion of  manganese,  which  tends  to  increase  the  cost  slightly. 
While  all  the  products  considered  in  this  chapter  were  produced 
in  the  same  districts,  and  by  the  same  companies  (so  far  as  each 
produced  the  products  under  consideration),  a  slight  variation  from 
this  rule  is  found  in  the  case  of  Bessemer  rail  ingots  and  raUs  (cf . 
p.  40),  by  the  inclusion  of  another  company  in  this  case.  This  does 
not  introduce,  however,  any  disturbiug  elements  of  substantial 
importance. 

The  following  table  gives  the  costs  of  Bessemer  rail  ingots  both 
before  and  after  the  elimination  of  antecedent  profits  from  transfers 
of  materials.  As  all  the  companies  making  rail  steel  were  large  con- 
cerns, only  one  group  is  presented  in  the  table. 

TiBu  14.— AVERAOS  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  RAIL  INGOTS  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  FOR  ALL  COMPANIES,  1903-1906. 

[15,405,210  tons.] 
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The  only  items  in  the  cost  of  Bessemer  rail  ingots  affected  by  the 
elimination  of  antecedent  profits  from  transfers  were  pig  iron  and 
scrap,  manganese,  and  fuel  (cupola  coke). 

The  book  cost  of  pig  iron  and  scrap  was  $14.45  per  ton  of  ingots, 
as  compared  with  $12.70  per  ton  after  the  elimination  of  transfer 
profits.  The  character  of  these  transfer  profits  has  been  already  ex- 
plained above  in  connection  with  Bessemer  billet  ingots  (p.  59). 

The  book  cost  of  the  manganese  was  $0.80  per  ton,  which  was 
reduced  to  $0.73  per  ton  by  the  elimination  of  transfer  profits. 
These  profits  go  back  to  the  ore  and  coke,  as  already  stated  (p.  60). 

The  transfer  profits  eliminated  from  the  item  of  fuel  relate  to  coke 
used  in  the  cupolas;  the  book  cost  of  fuel  was  reduced  thereby  from 
$0.15  to  $0.13  per  ton  of  ingots. 

In  consequence  of  these  changes  in  the  items  of  cost,  the  works.cost 
was  reduced  from  $16.54  per  ton,  as  shown  by  the  books,  to  $14.70. 

The  additional  costs  for  Bessemer  rail  ingots,  which  averaged  $1.05 
per  ton,  consisted  of  $0.51  for  general  and  miscellaneous  expenses  and 
$0.54  for  depreciation.  They  brought  the  total  book  cost  up  to 
$17.59  per  ton;  which,  after  deducting  transfer  profits,  became  $15.75 
per  ton. 

These  additional  costs  show  probably  about  a  normal  figure  for 
depreciation  (including  cumulative  additions  for  pig  iron  additional 
costs),  but  they  are  altogether  too  high  for  general  expenses.  A 
normal  figure  for  the  two  combined  is  estimated  at  $0.60  per  ton. 
This  would  make  the  total  book  cost  $17.14,  and  the  same  less  trans- 
fer profits,  $15.30.» 

As  stated  in  previous  cases  where  book  costs  and  these  revised  costs 
were  compared,  the  reduction  of  the  book  costs  by  eliminating  ante- 
cedent profits,  while  increasing  the  margin  of  profit  between  cost  and 
price,  also  makes  it  necessary  to  take  into  account  the  investment  in 
a  greater  number  of  stages  of  production. 

Section  9.  ComparisoB  of  costs  of  large  Bessemer  billets. 

For  the  districts  which  are  here  under  consideration  (p.  38),  about 
two-thirds  of  the  output  of  Bessemer  billet  ingots  was  used  in  making 
large  Bessemer  billets.  These  were  the  most  important  single  rolled 
product,  not  only  of  Bessemer  steel,  but  of  any  kind  whatever,  during 
the  period  under  consideration.  In  rolling  them  from  ingots  they  pass 
through  an  intermediate  stage  in  the  form  of  blooms,  for  which  costs 
are  sometimes  kept  separately.  Billets  are  a  semifinished  or  partly 
rolled  product,  which  are  used  either  immediately  or  finally  in  making 
a  great  variety  of  steel  commodities,  such  as  some  of  the  struc- 
tural material,  merchant  bar,  wire  rods,  etc.  Rails  and  plates,  and 
to  some  extent  structural  material,  are  not  rolled  from  billets,  but 
either  directly  from  ingots  or  from  blooms  (in  the  case  of  rails  and 
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structural  material)  or  slabs  (in  the  case  of  plates).  In  the  present 
cost  statements  for  billets  the  costs  for  the  blooming  mill  are  com- 
bined with  the  costs  for  the  billet  mill,  giving  the  cost  of  converting 
ingots  into  large  billets. 

The  costs  of  large  Bessemer  billets  both  before  and  after  the  elimina* 
tion  of  antecedent  profits  from  transfers  of  materialsi  and  distinguish- 
ing the  costs  of  large  and  small  companies,  are  given  in  the  following 
table: 

T4BLB  15.— AVSRAGB  BOOK  COST  PER  GROSS  TON  OF  LARGE  BESSEMER  BILLETS 
AND  COST  EXCLUDING  TRANSFER  PROFITS,  DIBTINOUISHINO  LARGE  AND  SICALL 
COMPANIES,  1902-1906. 
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Comparison  of  book  costs. — Comparison  may  be  made  first  of 
the  dififerences  between  the  average  book  costs  for  all  companies 
with  those  for  large  and  small  companies.  The  average  mill  cost 
of  large  Bessemer  billets,  as  shown  by  the  books,  was  $19.01  per 
ton  for  all  companies  and  $18.69  aod  $22.51,  respectively,  for  the 
large  and  small  companies.  Thus  the  average  mill  cost  of  the  large 
companies  was  $0.32  per  ton  lower  than  the  average  for  all,  while 
the  average  mill  cost  for  the  small  companies  was  $3.50  per  ton 
higher.  The  much  higher  mill  costs  of  the  small  companies  were  due 
chiefly  to  a  great  difference  in  the  average  cost  of  the  ingots  used, 
and  also  to  a  small  extent  to  higher  labor  costs. 

The  average  book  cost  of  ingots  used  was  $17.67  per  ton  for  all 
companies,  compared  with  $17.38  for  the  large  companies  and 
$20.91  for  the  small  companies.  The  difference  in  this  item  between 
the  large  and  small  companies,  namely,  $3.53  per  ton,  corresponds 
almost  exactly  to  the  difference  between  the  works  cost  of  Bessemer 
billet  ingots  for  the  large  and  the  small  companies  already  given 
(p.  57), 

There  were  also  marked  differences  in  labor  cost.  The  average 
for  all  companies  was  $0.53  per  ton,  as  compared  with  $0.51  for  the 
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large  companies  and  $0.76  for  the  small  companies.  The  chief 
cause  for  this  difference  is  probably  found  in  differences  in  average 
output  per  mill,  but  partly  also  to  differences  in  labor-saving  devices. 

Against  these  lower  mill  costs,  however,  the  large  companies  had 
much  higher  additional  costs,  namely,  $1.20  for  the  laige  companies 
as  compared  with  $0.03  for  the  small  companies.  As  already  ex- 
plained (p.  29),  most  of  this  additional  cost  is  an  accumulation  of 
additional  costs  in  prior  stages  of  production,  which  does  not  appear 
in  the  cost  of  the  ingots  used,  because  these  were  generally  trans- 
ferred at  works  cost.  These  additional  costs  were  invariably  much 
heavier  for  the  large  companies,  and,  as  already  explained,  were 
generally  unduly  high  for  them,  both  for  general  expense  and  de- 
preciation, while  too  low  for  the  small  companies. 

The  details  of  this  additional  cost  were  as  follows: 


Small 
Items.  com-         oom- 

panles. 

General  and  mJaoellaneous  expense. 
Depreciation 

Total 

The  criticism  of  these  items  is  in  part  the  reverse  of  that  for  the 
similar  items  previously  considered  (p.  59).  In  this  case  the  depre- 
ciation appears  too  low  for  the  large  companies,  although  the  general 
expense  is  much  too  high.  For  the  small  companies  these  charges 
appear  entirely  inadequate. 

On  account  of  these  inequalities  in  additional  costs  the  differences 
in  total  book  costs  were  not  so  great  for  the  large  and  small  com- 
panies as  the  differences  in  mill  costs. 

The  average  total  book  cost  for  all  companies  was  $20.11  per  ton  of 
lai^e  Bessemer  billets,  for  large  companies  $19.89,  and  for  small  com- 
panies $22.54  per  ton.  The  difference  in  total  book  cost  between 
the  large  and  small  companies,  therefore,  was  $2.65  per  ton. 

If  instead  of  the  above  additional  costs  an  assumed  normal  cost 
of  $1.10  per  ton  be  taken  (including  cumulative  additions  for  pig 
iron  and  ingots),  the  difference  in  total  book  cost  between  large  and 
small  companies  would  be  $3.82. 

Comparison  of  costs  after  elimination  of  intermedute 
TRANSFER  PROFITS. — The  elimination  of  antecedent  profits  from 
transfers  of  materials  tended  to  reduce  the  average  costs  for  all 
companies,  this  effect  being  very  pronounced  for  the  lai^e  com- 
panies and  of  much  less  importance  for  the  small  companies.  The 
only  item  of  cost  which  was  affected  in  any  case  by  the  revision  was 
that  for  the  ingots  used. 
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The  book  costs  of  ingots  used  for  all  the  companies — $17.67  per 
ton  of  billets — ^was  reduced  to  $15.46  per  ton  by  the  deduction  of 
transfer  profits.  The  transfer  profits  so  deducted  comprise,  of  course, 
all  the  transfer  profits  in  prior  stages  of  production  affecting  the 
cost  of  this  item  from  the  ore,  coke,  p^  iron,  ingots,  etc. 

The  average  mill  costs  of  large  Bessemer  billets  for  all  companies 
were  reduced  from  a  book  figure  of  $19.01  per  ton  to  $16.80  by  the 
elimination  of  these  transfer  profits.  In  a  similar  manner  the  total 
book  cost  was  reduced  from  $20.11  per  ton  to  $17.90.  The  final 
differences  were  exactly  the  same,  of  course,  as  the  differences  in 
the  cost  of  ingots  used,  which  are  given  above.  They  were  naturally 
a  little  greater  than  for  the  corresponding  costs  of  Bessemer  billet 
ingots,  because  a  little  more  than  1  ton  of  ingots  is  required  to  make 
a  ton  of  billets. 

As  stated  in  discussing  these  costs  for  the  preceding  products, 
while  the  elimination  of  antecedent  profits  tends  by  lowering  costs 
to  show  a  greater  margin  between  costs  and  prices,  it  also  makes  it. 
necessary  to  compare  this  greater  margin  of  profit  with  a  greater 
total  investment. 

The  elimination  of  antecedent  profits  affected  chiefiy  the  costs  of 
the  large  companies.    The  cost  of  ingots  was  the  only  item  affected. 

For  tibe  large  companies  the  elimination  of  transfer  profits  reduced 
the  cost  of  ingots  from  $17.38  per  ton  of  billets  to  $15.05,  a  difference 
of  $2.33  per  ton.     , 

The  same  differences  naturally  appear  in  the  mill  costs  in  each 
case,  the  elimination  of  transfer  profits  reducing  the  original  figure 
of  $18.69  to  $16.36. 

In  exactly  the  same  way  the  total  book  cost  of  large  companies 
of  $19.89  per  ton  of  billets  was  reduced  to  $17.56. 

The  elimination  of  transfer  profits  reduced  the  cost  of  ingots  for 
small  companies  from  a  book  figure  of  $20.91  per  ton  of  billets  to 
$20.06  per  ton,  or  by  $0.85  per  ton.  A  corresponding  difference 
appears  for  the  mill  costs  as  shown  on  the  books  ($22.51)  and  the 
revised  mill  costs  ($21.66),  and  likewise  between  the  total  book  cost 
($22.54)  and  the  revised  total  costs  ($21.69). 

Comparing  the  large  and  small  companies,  the  difference  in  total 
cost  was  $4.13  after  eliminating  transfer  profits. 

If,  however,  instead  of  taking  these  additional  costs  as  a  basis  an 
assumed  normal  cost  of  $1.10  were  used,  the  difference  would  be 
$5.30. 

Section  10.  Comparison  of  costs  of  Bessemer  rails. 

During  the  period  here  under  consideration,  namely,  1902  to  1906, 
practically  the  whole  rail  production  of  the  country  was  from  Besse- 
mer steel.     The  figures  of  rail  costs  which  are  presented  below 
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include  the  most  important  and  efficient  mills  which  produced 
Bessemer  rails^  and,  as  abeady  shown  (p.  38),  77.1  per  cent  of  the 
total  production  of  the  entire  country. 

The  following  table  gives  the  book  costs  of  heavy  Bessemer  rails, 
and  the  same  costs  after  the  elimination  of  antecedent  transfer  profits. 
As  all  the  companies  making  heavy  Bessemer  rails  were  large  com- 
panies, only  one  group  is  shown  in  the  table. 

Tabls  16.— average  BOOK  COST  PER  GROSS  TON  OF  HEAVY  BESSEMER  RAH^  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  FOR  ALL  COMPANIES,  1903-1906. 

[10,618,799  tons.] 


Items  of  cost 

Book 
cost. 

Exclad- 

transfer 
profita. 

IlMK>t9 

S17.52 
1.16 
1.30 

115.05 

Labor 

1.16 

Other  operatliiff 

1.30 

Mill  cost 

19.98 
L29 

17.51 

Additional  costs 



1.29 

Total  cost 

21.37 

18.80 

The  only  item  of  cost  affected  by  the  elimination  of  antecedent 
profits  was  that  of  the  ingots  used. 

The  average  book  cost  of  ingots  used  was  $17.52  per  ton  of  rails. 
This  was  reduced  to  $15.05  by  the  elimination  of  transfer  profits,  or 
by  S2.47.  The  transfer  profits  thus  excluded  relate  in  a  greater  or 
less  degree  to  all  the  successive  antecedent  stages  of  the  business 
(^L^cept  the  transfer  of  ingots  to  the  rail  mill). 

The  average  mill  cost  of  rails,  which  on  the  books  stood  at  $19.98 
per  ton,  was  reduced  to  $17.51. 

The  mill  cost  as  shown  by  the  cost  sheets  was  increased  by  the 
allotted  additional  expense  from  the  profit  and  loss  statements  by 
$1.29  per  ton,  of  which  $0.62  was  for  general  and  miscellaneous 
expenses  and  $0.67  for  depreciation.  There  is  no  doubt  that  in  this 
case  this  allocation  of  depreciation  chaises  gives  too  low  a  rate  for 
rails  (including  the  cumulative  depreciation  on  account  of  pig  iron 
and  ingots),  while  the  general  expenses  are  probably  too  high  for  this 
product.  The  total  amount  is  probably  a  fairly  reasonable  one. 
Added  to  the  mill  costs,  they  give  $21.27  as  the  average  total  book 
cost,  which  after  the  profit  eliminations  described  above  was 
reduced  to  $18.80. 
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Wlule  the  cost  of  rails  is  thus  greatly  reduced,  the  margin  of  profit 
between  this  cost  and  the  prevailing  prices  is  consequently  increased; 
it  must,  therefore,  be  constantly  borne  in  mind  that  the  investment 
which  must  be  covered  by  the  profit  shown  is  also  greatly  increased. 


SectioiL  11.  Smnmary  of  total  costs  on  basis  of  assumed  normal  charges 
for  additional  costs. 

In  the  cost  statements  in  the  foregoing  chapter  (and  also  in  Chap, 
ni),  certain  inconsistencies  in  the  additional  costs  have  been  noted 
in  connection  with  particular  products,  which  were  in  part  due  to 
the  use  of  an  arbitrary  rule  in  allocating  the  general  expense  and 
general  depreciation,  but  also  to  the  fact  that  there  were  great  dif- 
ferences in  the  way  different  companies  conducted  their  business 
and  kept  their  accounts. 

Hence  certain  assumed  normal  additional  costs  were  given  in  each 
case  in  order  to  give  what  was  thought  to  be  a  fairer  estimate  of  total 
cost  and  also  to  make  a  fairer  comparison  between  the  total  costs  of 
the  large  and  small  companies.  These  assumed  normal  costs  are  as 
follows:  Pig  iron,  $0.50;  Bessemer  ingots,  $0.60;  Bessemer  billets, 
Sl.lO;  Bessemer  rails,  $1.30. 

It  w^l  be  convenient,  therefore,  to  summarize  the  total  costs  arrived 
at,  by  the  use  of  these  assumed  additional  costs,  in  a  single  table. 
For  this  purpose  it  is  sufficient  to  show  the  furnace,  works,  or  mill 
costs  and  the  total  costs  for  the  products  whose  costs  are  discussed 
in  this  chapter.  These  are  given  in  the  following  table,  distinguish- 
ing (1)  book  costs  and  (2)  book  costs  less  transfer  profits  for  each  of 
the  groups  of  companies  which  have  been  discussed. 
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Table  17.— TOTAL  COSTS  PER  GROSS  TON  FOR  SPECIFIED  PRODUCTS,  ARRIVED  AT  BY 
ADDING  TO  THE  AVERAGE  HILL  COSTS,  AS  SHOWN  BY  THE  COST  SHEETS,  AN  AS- 
SUMED  NORMAL  CHARGE  IN  PLACE  OF  COMPUTED  ADDITIONAL  COSTS  (GENERAL 
EXPENSE  AND  DEPRECIATION),  AND  THE  SAME  TOTAL  COSTS  EXCLUDING  TRANS- 
FER PROFITS,  1902-1906. 


All  companies. 

Large  companies. 

Small  oompanics. 

« 

Book 
oost. 

Exclud- 
ing 
tzaosfer 
piufits. 

Book 
cost. 

Exclud- 
ing 
transfer 
profits. 

Book 
oost 

Ezdod- 

taamfer 
profits. 

Bessemer  pig  iron: 

Furnace  oost 

813.18 
13.63 
12.29 
12.79 
16.64 
17.24 
16.64 
17.14 
19.01 
20.11 
19.96 
21.28 

811.84 
11.84 
n.30 
11.80 
14.65 
15.15 
14.70 
15.80 
16.80 
17.90 
17.61 
18.81 

813.04 
13.54 
1^17 
12.67 
16.45 
17.05 

8U.11 
11.61 
11.11 
11.61 
14.28 
14.88 

814.  U 
14.68 
18.81 
14.31 
19.96 
20.56 

814.12 

Total  cost  (with  assomed  addltloa  of 
10.60  per  ton) 

14.62 

Basic  pig  iron: 

Furnace  cost 

13.58 

10.50  ner  ton) 

14.00 

BesBsmer  billet  ingots: 

Works  cost 

19.10 

Total  cost  (with  assumed  addition  of 
10.60  Der  ton) 

19.70 

Bessemer  rail  ingots:^ 

Works  cost. 

Total  cost  (with  assomed  addition  of 
80.60  ner  ton) 

Large  Bessemer  billets: 

Milloost 

18.09 
19.79 

16.36 
17.46 

22.61 
23.61 

21. « 

Total  cost  (with  assumed  addition  of 
81.10  Der  ton) 

2176 

Heavy  Bessemer  rails:  > 

Milloost 

Total  oost  (with  assumed  addition  of 
81.30  TMr  ton) 

r 

1  No  small  companies. 

The  general  effect,  it  will  be  remembered,  of  subetitutiiig  these 
assumed  normal  charges  for  general  expense  and  general  depreciation 
C additional  costs")  in  place  of  the  arbitrary  allocations  from  data 
shown  in  profit  and  loss  statements  was  to  reduce  the  total  costs  of 
all  products  for  the  average  costs  of  all  companies  in  each  instance 
except  billets  and  rails,  and  still  more  so  for  the  group  of  laige  com- 
panies. On  the  other  hand,  this  method  of  fixing  these  additional 
costs  raised  the  average  total  costs  of  small  companies  for  the  same 
products  in  every  instance  (except  for  rail  ingots  and  rails,  for  which 
no  small  companies  had  any  production). 

Section  12.  LimitatioiLS  and  interpretation  of  foregoing  cost  data. 

As  previously  stated,  the  elimination  of  antecedent  profits  from 
the  costs  as  shown  by  the  books  of  the  companies  could  not  safely  be 
carried  beyond  the  products  discussed  above  with  the  data  available 
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to  the  Bureau,  particularly  because  the  quality  of  the  steel  used  for 
many  roUed  products  was  not  generally  specified. 

It  might  appear,  nevertheless,  that  the  foregoing  discussion  of 
costs,  eliminating  transfer  profits,  in  connection  with  the  book  costs 
of  other  finished  steel  products  would  afford  a  means  of  roughly 
estimating  the  net  costs  of  such  other  more  highly  manufactured 
products,  and  to  a  certain  extent  this  is  undoubtedly  true.  For 
example,  the  net  cost  of  ingots  produced  as  computed  by  the  Bureau, 
together  with  the  data  as  to  waste,  would  afford  a  means  of  revising 
the  net  cost  of  ingots  used  in  making  structural  steel  from  ingots. 
To  this  could  be  added  the  costs  above  materials  and  any  addi- 
tional costs  shown  by  the  books  of  account.  A  still  simpler  and 
rougher  method  would  be  to  deduct  the  difference  between  net  cost 
and  book  cost  of  ingots  from  tlie  book  cost  of  ingots  used.  Beally  a 
greater  difference  should  be  deducted  if  the  ingots  used  are  the  same 
as  those  for  which  the  production  costs  are  given,  on  accoimt  of  ihe 
change  in  the  cost  of  waste.  The  costs  above  materials  would  give 
all  other  items  of  mill  cost. 

There  are  two  serious  objections,  however,  to  such  an  attempt 
to  estimate  net  costs  for  other  products.  In  the  first  place,  the 
quality  of  steel  used  is  not  always  known,  and  it  makes  a  great  dif- 
ference whether  it  was  Bessemer  or  basic.  Most  of  the  structiu*al 
steel  for  which  the  costs  are  shown  was  of  Bessemer  steel,  but  the 
plates  were  to  a  large  extent  of  basic  open-hearth  steel.  The  greater 
part  of  the  sheets  and  almost  all  the  wire  rods  for  which  cost  data  are 
presented  were  likewise  made  from  Bessemer  steel.  Nevertheless, 
except  perhaps  for  wire  rods,  there  would  be  a  considerable  proba- 
bility of  error  on  this  account  if  net  costs  were  estimated  in  the 
manner  indicated. 

In  the  second  place,  the  costs  of  production  differed  widely  between 
different  plants,  so  that  the  average  production  cost  for  all  the  con- 
cerns producing  a  certain  product  would  afford  no  exact  indication 
of  the  cost  of  this  same  product  for  the  particular  concerns  which 
famished  the  material  used  for  making  a  given  product  in  a  succeed- 
ing stage  of  production.  This  would  be  especially  true  of  a  product 
like  billets,  which  may  be  used  for  producing  wire  rods,  merchant 
bars,  and  other  articles.  The  particular  quantities  of  billets  suppUed 
for  making  wire  rods  might  come  from  different  plants  from  those 
used  for  making  merchant  bars,  and  have  considerably  different 
costs  of  production. 

For  these  reasons,  as  well  as  other  technical  difficulties,  the  Bureau 
refrained  from  estimating  such  costs,  and  confined  its  attention  to 
the  cost  computations  given  above,  which  involved  the  deduction  of 
actual  amounts  of  profit  for  the  several  companies  whose  costs  were 
averaged. 


70  THB  STEEL  INDUSTRY. 

The  foregoing  statements  of  costs,  including  and  excluding  the 
antecedent  transfer  profits,  show  in  a  broad  way  the  effect  of  such 
profits  on  the  costs  of  products.  They  do  not  show  the  effect  of  such 
profits  exactly,  because  it  was  not  possible  to  ascertain  all  such 
profits,  although  there  is  no  doubt  that  the  great  bulk  of  such  trans- 
fer profits  was  ascertained  and  eliminated;  moreover,  from  the 
nature  of  the  transactions  and  the  character  of  the  records  kept,  no 
system  of  distributing  such  profits  can  be  exact.     (See  note,  p.  122.) 

The  elimination  of  the  actual  antecedent  profits  for  transfers  does 
not  give,  of  course,  an  ideal  or  perfect  integration  cost,  even  for  the 
lai^e  companies,  because  all  thelai^ecompaniesincluded  werenot  com- 
pletely or  equally  integrated.  The  Steel  Corporation  was,  of  course, 
integrated  very  thoroughly  with  respect  to  all  stages  of  production 
and  manufacturing;  but  several  of  the  other  large  companies  were  not 
so  fully  integrated,  often  being  obliged  to  purchase  a  part  of  their 
materials  of  production.  Hence,  the  average  result  for  the  revised 
costs,  exclusive  of  transfer  profits,  is  somewhat  higher  than  it  would 
be  had  the  integration  been  absolutely  complete. 

Finally,  the  caution  should  be  reiterated  that  when  these  net  costs 
are  considered  it  is  absolutely  necessary  to  have  regard  to  the  fact  that 
whatever  margin  of  profit  may  be  found  between  them  and  the  prices 
of  the  respective  products,  this  margin  of  profit  must  be  compared 
with  a  larger  investment — i.  e.,  furnish  the  return  to  investment  not 
only  on  the  immediate  stage  of  production,  but  also  on  all  anterior 
stages  comprehended,  back  to  and  including  the  production  of  the 
raw  materials. 

Section  13.  Effect  of  Steel  Corporation's  transportation  profits  on  the 
cost  of  its  ore. 

General  oharagter  of  transportation  profits. — ^The  profits 
which  were  eliminated  from  the  costs  of  raw  materials  and  finished 
products  in  the  foregoing  sections  related  entirely  to  transfer  profits 
on  materials  which  were  included  in  such  costs.  It  was  made  clear, 
however,  that  in  addition  to  these  transfer  profits  there  were  transpor* 
tation  profits  earned  by  these  concerns  which  also  had  an  important 
relation  to  the  net  costs  of  such  products.  These  transportation 
profits  relate  to  three  classes  of  agencies,  namely,  railroads.  Lake 
vessels,  and  docks  for  the  transshipment  of  ore. 

While  each  of  these  classes  of  transportation  facilities  were  pos- 
sessed by  several  of  the  companies  whose  costs  have  been  averaged, 
the  only  company  for  which  they  were  of  any  great  importance  was 
the  Steel  Corporation.  For  the  Steel  Corporation  these  transporta- 
tion agencies  were  not  only  of  extraordinary  importance,  but  they 
also  yielded  to  the  Corporation  in  connection  with  ore  traffic  a  very 
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large  profit.  As  has  been  shown  in  Part  I  of  this  report,  aheady  pub- 
lished, the  Steel  Corporation  owns  two  raihoads  operating  in  the  Lake 
ore  mining  districts,  and  particularly  in  the  Mesabi  Range,  which  were 
of  unusual  importance  for  this  traffic,  namely,  the  Duluth  &  Iron 
Range  Railroad,  and  the  Duluth,  Missabe  &  Northern  Railway.  It 
also  owns  the  largest  fleet  of  ore-carrying  vessels  on  the  Great  Lakes, 
which  is  operated  under  the  name  of  the  Pittsburgh  Steamship  Co. 
At  lower  Lake  ports  it  owns,  besides  several  important  docks 
serving  plants  located  on  the  Great  Lakes,  other  docks  for  trans- 
shipping ore  destined  for  points  beyond,  and  in  particular  the  Pitts- 
burgh &  Conneaut  Dock  Co.  This  dock  is  operated  in  connection 
with  the  Bessemer  &  Lake  Erie  Railroad,  which  is  owned  by  the  Steel 
Corporation  and  which  furnishes  it  with  the  means  of  transporting  its 
ore  from  the  Great  Lakes  to  the  Pittsburgh  district.  At  its  terminal  in 
the  Pittsburgh  district  the  Bessemer  &  Lake  Erie  Railroad  connects 
with  a  belt  line  known  as  the  Union  Railroad,  another  subsidiary 
of  the  Steel  Corporation,  which  serves  the  various  plants  of  the  Steel 
Corporation  in  that  district. 

TTie  Steel  Corporation  has  other  important  railway  properties  used 
for  the  transportation  of  ore,  particularly  in  the  Chicago  district, 
where  two  of  its  railways,  namely,  the  Chicago,  Joliet  &  Eastern,  and 
the  Chicago,  Lake  Shore  &  Eastern,  connect  its  ore  docks  with  all  of 
its  plants  in  that  locaUty. 

By  means  of  these  various  transportation  facilities  the  Steel  Cor- 
poration is  enabled  to  carry  the  great  bulk  of  its  ore  from  the  mines 
to  Uie  manufacturing  plants  where  it  is  consumed.  In  the  Tnining 
region  only  a  small  part  of  its  ore,  namely,  that  portion  mined  on  the 
Old  Ranges  in  Michigan  and  Wisconsin,  is  necessarily  transported  by 
other  railroads.  On  the  Great  Lakes,  however,  the  Corporation  ships 
a  very  considerable  part  of  its  total  ore — ^rather  more  than  one-third — 
bj  independent  Lake  carriers.  Moreover,  inasmuch  as  south  of  the 
Great  Lakes  a  number  of  its  furnaces  can  not  be  reached  by  its  own 
railways,  it  is  obliged  to  transport  a  considerable  part  of  its  ore  ship- 
ments on  other  railway  lines. 

Certain  of  these  transportation  agencies,  particularly  the  two  ore 
roads  in  the  ore-mining  region,  the  Lake  ore  vessels,  the  ore  docks, 
and  the  Bessemer  &  Lake  Erie  Railroad,  are  primarily  carriers  of  ore. 
The  ore  tonnage  of  the  Union  Railroad  is  also  very  heavy.  For  the 
other  carriers  mentioned,  however,  the  transportation  of  ore  is  of 
secondary  importance.  Consequently  it  is  not  practicable  to  deter- 
mine with  any  satisfactory  degree  of  accuracy  the  profits  obtained 
from  the  carriage  of  ore  except  for  those  agencies  which  have  just 
been  mentioned. 
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Method  of  detebbciking  tbakspobtation  profits  on  ore  from 
GROSS  receipts  THEREON. — ^Where  railroads  or  other  carriers  handle 
several  commodities^  it  is  of  course  quite  evideht  that  there  is  gener- 
ally no  possibility  of  determining  with  absolute  exactness  the  amount 
of  profit  from  each.  A  large  part  of  the  costs  of  the  business  can 
not  be  allocated  to  particular  lines  of  traffic,  and  consequently  their 
particular  profits  can  not  be  determined.  Inasmuch  as  the  ore  trafl&c 
was  the  chief  business  of  these  ore  carriers,  the  Bureau  regarded  it  as 
reasonable  to  allot  to  the  ore  traffic  the  same  proportions  of  the  total 
net  operating  profit  as  the  gross  receipts  from  the  ore  traffic  bore  to 
the  gross  receipts  from  all  traffic.  It  is  certain  that  this  does  not 
tend  to  magnify  the  profit  attributable  to  ore. 

Indeed;  this  method  of  computation  probably  underestimates  the 
net  profit  from  ore  traffic — ^first,  because  the  rates  and  receipts  from 
ore  were  unusually  high,  and  second,  because  the  direct  cost  of 
handling  the  traffic  was  relatively  low.  That  the  ore  rates  were 
high  is  evidenced  by  the  fact  that  on  the  railroads  in  the  ore  r^ion 
they  averaged  about  1  cent  per  ton  mile  during  this  period.^  On 
other  railroads  they  were  also  relatively  high,  though  not  in  the  same 
degree.  That  the  direct  costs  of  conducting  the  ore  traffic  were  low 
is  plain  when  it  is  considered  that  this  commodity  is  generally  handled 
in  trainloads. 

The  same  principle  would  hold  true  in  the  case  of  the  Pittsbui^h 
Steamship  Co.  It  was  also  undoubtedly  true  of  the  Bessemer  &  Lake 
Erie.  In  the  case  of  the  Union  Railroad  it  is  possible  that  the  ore 
profits  were  relatively  no  greater,  or  possibly  not  as  great,  as  for  the 
other  traffic  on  that  road,  which  is  considerable;  but  taking  the  car- 
riers south  of  the  Lakes  together  there  can  be  no  question  whatever 
that  the  total  net  profits  here  assigned  the  ore  understate  the  facta. 

The  data  for  estimating  these  profits  on  the  basis  indicated  for  the 
calendar  years  1902  to  1906,  inclusive,  were  furnished  by  the  Steel 
Corporation. 

Estimated  net  profits  of  Steel  Corporation  on  transpor- 
tation OF  ORE. — The  following  table  shows  the  gross  receipts  from 
all  freight  traffic  and  the  gross  receipts  from  ore,  together  with  the 
net  operating  profit  from  all  traffic,  as  reported  by  the  Steel  Cor- 
poration. As  already  explained,  the  Bureau's  estimate  of  the  net 
profit  from  ore  is  computed  on  the  assumption  that  it  bore  the  same 
ratio  to  the  total  net  operating  profits  as  the  gross  receipts  from  ore 
bore  to  the  gross  receipts  from  all  freight  traffic. 

i  These  rates  have  recently  been  reduced.   (See  p.  70.) 
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TiBLB  18.— TOTAL  ESTIMATED  NET  PROFITS  OF  STEEL  CORPORATION  ON  TRANS- 
PORTATION OF  ORE  (INCLUDINa  ORE  SHIPMENTS  OF  OUTSIDERS)  FROM  MININQ 
REGIONS  TO  FX7RNACS8  BT  COMPANIES,  1002-1006. 


Cwxien. 

Oroa  receipts. 

Gross  receipts 
from  ore. 

Total 

ziet  operating 

profits. 

Esthnated 

net  operating 

profits  from 

ore.i 

832,037,040.42 
32,104,324.00 
41,622,827.08 
23,661,680.07 
12,661,02L07 

t26,500,173.84 

28,570,826.08 

37,602,370.08 

14,274,443.61 

6,804,815.07 

815,703,230.47 

18,426,574.07 

0,743,161.46 

0,642,528.76 

4,028,873.56 

$13,017,515.60 

DafaiUi.  Minabe  A  Northern  Ry 

16,417.332.68 

PittBlKirgh  Steamship  Co 

0,307,035.63 

Besemer  A  Lake  Erie  R.  R 

5,834,472.20 

UniaiiR.R. 

2,646,025.80 

I  ittsbori^  &  Coonemt  Dock  Co.,  aod 

oUifT docks ... 

15.571,121.88 

1 

Total 

142,108,404.34 

113,982,630.48 

58,444,378.22 

52,883,503.36 

I  While  tbeae  are  derived  by  proportion  from  the  total  net  operating  profit  and  the  gross  earnings  from 
ore  and  total  grass  eamings,  this  was  worked  out,  of  course,  by  years  and  should  not  be  computed  from  tha 
five-year  totals. 

*  Partly  estimated  from  gross  receipts  and  partly  reported  directly. 

The  profits  of  the  Steel  Corporation  from  the  transportation  of  ore, 
in  SO  far  as  they  can  be  estimated,  as  shown  in  the  foregoing  table, 
include  the  profits  earned  on  the  ore  shipments  of  outsiders.  It  is  a 
fair  question  whether  in  estimating  the  net  result  to  the  Steel  Cor- 
poration in  respect  to  its  position  as  a  producer  of  ore  and  manu- 
facturer of  iron  and  steel  products,  the  full  amoimt  of  this  profit  should 
not  be  deducted  from  the  cost  of  its  ore.  Looking  at  the  problem 
from  a  broad  standpoint  rather  than  a  cost-accounting  standpoint, 
the  Bureau  is  inclined  to  the  opinion  that  this  would  be  a  reasonable 
and  proper  method  for  determining  the  full  and  complete  net  results 
to  the  Steel  Corporation.  However,  from  a  strict  cost-accounting 
point  of  view,  in  order  to  determine  the  cost  of  ore  at  lower  Lake  ports 
or  other  points,  it  is  quite  proper  to  limit  the  profits  to  be  taken  into 
consideration  to  those  which  are  earned  by  the  Steel  Corporation  on 
the  carriage  of  its  own  ore.  This  is  the  practice  of  the  Steel  Corpo- 
ration in  determining  its  own  integration  costs  (see  p.  94),  and  after 
discussion  of  the  matter  with  representatives  of  the  Corporation  the 
Bureau  has  accepted  it  for  the  purpose  of  the  present  computation. 
Hence,  from  the  amount  of  profit  on  the  transportation  of  ore  shown 
in  the  foregoing  table,  it  is  necessary  to  deduct  that  part  of  the  profit 
which  was  earned  on  the  carriage  of  outside  ore.  These  profits  on 
outside  ore  are  computed  as  follows: 

Duluth  A  Iron  Range  R.  R $4,331,334.87 

Duluth,  Miasabe  &  Northern  Ry 1,482,129.95 

Pittebuigh  Steamship  Co 522,871.43 

Total 6,336,336.25 

The  profits  of  the  other  transportation  agencies  noted  in  the  fore- 
going table  are,  so  far  as  the  Bureau's  information  goes,  earned 
entirely  on  the  transportation  or  handling  of  the  Steel  Corporation's 
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own  ore.  Deducting  the  above  profits  on  outside  ore  from  the  total 
net  profits  earned  by  the  Steel  Corporation  on  the  transportation  of 
ore  shown  in'  the  above  table,  gives  the  profit  earned  by  the  Steel 
Corporation  from  the  carriage  of  its  own  ore,  which  in  the  aggregate 
was  $46,547,167.11. 

The  significance  of  this  aggregate  profit  of  the  Steel  Corporation 
on  the  transportation  of  its  own  ore  with  respect  to  the  net  cost  of 
ore  can  be  best  shown  by  comparing  it  with  the  total  deliveries  of  the 
Steel  Corporation's  ore  at  lower  Lake  ports  during  tliis  same  period 
(1902-1906),  namely,  77,304,164  tons.  Distributed  over  this  ton- 
nage, the  foregoing  profits  amounted  to  a  trifle  over  $0.60  per  ton  of 
ore.  Of  this,  $0.42  was  earned  on  the  transportation  of  ore  to  lower 
Lake  ports.  This  amount  per  ton  shows  practically  what  may  be 
deducted  from  the  average  cost  of  ore  of  the  Steel  Corporation  at 
lower  Lake  ports.  The  total  average  amount  per  ton,  namely, 
$0.60,  is  the  deduction  to  be  made  from  the  cost  of  ore  at  the  blast 
furnaces  in  order  to  determine  the  total  effect  of  transportation 
profits  on  the  cost  of  the  Corporation's  ore  used  in  making  pig  iron. 

These  profits,  as  akeady  stated,  are  figured  against  its  total  deliv- 
eries at  lower  Lake  ports  as  a  convenient  common  denominator. 
These  deUveries  were  nearly  the  same  as  the  furnace  consumption. 
Of  course,  the  actual  profit  on  transportation  for  a  given  lot  of  ore 
would  vary  between  one  specific  shipment  as  compared  with  another 
according  to  its  origin  and  destination.  On  the  other  hand,  it  would 
make  no  difference  what  the  quality  of  the  ore  was.  The  fairest  way 
to  show  the  total  effect  of  such  profits  is  in  the  form  stated  above. 

It  should  be  noted  that  this  average  profit  is  that  on  the  ore  of  the 
Steel  Corporation  alone,  and  should  not,  of  course,  be  applied  to  the 
average  ore  costs  for  the  large  companies  given  in  section  2  of  this 
chapter. 

Effect  of  this  transportation  profit  on  costs  of  iron  and 
STEEL  PRODUCTS. — ^This  large  profit  of  the  Steel  Corporation  on  the 
transportation  of  its  own  ore  is  an  exceedingly  important  factor  in 
its  net  cost  of  manufacture  for  iron  and  steel  products,  owing  to  the 
fact  that  approximately  1.9  tons  of  Lake  ore,  on  the  average,  includ- 
ing both  Bessemer  and  non-Bessemer  ores,  were,  during  this  period, 
required  to  produce  1  ton  of  pig  iron.  This  ore  profit  assumes 
increased  importance  in  the  costs  for  pig  iron,  and  still  further  impor- 
tance in  the  costs  of  steel  products,  owing  to  the  fact  that  in  each 
successive  stage  there  is  some  further  loss  of  material.  It  is  not  in- 
tended, however,  at  this  place  to  take  up  the  relation  of  this  profit  to 
the  cost  of  the  iron  and  steel  products  of  the  Steel  Corporation  for  this 
period  (1902-1906).  Li  Chapter  VII  the  "integration"  costs  of  the 
Corporation  for  the  year  1910—  that  is,  the  costs  after  deducting  both 
the  intermediate  transfer  profits  and  the  Corporation's  profit  on  the 
transportation  of  its  ore — will  be  shown  according  to  its  own  records. 


CHAPTER  VI. 
COMPABISOV  OF  1902-1906  COSTS  WITH  PEESElfT  COSTS. 

Section  I.  IntrodiLCtory. 

The  average  costs  for  1902  to  1906,  as  already  stated  (p.  7),  were 
too  elaborate  to  be  brought  down  to  date.  Furthermore,  it  was 
reasonably  certain  that  an  average  for  such  a  recent  five-year  period 
would  be  representative  of  present  conditions.  There  had  been 
no  important  changes  since  then  in  the  fimdamental  conditions 
of  the  industry,  such  as  the  character  of  ore  and  fuel  used,  and  no 
very  marked  changes  in  the  operating  conditions,  such  as  wages  of 
labor,  transportation  charges,  or  technical  methods.  In  fact,  in  so 
far  as  changes  had  occurred  in  operating  conditions,  it  was  likely  that 
they  would  to  a  considerable  extent  offset  each  other.  Thus  an 
increase  in  wages  would  be  partly  offset  by  increased  volume  of  output 
and  a  greater  application  of  labor-saving  devices. 

The  Bureau  did  not  leave  the  determination  of  this  question  to 
a  priori  arguments,  however,  but  obtained  considerable  information 
from  various  companies  concerning  the  actual  changes  in  cost  in  the 
principal  branches  of  production  and  manufacture. 

The  primary  question  to  be  determined  was  whether  there  had 
been  any  increase  in  the  cost  of  producing  the  raw  materials,  and  if 
this  was  so  whether  such  increase  in  cost  had  been  offset  by  any  added 
economy  in  converting  them  into  iron  and  steel.  The  examination 
of  this  subject,  therefore,  is  divided  into  two  parts — (1)  the  cost  of 
production  of  ore  and  coke  and  limestone  and  (2)  the  costs  above 
materials  in  making  pig  iron,  steel,  and  some  of  the  chief  rolled 
products. 

The  costs  for  1902  to  1906  will  be  compared,  therefore,  with  those 
for  the  most  recent  year  available,  namely,  1910.  Certain  compari- 
sons, particularly  for  ore,  will  combine  a  greater  number  of  years 
smce  1902  to  1906  to  show  more  clearly  the  general  average  conditions 
in  recent  years  as  compared  with  1902  to  1906. 

Section  2.  Comparison  of  the  costs  of  raw  materials. 

The  costs  of  ore  and  coke  are,  of  course,  fundamental  for  the  pro- 
duction of  pig  iron,  steel,  and  steel  products.  Limestone  forms 
such  a  comparatively  small  item  of  cost  and  is  so  abimdant  in  all 
r^ons  that  changes  in  respect  thereto  are  insignificant.  The  item 
of  limestone  in  pig-iron  costs  can  be  conveniently  covered  by  a  simple 
comparison  of  what  the  pig-iron  cost  sheets  themselves  show. 
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Ore. — ^The  Bureau  obtained  the  book  costs  of  Lake  ore  at  lower 
Lake  ports  for  all  the  mines  of  the  Steel  Corporation  for  the  whole 
period  1902  to  1910,  inclusive,  and  also  the  costs  of  two  other  impor- 
tant interests  mining  Lake  ore  for  the  period  1902  to  1909,  indusiye. 
As  the  tonnage  of  these  two  latter  companies  formed,  however,  but  a 
small  proportion  of  the  total,  the  lack  of  them  for  the  year  1910  does 
not  have  any  material  effect  on  the  average  cost  for  the  period  1907 
to  1910.  There  is  Uttle  doubt  that  if  they  were  included  the  average 
cost  would  tend  to  be  a  Uttle  lower  rather  than  higher.  This  is  evi- 
dent from  the  following  facts,  namely,  that  the  average  for  these  two 
concerns  in  1909  was  $2.61  per  ton  as  against  $2.63  per  ton  for  the 
Steel  Corporation,  while  the  latter  showed  a  sudden  increase  to 
$2.88  per  ton  in  1910  due  in  part  to  the  Hill  royalties,  which  are 
discussed  below  (p.  77).  This,  of  course,  would  not  have  affected 
the  costs  of  the  other  companies.  Moreover,  its  effect  on  the  aver- 
age for  all  the  companies  for  the  four  years  1907  to  1910  was,  of 
course,  small. 

The  following  table  shows  the  average  book  cost  of  ore  for  all  three 
companies  at  lower  Lake  ports  in  substantially  the  same  form  as  that 
already  used,  divided  into  two  groups  of  years,  namely,  1902  to  1906, 
inclusive,  and  1907  to  1910,  inclusive. 

Tablk  19.— comparison  OF  AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORE 
AT  LOWER  LAKE  PORTS  FOR  1902-1906,  INCLUSIVE,  WITH  1907-1910,  INCLUSIVE,  FOB 
THE  STEEL  CORPORATION  AND  TWO  OTHER  LARGE  COMPANIES. 


IteniA  of  cost. 

1902-1906 
(8S.0R2,551 
tons). 

1 

1907-1910 » 
(88^3.156 
tons).      1 

Items  of  cost. 

1902-1906 

(88,082,561 

tons). 

1907>1910> 

(88.833,156 

tons). 

Labor 

10.43 
.21 
.03 
.13 
.26 

1 

10.35  ' 
.20  1 
.11  ' 
.13 
.29 

Rail  freight 

to.  70 
.74 

ia74 

OthPF  Tn{n{n9 

Lake  freight 

.72 

Cost  at  lower  Lake 
mrts 

stripping  and  development . 
Depredation 

2.49 
.09 

2.54 

Royalty 

General  charges 

.16 

Total  book  cost 

Cost  at  mine 

1.05 

1.06 

2.58 

2.79 

>  For  1910  includes  the  costs  of  the  Steel  Corporation  only. 

In  the  first  place,  it  should  be  noted  that  these  costs  cover  a  very 
large  quantity  of  ore,  namely,  88,082,551  tons  for  the  five  years  1902 
to  1906  (an  average  quantity  of  17,616,510  tons  per  annum),  and 
88,833,156  tons  for  the  four  years  1907  to  1910  (an  average  quantity 
of  22,208,289  tons  per  annum).  For  the  two  periods  stated  they 
cover  60.8  per  cent  and  56.3  per  cent,  respectively,  of  the  total  tonnage 
mined  on  the  Lake  Superior  ranges. 

The  total  book  cost  at  lower  Lake  ports,  as  shown  by  the  combined 
cost  sheets,  for  the  period  1902  to  1906  was  $2.58,  while  for  the  period 
1907  to  1910  it  was  $2.70  per  ton,  showing  an  increase  of  $0.12  per  ton 
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of  ore.  The  direct  labor  expense  in  mining  showed  a  decrease  from  an 
average  of  $0.43  per  ton  for  the  period  1902  to  1906  to  S0.35  for  the 
period  1907  to  1910,  a  reduction  of  $0.08  per  ton.  This  was  undoubt- 
edly due  to  two  causes — (1)  a  greater  proportion  of  the  production  in 
the  second  period  was  from  the  Mesabi  Range,  where  the  labor  costs  of 
mining  are  generally  lower,  and  (2)  there  were  more  open-pit  mines 
worked  in  the  second  period  than  in  the  first,  for  which  mine  labor 
and"other  mining"  costs  average  less  per  ton.  The  "other  mining" 
items,  however,  showed  a  decrease,  namely,  from  $0.21  to  $0.20 
per  ton.  The  lower  labor  costs  are  offset  by  increased  charges  for 
stripping,  which,  in  part,  was  the  cause  of  'such  lower  costs. 
This  item,  so  far  as  ascertainable,  is  therefore  shown  separately, 
although  it  might  be  treated  as  a  part  of  depreciation  for  improve- 
ments. Stripping  operations,  however,  are  sometimes  charged  in  the 
direct  mining  costs  of  labor,  supplies,  etc.,  about  70  per  cent  of  the 
cost  being  for  labor.  These  operations,  by  enabling  the  extraction  of 
ore  from  open  pits  instead  of  through  shafts,  etc.,  reduce  the  direct 
operating  expenses.  The  stripping  cost  increased  from  an  average  of 
$0.03  per  ton  for  the  period  1 902  to  1 906  to  $0. 1 1  per  ton  for  the  period 
1907  to  1910,  an  increase  of  $0.08  per  ton.  This  was  practically  an 
offset  to  the  lower  labor  and  "other  mining"  cost  just  noted  of  $0.09 
per  ton.  The  increase  in  stripping  is  unduly  exaggerated  in  this 
comparison,  however,  because  in  the  first  years  covered  by  these 
comparisons,  especially  1902,  1903,  and  1904,  none  of  the  mines 
showed  the  costs  for  this  item  separately,  though  they  were  then 
relatively  small. 

The  item  of  depreciation  is  to  some  degree  arbitrary  in  amount. 
It  averaged  $0.13  per  ton  for  the  period  1902  to  1906,  and  was  the 
same  also  for  the  period  1907  to  1910. 

The  average  royalty  for  the  period  1902  to  1906  was  $0.25  per  ton, 
as  against  $0.29  for  the  period  1907  to  1910,  showing  an  increase  of 
$0.04  per  ton.  This  increase  in  average  royalty  was  partly  due  to 
the  inclusion  of  the  abnormally  high  royalties  paid  by  the  Steel  Cor- 
poration on  the  "Hill  lease,"  which  have  been  discussed  in  some 
detail  in  Part  I  of  this  report.  Inasmuch  as  the  Steel  Corporation 
has,  since  Part  I  of  this  report  of  the  Bureau  was  published,  given 
notice  of  the  cancellation  of  this  lease  (to  take  effect  Jan.  1,  1915), 
these  abnormally  high  royalties  will  not  form  a  permanent  and 
increasing  burden  on  the  ore  industry  of  the  Lake  region  after  that 
date.  Indeed,  they  should  not  be  regarded  as  a  normal  increase  in 
the  cost  of  producing  ore  even  at  the  present  time,  inasmuch  as  the 
purpose  of  this  lease,  in  the  opinion  of  the  Bureau,  was  to  mo- 
nopolize the  ore  reserves  of  the  Lake  region.  The  quantitative  effect 
of  these  Hill  royalties  is  partly  indicated  in  the  average  royalty  cost 
of  the  Steel  Corporation  in  1910.     (See  p.  95.)     If  the  Hill  royalties 
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and  the  tonnage  of  ore  mined  from  the  Hill  leases  were  eliminated 
from  the  Steel  Corporation's  royalty  cost  in  1910,  the  average  royalty 
for  that  company  would  have  been  only  $0.28  per  ton,  instead  of  $0.34, 
a  difference  of  $0.06  per  ton. 

The  average  cost  at  mine  for  the  period  1902  to  1906  was  $1.05 
per  ton,  and  for  the  period  1907  to  1910  it  was  $1.08,  an  increase  of 
$0.03  per  ton. 

The  cost  of  transporting  ore  by  rail  from  the  mines  to  upper  Lake 
ports  averaged  $0.70  per  ton  for  the  period  1902  to  1906  and  $0.74 
for  the  period  1907  to  1910,  an  increase  of  $0.04  per  ton.  This  was 
not  due,  however,  to  any  change  in  freight  rates,  but  to  the  fact  that  in 
the  second  period  a  greater  proportion  of  the  total  tonnage  was  mined 
from  the  Mesabi  Range,  which  has  a  higher  freight  rate  than  the 
Michigan  ranges. 

For  Lake  freights,  on  the  other  hand,  there  was  a  slight  decrease 
in  cost,  the  average  for  1902  to  1906  being  $0.74  per  ton,  as  against 
$0.72  for  1907  to  1910,  showing  a  decline  of  $0.02  per  ton.  Lake 
freights,  unlike  rail  freights,  were  changed  from  year  to  year.  In 
spite  of  the  greater  proportion  of  ore  shipped  from  the  Mesabi  Range 
(which  has  a  relatively  high  Lake  freight),  the  general  decline  in 
Lake  rates  resulted  in  a  small  decline  in  the  average  Lake  freight. 

Taken  together,  the  rail  and  Lake  freights  for  1907  to  1910  showed 
a  slight  increase,  namely,  $0.02  per  ton  more  than  in  1902  to  1906. 

The  cost  at  lower  Lake  ports,  exclusive  of  general  administrative 
charges  and  taxes,  averaged  $2.49  for  the  period  1902  to  1906,  as 
compared  with  $2.54  per  ton  for  1907  to  1910,  an  increase  of  $0.05 
per  ton. 

There  was  a  marked  increase  in  the  general  charges  for  admims- 
tration,  depreciation,  and  taxes,  namely,  from  an  average  of  $0.09  per 
ton  in  the  first  period  as  compared  with  $0.16  in  the  second  period, 
showing  a  difference  of  $0.07  per  ton.  The  greater  part  of  this  in- 
crease was  due  to  increases  in  the  taxes  on  ore  companies.  While 
the  Bureau  does  not  commit  itself  to  the  propriety  of  chaining  prop- 
erty taxes  into  the  costs  of  production,  it  has  included  them  in  all 
the  foregoiQg  statements  of  cost  of  production,  according  to  a 
common  practice  of  commercial  accounting. 

The  total  book  cost  at  lower  Lake  ports  thus  arrived  at  averaged, 
as  stated  above,  $2.58  for  the  period  1902  to  1906  and  $2.70  for  the 
period  1907  to  1910,  an  increase  of  $0.12  per  ton. 

These  costs  are  all "  book  costs, "  i.  e.,  there  has  not  been  any  deduc- 
tion of  transportation  profits  on  ore  of  the  Steel  Corporation  or  of 
the  other  companies  whose  costs  are  combined  in  this  average.  If 
these  had  been  eliminated,  there  is  no  question  that  the  integrated 
cost  so  arrived  at  would  have  been  lower  for  the  period  1007  to  1910 
than  for  the  period  1902  to  1906.    This  would  be  so,  because  (1)  a 
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greater  proportion  of  Mesabi  ore  was  produced  in  the  period  1907  to 
1910  than  in  the  prior  period,  upon  the  shipments  of  which  the  Steel 
Corporation's  transportation  profits  chiefly  accrue,  and  (2)  the  rates 
of  profit  per  ton  of  ore  on  the  Steel  Corporation's  two  railroads  in  the 
ore  region  were  considerably  higher  in  the  period  1907  to  1910  than 
in  the  prior  period,  as  is  plainly  indicated  by  a  marked  decrease  in  the 
average  ratio  of  operating  expense  to  gross  receipts  for  these  roads. 

Another  fact  of  great  importance  in  considering  the  present  costs 
of  Lake  ore,  as  well  as  the  probable  costs  for  the  next  few  years,  as 
distinguished  from  the  comparison  for  the  two  periods  covered  by  the 
foregoing  table,  is  found  in  the  recent  change  made  in  the  rail  rates  on 
ore  from  the  Mesabi  and  Vermilion  Ranges.  During  the  latter  part 
of  1911  (and  since  the  publication  of  the  first  part  of  this  report)  the 
Steel  Corporation  announced  reductions  in  the  rail  rates  for  the 
Mesabi  and  Vermilion  Ranges  as  follows :  The  Mesabi  rate  was  reduced 
from  $0.80  per  gross  ton  to  $0.60  per  gross  ton,  and  the  several  Ver- 
milion rates  of  $0.90  and  $1  per  gross  ton  were  reduced  to  a  flat  rate 
of  $0.60  per  gross  ton.  Just  what  effect  these  reductions  will  have  on 
the  cost  of  ore  at  lower  Lake  ports  depends,  of  course,  on  the  particular 
toimages  shipped  from  each  range.  For  the  mines  whose  costs  for 
the  period  1907  to  1910  are  comprised  in  the  foregoing  table  (Table 
19)  the  reduction  in  average  freight  rate  would  be  about  $0.17  per 
ton,  and  this  would  result  in  a  reduction  in  the  average  cost  at  lower 
Lake  ports  of  an  equal  amount  per  ton.  Taking  the  average  book 
costs  of  the  period  1907  to  1910  as  a  basis,  the  cost  of  ore  at  lower 
Lakeportswouldbereduced  thereby  from  $2.70  per  ton  to  $2.53,  and 
this  ore  cost  would  be  $0.05  per  ton  lower  than  the  average  cost  for 
the  period  1902  to  1906,  namely,  $2.58  per  ton. 

Looking  merely  at  the  book  cost  of  Lake  ore  for  the  years  1907  to 
1910  as  compared  with  that  for  1902  to  1906,  there  would  appear, 
therefore,  to  be  an  increase  of  about  $0.12  per  ton.  Consideringi 
however,  the  lower  ore  rates  now  prevailing,  it  is  clear  that  the  costs 
of  ore  at  the  present  time  (1912)  are  probably  lower  than  those  in 
the  period  1902  to  1906. 

Coke. — ^For  all  practical  purposes  the  question  whether  there  has 
been  an  increase  since  1902  to  1906  in  the  cost  of  coke  used  in  making 
pig  iron  is  determined  by  a  comparison  of  the  costs  for  Connellsville 
beehive  coke.  The  data  on  this  point  available  to  the  Bureau  are 
less  complete  than  for  Lake  ore,  and  consist  (1)  of  average  costs 
for  the  Steel  Corporation's  Connellsville  coke  for  the  period  1902  to 
1906  and  for  the  single  year  1910,  and  (2)  of  average  costs  of  Connells- 
ville coke  for  two  important  independent  companies  for  the  periods 
1902  to  1906  and  1907  to  1909.  The  latter  may  be  conveniently 
taken  up  first. 
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The  costs  for  these  two  mdependent  companies  can  not  be  shown 
by  items  because  in  one  case  the  cost  was  figured  with  the  cost  of  coal 
at  the  ovens,  and  in  the  other  case  was  a  cost  which  included  an 
item  of  freight  to  ovens  in  the  cost  of  coal.  The  significant  figures, 
however;  are  the  total  costs  of  the  coke,  which  for  the  two  companies 
combined  were  as  follows: 


Periods. 


1902-1906  (5  yean). 
1907-1900  (3  years). 


Tonnage. 


5,345,280 
3,049,560 


per  net  ton. 


S2.<B 
2.U 


From  this  comparison  it  appears  that  there  was  a  small  increase 
in  the  cost  of  Connellsville  beehive  coke,  namely,  $0.09  per  net  ton. 
While  the  production  was  considerable,  it  was,  of  course,  only  a  small 
part  of  the  total,  and  can  not  be  regarded  as  conclusive  as  to  the 
change  in  average  cost. 

The  second  comparison  to  be  presented  is  that  of  the  average  book 
cost  for  the  total  production  of  the  H.  C.  Frick  Coke  Co.  for  1902  to 
1906,  inclusive,  with  the  average  book  cost  for  the  single  year  1910. 
This  is  shown  in  the  following  table: 

Tablb  20.-COMPARISON  OF  COST  PER  NET  TON  OF  CONNELLSVILLE  BESmVE  COKE 

OF  THE  H.  C.  FRICK  COKE  CO.  FOR  190»-1906  WITH  1910. 


Items  of  cost. 

190^1906 

1910 

Labor 

to.  04 
.24 
.14 

IL07 

other  ODeratlncr '. ,,^, ,,,-., ^.-^^..^ .-, ..--, 

.30 

nepreciatlon , 

.18 

Total 

L32 

L55 

1  Includes  materials  and  supplies,  general  expense  (admlnistratian,  taxes,  and  insoraaoe),  toss  credits  for 
profits  on  tenements,  blacksmlthing,  liuins,  etc. 

According  to  the  foregoing  table,  there  was  a  marked  increase  in 
the  cost  of  producing  coke  in  1910  as  compared  with  the  average  of 
the  five  years  1902  to  1906,  inclusive,  namely,  $0.23  per  net  ton. 

It  is  quite  probable  that  if  the  average  for  the  period  1907  to  1910 
was  given  instead,  the  increase  would  have  been  decidedly  less. 
However,  in  the  absence  of  definite  figures,  the  Bureau  prefers  to 
accept  this  statement  for  the  purposes  of  the  present  comparison. 
Furthermore,  in  view  of  the  importance  of  the  Frick  company  and 
the  immense  tonnage  it  produces,  it  is  disposed  to  disregard  the  pre- 
ceding comparison  for  the  two  independent  companies  whose  costs 
showed  a  much  smaller  increase. 
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Limestone. — ^The  Bureau  did  not  attempt  to  ascertain  the  direct 
costs  of  production  of  limestone  because  this  cost  was  a  small  item 
per  ton  of  pig  iron  and  the  conditions  of  the  industry  were  such  that 
it  did  not  seem  necessary.  For  the  purpose  of  determining  whether 
there  has  been  any  important  change  in  the  cost  of  the  raw  material, 
the  pig-iron  cost  sheets  afford  sufficiently  conclusive  evidence. 

For  such  a  comparison  it  is  preferable^  of  course,  to  compare  pig- 
iron  costs  which  do  not  show  any  considerable  change  in  the  quantity 
of  ore  and  coke  used  per  ton  of  pig  iron.  A  good  basis  for  this  is 
found  in  the  limestone  costs  for  Bessemer  pig  iron  at  three  large 
furnace  plants  of  the  Steel  Corporation  for  the  five-year  period  1902 
to  ld06  and  for  the  year  1910.  These  are  shown  in  Table  21  (p.  82) 
in  connection  with  the  costs  of  pig  iron.  The  costs  and  quantities 
used  per  ton  of  pig  iron  produced  were  as  follows: 

1910 


LtTMntone  ccwt  per  ton  of  pig  iron ia40  10.40 

Gnns  tons  of  limestone  used  per  ton  of  pig  iron 0.447  0.443 

The  limestone  costs  were  identical  per  ton  of  pig  iron  for  the  five- 
vear  period  and  for  the  year  1910.  Furthermore,  there  was  substan- 
tially no  change  in  the  quantity  required  per  ton  of  pig  iron. 

It  may  be  concluded,  therefore,  that  neither  the  cost  of  production 
of  limestone  itself  nor  the  cost  of  limestone  used  in  the  production 
of  Bessemer  pig  iron  has  changed  in  any  significant  degree. 

In  the  case  of  basic  pig  iron,  however,  it  may  be  that  there  has  been 
a  slight  increase  in  limestone  costs  per  ton  of  pig  iron  made,  due  to 
lower  average  iron  content  of  ores  used,  but  the  available  data  do  not 
furnish  any  reliable  evidence  on  this  point. 

Section  3.  Costs  above  materials  of  pig  iron,  Bessemer  steel,  and  heavy 
standard  rails. 

In  the  preceding  section  the  costs  of  the  raw  materials  for  the  period 
1902  to  1906  have  been  compared  with  the  costs  for  subsequent  years, 
and  it  has  been  shown  that  there  was  a  small  increase  in  the  actual 
costs  of  raw  materials  used  in  making  pig  iron.  Furthermore,  it  was 
shown  that  at  the  present  time  (1912)  the  cost  of  the  most  important 
raw  material  is  probably  less  rather  than  greater. 

The  next  question  to  be  determined  is  whether  the  costs  other  than 
materials,  or,  as  they  are  usually  called,  costs  above  materials,  in  the 
manufacture  of  pig  iron,  steel,  and  rolled  products  have  increased  or 
decreased.    Obviously,  no  further  attention  need  be  paid  to  the  raw 
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own  ore.  Deducting  the  above  profits  on  outside  ore  from  the  total 
net  profits  earned  by  the  Steel  Corporation  on  the  transportation  of 
ore  shown  in  the  above  table^  ^ves  the  profit  earned  by  the  Steel 
Corporation  from  the  carriage  of  its  own  ore,  which  in  the  aggr^ate 
was  $46,547,167.11. 

The  significance  of  this  aggregate  profit  of  the  Steel  Corporation 
on  the  transportation  of  its  own  ore  with  respect  to  the  net  cost  of 
ore  can  be  best  shown  by  comparing  it  with  the  total  deliveries  of  the 
Steel  Corporation's  ore  at  lower  Lake  ports  during  this  same  period 
(1902-1906),  namely,  77,304,164  tons.  Distributed  over  this  ton- 
nage, the  foregoing  profits  amounted  to  a  trifle  over  $0.60  per  ton  of 
ore.  Of  this,  $0.42  was  earned  on  the  transportation  of  ore  to  lower 
Lake  ports.  This  amount  per  ton  shows  practicsdly  what  may  be 
deducted  from  the  average  cost  of  ore  of  the  Steel  Corporation  at 
lower  Lake  ports.  The  total  average  amount  per  ton,  namely, 
$0.60,  is  the  deduction  to  be  made  from  the  cost  of  ore  at  the  blast 
furnaces  in  order  to  determine  the  total  effect  of  transportation 
profits  on  the  cost  of  the  Corporation's  ore  used  in  making  pig  iron. 

These  profits,  as  already  stated,  are  figured  against  its  total  deliv- 
eries at  lower  Lake  ports  as  a  convenient  common  denominator. 
These  deliveries  were  nearly  the  same  as  the  furnace  consumption. 
Of  course,  the  actual  profit  on  transportation  for  a  given  lot  of  ore 
would  vary  between  one  specific  shipment  as  compared  with  another 
according  to  its  origin  and  destination.  On  the  other  hand,  it  would 
make  no  difference  what  the  quality  of  the  ore  was.  The  fairest  way 
to  show  the  total  effect  of  such  profits  is  in  the  form  stated  above. 

It  should  be  noted  that  this  average  profit  is  that  on  the  ore  of  the 
Steel  Corporation  alone,  and  should  not,  of  course,  be  applied  to  the 
average  ore  costs  for  the  large  companies  given  in  section  2  of  this 
chapter. 

Effect  of  this  transportation  profit  on  costs  of  iron  and 
STEEL  products. — ^This  large  profit  of  the  Steel  Corporation  on  the 
transportation  of  its  own  ore  is  an  exceedingly  important  factor  in 
its  net  cost  of  manufacture  for  iron  and  steel  products,  owing  to  the 
fact  that  approximately  1.9  tons  of  Lake  ore,  on  the  average,  includ- 
ing both  Bessemer  and  non-Bessemer  ores,  were,  during  this  period, 
required  to  produce  1  ton  of  pig  iron.  This  ore  profit  assumes 
increased  importance  in  the  costs  for  pig  iron,  and  still  further  impor- 
tance in  the  costs  of  steel  products,  owing  to  the  fact  that  in  each 
successive  stage  there  is  some  further  loss  of  material.  It  is  not  in- 
tended, however,  at  this  place  to  take  up  the  relation  of  this  profit  to 
the  cost  of  the  iron  and  steel  products  of  the  Steel  Corporation  for  this 
period  (1902-1906).  In  Chapter  VII  the  "integration"  costs  of  the 
Corporation  for  the  year  1910 — that  is,  the  costs  after  deducting  both 
the  intermediate  transfer  profits  and  the  Corporation's  profit  on  the 
transportation  of  its  ore — will  be  shown  according  to  its  own  records. 
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that  the  book  costs  of  the  ore  (net  metaUic  mixture)  and  coke  are  not 
net  costs  (i.  e.,  they  are  costs  based  on  transfer  prices,  which  include 
profits  paid  to  the  Steel  Corporation's  ore  and  coke  companies),  and 
hence  the  differences  between  them  do  not  even  tend  to  show  a 
difference  in  real  net  cost. 

Consideration  is  given,  therefore,  simply  to  the  items  of  labor 
cost  and  "other  operating"  costs.  It  appears  from  the  table  that 
for  these  furnace  plants  the  average  cost  for  labor  was  $0.67  per 
ton  of  Bessemer  pig  iron  for  the  five-year  period  1902  to  1906  and 
$0.48  for  the  year  1910,  a  decline  of  $0.19  per  ton.  This  marked 
reduction  in  cost  was  probably  due  to  a  more  effective  appUcation  of 
labor-saving  methods.  The  other  operating  costs  averaged  $0.73 
per  ton  of  pig  iron  for  the  five-year  period  and  $0.43  for  the  year  1910, 
a  decline  of  $0.30  per  ton.  The  chief  cause  for  this  decline  was  the 
more  extensive  utilization  of  a  by-product  of  the  furnace,  namely, 
blast-furnace  gas,  which,  so  far  as  used  in  steel  works,  rolling  mills, 
and  other  producing  departments  of  the  same  plant,  is,  of  course, 
credited  to  the  blast-furnace  plant.  It  is  true  that  such  deduction 
for  costs  of  making  pig  iron  were  not  as  carefully  kept  in  the  five- 
year  period  1902  to  1906  as  in  the  year  1910,  so  that  the  real  gain  in 
this  respect  was  less  than  the  cost  sheets  indicate.  On  the  other 
hand,  the  costs  above  materials  for  making  pig  iron  into  steel  and 
for  rolling  steel  must  have  been  understated  in  the  five-year  period 
in  a  corresponding  degree.  As  will  be  shown  later,  such  costs  have 
in  fact  shown  a  slight  increase  for  certain  products,  which  are  com- 
pared, and  this  increase  may  be  partly  explained  by  this  difference 
m  the  methods  of  cost  accounting.  However,  if  full  credit  is  to  be 
given  for  the  increase  in  the  latter  costs,  full  credit  should  also  be 
given  for  the  decrease  in  pig-iron  costs.  Hence,  it  is  proper  to  com- 
pare these  costs  as  they  are  shown  in  the  cost  sheets  themselves. 
The  total  reduction  in  the  ''other  operating"  costs  at  the  blast 
furnaces  was  not  due  solely  to  this  particular  credit  item  for  gas,  but 
also  in  part  to  other  improvements  in  furnace  operation. 

The  total  cost  above  materials  of  Bessemer  pig  iron  for  these 
furnaces,  therefore,  averaged  $1.40  per  ton  for  the  five-year  period 
1902  to  1906,  as  compared  with  $0.91  for  1910,  showing  a  decline 
of  no  less  than  $0.49  per  ton. 

In  converting  the  chief  raw  materials  (ore  and  coke)  into  pig  iron, 
there  were  certain  changes  involved  in  the  cost  of  these  raw  materials 
independent  of  the  cost  of  producing  them.  These  arose  from  dif- 
ferences in  the  average  quality  used,  such  as  iron  content,  or  from 
differences  in  the  skill  used  in  combining  them  (furnace  practice). 

The  net  metallic  mixture  required  to  produce  a  ton  of  Bessemer  pig 
iron  averaged  1.84  gross  tons  for  the  five-year  period  1902  to  1906  and 
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own  ore.  Deducting  the  above  profits  on  outside  ore  fix)m  the  total 
net  profits  earned  by  the  Steel  Corporation  on  the  transportation  of 
ore  shown  in'  the  above  table,  gives  the  profit  earned  by  the  Steel 
Corporation  from  the  carriage  of  its  own  ore,  which  in  the  aggregate 
was  $46,547,167.11. 

The  significance  of  this  aggregate  profit  of  the  Steel  Corporation 
on  the  transportation  of  its  own  ore  with  respect  to  the  net  cost  of 
ore  can  be  best  shown  by  comparing  it  with  the  total  deliveries  of  the 
Steel  Corporation's  ore  at  lower  Lake  ports  during  this  same  period 
(1902-1906),  namely,  77,304,164  tons.  Distributed  over  this  ton- 
nage, the  foregoing  profits  amounted  to  a  trifle  over  $0.60  per  ton  of 
ore.  Of  this,  $0.42  was  earned  on  the  transportation  of  ore  to  lower 
Lake  ports.  This  amount  per  ton  shows  practically  what  may  be 
deducted  from  the  average  cost  of  ore  of  the  Steel  Corporation  at 
lower  Lake  ports.  The  total  average  amount  per  ton,  namely, 
$0.60,  is  the  deduction  to  be  made  from  the  cost  of  ore  at  the  blast 
furnaces  in  order  to  determine  the  total  effect  of  transportation 
profits  on  the  cost  of  the  Corporation's  ore  used  in  making  pig  iron. 

These  profits,  as  already  stated,  are  figured  against  its  total  deUv- 
eries  at  lower  Lake  ports  as  a  convenient  common  denominator. 
These  deliveries  were  nearly  the  same  as  the  furnace  consumption. 
Of  course,  the  actual  profit  on  transportation  for  a  given  lot  of  ore 
would  vary  between  one  specific  shipment  as  compared  with  another 
according  to  its  origin  and  destination.  On  the  other  hand,  it  would 
make  no  difference  what  the  quality  of  the  ore  was.  The  fairest  way 
to  show  the  total  effect  of  such  profits  is  in  the  form  stated  above. 

It  should  be  noted  that  this  average  profit  is  that  on  the  ore  of  the 
Steel  Corporation  alone,  and  should  not,  of  course,  be  applied  to  the 
average  ore  costs  for  the  large  companies  given  in  section  2  of  this 
chapter. 

Effect  of  this  tkanspoetation  profif  on  costs  of  ebon  and 
STEEL  products. — ^This  large  profit  of  the  Steel  Corporation  on  the 
transportation  of  its  own  ore  is  an  exceedingly  important  factor  in 
its  net  cost  of  manufacture  for  iron  and  steel  products,  owing  to  the 
fact  that  approximately  1.9  tons  of  Lake  ore,  on  the  average,  includ- 
ing both  Bessemer  and  non-Bessemer  ores,  were,  during  this  period, 
required  to  produce  1  ton  of  pig  iron.  This  ore  profit  assumes 
increased  importance  in  the  costs  for  pig  iron,  and  still  further  impor- 
tance in  the  costs  of  steel  products,  owing  to  the  fact  that  in  each 
successive  stage  there  is  some  further  loss  of  material.  It  is  not  in- 
tended, however,  at  this  place  to  take  up  the  relation  of  this  profit  to 
the  cost  of  the  iron  and  steel  products  of  the  Steel  Corporation  for  this 
period  (1902-1906).  lu  Chapter  VII  the  "integration"  costs  of  the 
Corporation  for  the  year  1910 — that  is,  the  costs  after  deducting  both 
the  intermediate  transfer  profits  and  the  Corporation's  profit  on  the 
transportation  of  its  ore — will  be  shown  according  to  its  own  records. 
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If,  however^  the  increase  in  ore  costs  in  1910  were  taken  at  $0.55 
per  ton  instead  of  $0.22,  as  shown  above,  there  would  have  been  a  not 
I  increase  of  $0.32  per  ton  of  pig  iron. 

As  already  stated,  however,  the  Bureau  regards  the  first  result, 
namely,  a  decrease  in  cost  of  $0.01  per  ton  of  Bessemer  pig  iron,  as 
more  correctly  representative  of  recent  conditions. 

When,  moreover,  present  conditions  (1912)  are  considered,  there  is 
no  doubt  that  the  costs  of  Lake  ore  are  lower  rather  than  higher, 
for  the  reasons  already  given  in  detail  (p.  79),  namely,  lower  ore 
rates  on  the  railroads  serving  the  Mesabi  and  Vermilion  Ranges. 
The  present  cost  of  ore  being  lower,  there  is  no  question  that  the  pres- 
ent cost  of  making  pig  iron  is  somewhat  lower  than  in  the  period 
1902  to  1906.* 

Bessemer  ingots. — ^The  cost  of  Bessemer  steel  manufacture  is  just 
the  same  for  Bessemer  billet  ingots  and  for  Bessemer  rail  ingots 
except  for  the  extra  cost  of  manganese.  This  is  true  at  least  if  the 
same  works  are  operated  in  the  same  way,  with  respect  to  the  use  of 
direct  metal.  The  difference  in  cost  of  manganese  is  of  no  conse- 
quence in  this  case,  because  only  costs  above  materials  are  especially 
under  consideration.' 

Bessemer  biixet  ingots. — ^While  much  more  Bessemer  billet 
steel  is  produced  by  the  Steel  Corporation  than  Bessemer  rail  steel, 
the  available  data  for  comparison  are  in  this  case  the  costs  for  one 
plant  only,  namely,  the  average  works  costs  as  shown  by  the  books 
for  the  five-year  period  1902  to  1906  and  for  the  year  1910. 

TiKLE  22.-COMPARISON   OF   BOOK  COST    PER    GROSS   TON   OF   BESSEMER   BILLET 
INGOTS  AT  ONE  PLANT  OF  THE  STEEL  CORPORATION  FOR  1903-1908  WITH  1910. 


IteiD8  0f008t. 

1902-1906 
(2,737^7 
tans). 

1910 

(590,503 

tons). 

PI?  iron  and  scrap  * 

$16.46 
.62 
.33 
.65 

tl4.84 

Labor 

.54 

riri 

.18 

OUko-opentdur 

.66 

Works  cost  < 

17.06 

16.21 

1  Whik  the  Bureau  bad  certain  otber  oompaiatlTe  data  which  threw  some  light  on  the  changes  in  oott 
'iMve  matecfalfl  of  pig  iron,  none  of  them  was  satisfiBctory,  either  on  account  of  greatly  varying  tonnages 
ff  nUxtore  of  basic  and  BeaKmer  pig  iron. 

*  The  available  evidence  does  not  show  any  increase  In  the  avenge  cost  of  manganese  for  the  plants  of 
^  Stcd  Corporation. 

'  hdndjng  manganese. 

*Ttiis  does  not  indnde  any  allowance  for  "additional  cost*'  shown  on  proUt  and  loss  accounts.  (Bee 
pp.  10  sod  26.) 
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As  stated  above  (see  p.  82),  no  attention  need  be  paid  in  this  com- 
parison to  the  cost  of  pig  iron  and  scrap  (including  manganese), 
because  the  comparison  to  be  made  is  simply  between  the  "cost 
above  materials.'' 

This  cost  above  materials  is  summarized  in  the  items  of  labor,  fuel, 
and  other  operating.  The  average  labor  cost  for  the  five-year  period 
was  $0.62  per  ton  of  ingots  as  compared  with  $0.54  for  1910,  a  reduc- 
tion of  $0 .08  per  ton.  The  fuel  cost  showed  an  even  greater  reduction, 
namely,  from  $0.33  to  $0.18,  or  $0.15  per  ton  of  ingots. 

This  large  reduction  in  fuel  cost  was  evidently  due  to  a  great  change 
in  economy  of  production  obtained  by  using  much  lai^er  propor- 
tions of  molten  pig  iron  direct  from  the  blast  furnaces.  There 
was  no  change  in  the  '*  other  operating"  costs,  which  averaged 
exactly  $0.65  per  ton  of  ingots  in  each  case.  Comparing  the  ''cost 
above  materisds,"  that  for  1902  to  1906  averaged  $1.60  per  ton  of 
ingots  and  that  for  1910  only  $1.37,  a  reduction  of  no  less  than  $0.23 
per  ton. 

In  the  foregoing  comparison  of  the  changes  in  the  cost  of  making 
Bessemer  pig  iron  for  these  same  two  periods  (p.  84)  the  general  con- 
clusion was  that  there  was  probably  a  very  small  decrease — ^$0.01  per 
ton — ^but  if  the  average  ore  costs  of  the  Steel  Corporation  for  the  year 
1910  alone  were  taken,  there  would  be  an  increase  of  $0.32  per  ton. 

In  making  the  Bessemer  billet  ingots  in  1910  comprised  in  the 
above  table  the  net  quantity  of  pig  iron  and  scrap  used  was  1.08  tons 
per  ton  of  product.  Hence,  according  as  the  cost  of  Bessemer  pig 
iron  is  assumed  to  have  decreased  in  1910  as  compared  with  the 
five-year  period  (1902-1906)  by  1  cent  per  ton  or  increased  by  $0.32 
per  ton,  the  net  change  in  cost  cm  this  account  would  be  1  cent 
decrease  or  $0.35  increase  per  ton  of  ingots,  respectively. 

Allowing  next  for  the  indicated  reduction  in  "  cost  above  materials  " 
shown  above,  namely,  $0.23  per  ton,  the  total  change  in  the  cost  of 
making  Bessemer  billet  ingots  for  these  two  periods  might  be  com- 
puted to  be  either  a  decrease  of  $0.24  per  ton  or  an  increase  of  $0.12 
per  ton. 

These  computations  refer,  of  course,  only  to  the  change  in  cost 
between  this  five-year  period  and  the  year  1910.  Taking  into 
account  the  present  position  (1912)  of  the  industry,  i.  e.,  the  lower 
cost  of  ore  at  lower  Lake  ports  on  account  of  reductions  in  ore  freight*, 
there  is  no  doubt  that  the  net  cost  of  making  Bessemer  billet  ingots 
is  distinctly  lower  than  in  1910,  and  also  somewhat  lower  than  for 
the  five-year  period  1902  to  1906. 

Bessemer  rail  ingots. — For  the  comparison  of  the  costs  of 
Bessemer  rail  ingots  the  following  table  gives  the  book  costs  at  two  of 
the  largest  Bessemer  rail  plants  of  the  Steel  Corporation  for  the  five- 
year  period  1902  to  1906  and  the  year  1910. 
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TiBLB  3S.— COICPARISON  OF  BOOK  COST  PBB  OBOS8  TON  OF  BBB8EMER  RAIL  INGOTS 
AT  TWO  PLANTS  OF  THE  STEEL  CORPOBATION  FOB  100^1900  WITH  1910. 


Items  of  ooBt. 

1902-1906 
(8,616,926 

tOOB). 

1910 

(1.399.127 

tons). 

?)cirnnaiid  ktsd' .        

S1486 
.49 
.10 
.47 

S16.07 

Labor                    

.62 

FDfl 

.10 

Other  0D«ntJiiff 

.66 

16.92 

16.86 

1  Indadliig  mansanew. 

t  This  does  not  inchide  any  Allowsnce  for  "addttknuU  costs"  shown  on  profit  and  loss  acooonts.    (Sse 
pp.  10  and  26.) 

As  already  explained  (see  p.  82),  the  cost  of  the  pig  iron  and 
scrap  (including  manganese)  is  of  little  interest  in  the  present  com- 
parison, which  is  directed  simply  at  the  cost  above  materials. 

This  cost  is  summarized  in  items  of  labor,  fuel,  and  other  operating. 
The  average  labor  cost  for  the  five-year  period  1902  to  1906  was  $0.49 
per  ton  of  ingots  produced  as  against  $0.52  for  the  year  1910,  an 
increase  of  $0.03  per  ton.  There  was  no  difference  in  the  average 
cost  of  fuel.  For  the  various  other  operating  expenses  the  average 
cost  in  the  five-year  period  was  $0.47  per  ton,  as  compared  with 
$0.56  in  1910,  an  increase  of  $0.09  per  ton.  The  total  cost  above 
materials  was  $1.06  for  the  five-year  period  1902  to  1906  and  $1.18 
for  1910.     The  total  increase  in  this  cost,  therefore,  was  $0.12  per  ton. 

With  this  slight  increase  in  the  cost  above  materials  of  Bessemer 
rail  ingots  should  be  considered  the  net  change  in  the  cost  of  making 
Bessemer  pig  iron,  which  has  already  been  discussed.  The  general 
conclusion  arrived  at  there  was  that  for  the  two  periods  here  com- 
pared there  was  probably  a  trifling  decrease  in  the  cost  of  Bessemer  pig 
iron  ($0.01  per  ton),  although  taking  the  Steel  Corporation's  average 
ore  costs  for  the  year  1910  as  a  basis,  an  increase  of  $0.32  might  be 
figured. 

For  the  particular  Bessemer  ingots  here  under  consideration  the 
net  quantity  of  pig  iron  and  scrap  required  to  produce  a  ton  of  ingots 
was  1.06  tons  in  1910.  According  as  the  changes  in  pig-iron  costs 
are  taken  as  $0.01  decrease  or  $0.32  increase,  the  change  on  account 
of  this  item  would  be  $0.01  decrease  or  $0.34  increase  per  ton  of 
ingots. 

Adding  to  these  last  two  results  the  increase  in  cost  above  mate- 
rials of  these  ingots,  namely,  $0.12  per  ton,  would  give  the  total 
change  in  cost 'of  production  as  $0.11  per  ton  increase  or  $0.46  per 
ton  increase,  respectively. 

These  computations  relate,  of  course,  simply  to  the  above  compari- 
son, which  is  between  the  five-year  period  1902  to  1906  and  the  year 
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materials  when  once  the  general  changes  in  the  costs  thereof  have  been 
ascertained  and  their  cumulative  effect  in  subsequent  stages  of  pro- 
duction computed . 

Pig  iron. — ^The  general  position  of  the  iron  and  steel  indtistiy  of 
any  country  or  district  with  respect  to  the  cost  of  production  is  prac- 
tically determined  by  its  cost  of  pig  iron.  This  assumes,  of  course, 
that  the  manufactures  of  steel  are  developed  on  a  laige  scale,  and  that 
the  market  for  products  is  broad  enough  to  enable  a  lai^e  tonnage 
to  be  produced,  and  so  to  justify  modem  equipment  and  methods. 

It  has  already  been  shown  (p.  21)  that  the  cost  of  pig  iron  is  chiefly 
a  question  of  the  cost  of  the  raw  materials,  ore,  coke,  and  limestone, 
which  costs  for  1902  to  1906  have  already  been  compared  with  the 
costs  of  subsequent  years. 

The  costs  above  materials,  however,  are  of  considerable  importance 
for  this  comparison,  and  these  will  now  be  considered. 

For  the  comparison  of  these  costs  the  principal  data  relied  on  hy 
the  Bureau  are  the  average  costs  of  Bessemer  pig  iron  for  three 
important  plants  of  the  Steel  Corporation  for  the  five-year  period 
1902  to  1906  and  for  the  year  1910.  These  are  shown  in  the 
following  table: 

Table  21.— COMPARISON  OF  BOOK  COST  PER  QROSS  TON  OF  BESSEMER  PIO  IRON  AT 
THREE  FURNACE  PLANTS  OF  THE  STEEL  CORPORATION  FOR  190B-1906  WITH  19ia 


Items  of  cost. 


Net  metallic  mixtnre, 

Coke , 

Limestone 

Labor. , 

Other  operating 

Furnace  cost >.. 


19QS-ig06 

(13,051.404 

tons). 


13.24 


1910 

(2,668,230 

tons). 


14.08 


1  The  Items  oovered  Jn  this  figure  show  a  lower  aggregate  sum  In  1910  than  for  the  prevtoua  period 
chiefly  on  aooount  of  oredlts  for  gas  used  In  other  departments  of  the  works. 

s  This  does  not  Include  any  allowance  for  ''additional  costs"  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  25.) 

These  three  furnace  plants  together  produced  13,051,404  tons  of 
pig  iron  in  the  five-year  period  1902  to  1906,  or  an  average  of  2,610,281 
tons  per  annum,  and  they  produced  2,668,230  tons  in  1910.  Two  of 
them  are  among  the  very  best  of  the  Steel  Corporation's  furnace 
plants,  while  the  third  is  probably  of  somewhat  less  efficient  character. 

While  all  the  items  of  furnace  cost  are  shown  in  this  table,  it  should 
be  distinctly  understood  that  the  comparison  which  should  now  be 
made  is  simply  that  for  costs  above  materials,  disregarding  the  ''book 
costs"  of  the  raw  materials.    The  reason  for  this  is  evident,  namely, 
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that  the  book  costs  of  the  ore  (net  metallic  mixture)  and  coke  are  not 
net  costs  (i.  e.,  they  are  costs  based  on  transfer  prices,  which  include 
profits  paid  to  the  Steel  Corporation's  ore  and  coke  companies),  and 
hence  the  differences  between  them  do  not  even  tend  to  show  a 
difference  in  real  net  cost. 

Consideration  is  given,  therefore,  simply  to  the  items  of  labor 
cost  and  ''other  operating"  costs.  It  appears  from  the  table  that 
for  these  furnace  plants  the  average  cost  for  labor  was  S0.67  per 
ton  of  Bessemer  pig  iron  for  the  five-year  period  1902  to  1906  and 
$0.4S  for  the  year  1910,  a  decline  of  $0.19  per  ton.  This  marked 
reduction  in  cost  was  probably  due  to  a  more  effective  appUcation  of 
labor-saving  methods.  The  other  operating  costs  averaged  $0.73 
per  ton  of  pig  iron  for  the  five-year  period  and  $0.43  for  the  year  1910, 
a  decline  of  $0.30  per  ton.  The  chief  cause  for  this  decline  was  the 
more  extensive  utilization  of  a  by-product  of  the  furnace,  namely, 
blast-furnace  gas,  which,  so  far  as  used  in  steel  works,  rolling  mills, 
and  other  producing  departments  of  the  same  plant,  is,  of  course, 
credited  to  the  blast-furnace  plant.  It  is  true  that  such  deduction 
for  costs  of  making  pig  iron  were  not  as  carefully  kept  in  the  five- 
year  period  1902  to  1906  as  in  the  year  1910,  so  that  the  real  gain  in 
this  respect  was  less  than  the  cost  sheets  indicate.  On  the  other 
hand,  the  costs  above  materials  for  making  pig  iron  into  steel  and 
for  rolling  steel  must  have  been  understated  in  the  five-year  period 
in  a  corresponding  degree.  As  will  be  shown  later,  such  costs  have 
in  fact  shown  a  slight  increase  for  certain  products,  which  are  com- 
pared, and  this  increase  may  be  partly  explained  by  this  difference 
in  the  methods  of  cost  accounting.  However,  if  full  credit  is  to  be 
given  for  the  increase  in  the  latter  costs,  full  credit  should  also  be 
given  for  the  decrease  in  pig-iron  costs.  Hence,  it  is  proper  to  com- 
pare these  costs  as  they  are  shown  in  the  cost  sheets  themselves. 
The  total  reduction  in  the  ^' other  operating"  costs  at  the  blast 
furnaces  was  not  due  solely  to  this  particular  credit  item  for  gas,  but 
also  in  part  to  other  improvements  in  furnace  operation. 

The  total  cost  above  materials  of  Bessemer  pig  iron  for  these 
furnaces,  therefore,  averaged  $1.40  per  ton  for  the  five-year  period 
1902  to  1906,  as  compared  with  $0.91  for  1910,  showing  a  decline 
of  no  less  than  $0.49  per  ton. 

In  converting  the  chief  raw  materials  (ore  and  coke)  into  pig  iron, 
there  were  certain  changes  involved  in  the  cost  of  these  raw  materials 
independent  of  the  cost  of  producing  them.  These  arose  from  dif- 
ferences in  the  average  quality  used,  such  as  iron  content,  or  from 
differences  in  the  skill  used  in  combining  them  (furnace  practice). 

The  net  metallic  mixture  required  to  produce  a  ton  of  Bessemer  pig 
iron  averaged  1.84  gross  tons  for  the  five-year  period  1902  to  1906  and 
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While,  therefore;  the  Steel  Corporation's  computations  of  the 
profits  of  integration  included  in  book  cost  are  not  absolutely  complete 
or  precise,  they  are  made  with  unusual  care  and  accuracy.  Moreover, 
there  would  be  no  practical  advantage  even  to  the  Corporation  in 
making  such  computations  absolutely  precise,  and  as  the  possible 
differences  in  cost  depending  on  such  precision  would  be  very  small 
they  would  be  also  of  little  public  interest. 

Section  3.  Steel  Corporation's  integration  cost  of  Lake  Superior  ore  for 
1910. 

The  total  production  of  Lake  Superior  ore  in  1910  is  officially 
reported  at  46,328,743  tons,  and  the  total  shipments  from  the  upper 
Lake  ports  at  43,442,397  tons.  The  production  of  Lake  ore  by  the 
Steel  Corporation  in  1910  was  23,010,216  tons,  or  49.7  per  cent  of 
the  total,  and  its  shipments  from  upper  Lake  ports  were  21,546,824 
tons,  or  49.6  per  cent  of  the  total.^ 

Of  the  total  production  of  the  Mesabi  Range,  which  has  by  far  the 
largest  output,  and  also  the  lowest  costs,  and  which  consequently  is 
of  dominating  importance,  the  Steel  Corporation  produced  no  less 
than  58.5  per  cent  in  1910.  For  all  the  other  ranges  combined  C*01d 
Ranges'')  the  Steel  Corporation's  production  in  1910  was  32.6  per 
cent. 

The  costs  of  Lake  ore,  as  has  already  been  shown  above  (pp.  16  and 
46),  are  usually  stated  at  lower  Lake  ports,  where  the  ore  is  generally 
sold,  and  include,  therefore,  important  items  of  freight  for  both  rail  and 
Lake  transportation.  The  Steel  Corporation's  position  as  one  of  the 
principal  ore  carriers  both  by  rail  and  Lake  has  already  been  stated 
(pp.  70-74),  with  the  Bureau's  computation  of  the  total  amount  of 
these  profits  as  well  as  the  average  rate  of  profit  per  ton  of  total 
deliveries  at  lower  Lake  ports.  In  its  computations  of  the  statistical 
or  integration  cost  of  its  ore  at  lower  Lake  ports,  the  Steel  Corpora- 
tion does  not,  as  already  stated,  take  any  account  at  all  of  the  profits 

which  it  receives  from  the  transportation  of  ore  for  other  conceros. 

I —  -  -  ■ 

I  The  total  production  of  Lake  ore  and  the  production  of  the  Steel  Corporation,  by  ranges,  for  the  y^ear 
1910  are  shown  in  the  following  table: 


Ranges. 


Mesabi 

Vermilion 

Gogebic 

Marquette 

Menominee 

Total  Old  Ranges 

Grand  total 


Production  of  Steel 
Corporation. 


Qro98  ton$. 
17,875,069 


1,338,110 

1,817,598 

792,539 

1,186,910 


6, 135, 157 


23,010,216 


Percent. 
68.5 


96.2 
38.3 
17.1 
23.8 


32.6 


49.7 


Total 
production. 


Oro»9toiu. 

30. 576. 409 


1,390.>» 
4.746.818 
4,631.427 
4.983,729 


15,752.334 


46,328,743 
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AVEBAGES   FOB  CoBPOBATION's   TOTAL    LaKE-OBS   PBODUCTION. — 

The  following  table  for  the  cost  of  the  Steel  Corporation's  ore  at  lower 
Lake  ports  in  1910  is  shown  in  the  same  summary  form  as  used  in 
previous  statements  of  book  cost  (pp.  16  and  46),  with  two  additional 
columns  showing,  respectively,  the  items  of  transportation  profit 
eliminated  and  the  resultant  integration  cost: 

Tablk  25.-STEEL  CORPORATION'S  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORB  AT 
LOWER  LAKE  PORTS,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES*  COST  STATE- 
MENTS, APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  NET 
INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[23,010,216  tona.] 


Items. 


Labor 

Other  opeimtizig 

Royalty 

Mine  oott 

RailM^t .' 

Lakeftirfght 

Total  lower  Lake  ports 

General  chaises 

Total 


Cooipony 
or  book 

cost. 


10.85 
.52 
.34 


1.21 
.74 
.75 


2.70 
.18 


2.88 


Interoom- 
pany  profit 
(approxi- 
mate). 


Integration 
oost  (exclusive 
ofanyretum 
toinyestment 
on  any  anterior 
stage  of  prodno- 
tion  or  trans- 
portation). 


(») 


10.34 
.14 


.48 


.48 


10.36 
.52 
.34 


1.21 
.40 
.61 


2.22 

.18 


2.40 


1  Interoompany  royalty  10.002. 

The  average  cost  of  Lake  ore  ai  lower  Lake  ports,  as  shown  by  the 
ore  company's  books,  was  S2.88  per  ton.  This  cost  includes,  as  shown 
in  the  second  column  of  the  table,  items  of  intercompany  profit  aggre- 
gating S0.48  per  ton,  which  went  to  the  railroad  and  vessel  companies 
transporting  the  ore.  The  actual  amounts  of  profit  corresponding  to 
these  profits  per  ton  constituted,  so  far  as  this  part  of  the  ore  traffic 
is  concerned,  the  total  return  to  the  investment  in  such  transportation 
agencies. 

The  chief  part  of  this  intercompany  profit  is  found  in  the  profits 
from  rail  freights.  These  profits  average  $0.34  per  ton  in  a  total 
ayerage  freight  charge  of  $0.74  per  ton.  The  net  cost  of  the  rail  freight 
averaged,  therefore,  only  $0.40  per  ton.  This  is  the  average  profit 
based  on  the  total  ore  shipments  of  the  Corporation  from  the  Lake 
region.  On  that  part  of  the  tonnage  hauled  by  the  railroads  of  the 
Steel  Corporation  the  average  was,  of  course,  much  higher  because 
out  of  the  total  tonnage  shipped  probably  not  more  than  three-fifths 
was  hauled  by  the  Steel  Corporation's  railroads.  On  its  own  ore, 
hauled  by  its  own  railroads,  the  Steel  Corporation's  railroad  profit 
was  probably  about  $0.45  per  ton.     (See  p.  97.) 


96  THE  STEEL  INDUSTRY. 

EflFective  November  30,  1911,  the  Steel  Corporation's  subsidiaiy 
railroads  in  the  Mesabi  and  Vennilion  districts  reduced  the  long  estab- 
lished rates  by  20  cents  per  gross  ton  on  the  ore  from  the  Mesabi 
Range,  and  from  30  to  40  cents  per  gross  ton  on  the  ore  from  the 
Vermilion  Range.  This,  of  course,  will  have  a  decided  effect  in 
reducing  the  book  cost  of  ore  at  lower  Lake  ports,  but  has  no  effect 
on  the  integration  cost  computed  in  the  above  manner. 

The  average  profit  from  Lake  transportation  was  much  smaller, 
namely,  only  $0.14  per  ton  in  an  average  cost  of  $0.75  per  ton.  The 
net  cost  for  Lake  freight,  therefore,  averaged  $0.61  per  ton.  If  the 
Steel  Corporation  had  carried  all  of  its  own  ore,  the  rate  of  profit  per 
ton  probably  would  have  averaged  considerably  higher.  The  pro- 
portion of  its  ore  shipments  by  boats  of  other  carriers  in  1910  was  a 
little  over  one-third  of  its  total  shipments. 

The  average  cost  of  transporting  the  ore  from  the  mines  to  lower 
Lake  ports  was  thus  reduced  from  $1.49  per  ton  to  only  $1.01  per  ton. 
The  resulting  profit  of  $0.48  per  ton  constituted  the  entire  return 
from  this  part  of  the  ore  traffic  on  the  investment  in  the  railroads 
and  Lake  vessels,  which  traffic  was,  of  course,  the  chief  part  of  their 
transportation  business.  However,  this,  as  shown  elsewhere,  was  a 
very  large  and  indeed  unreasonable  profit.     (See  p.  72.) 

No  other  items  of  book  ore  cost  were  affected  by  intercompany 
profits  except  royalties.  The  intercompany  royalties  were,  however, 
too  small  to  affect  the  average  cost  as  stated  in  cents  per  ton.  In 
tlus  connection  it  may  be  noted  that  the  average  royalty  cost  shown 
in  the  table,  namely,  $0.34  per  ton,  was  high  on  account  of  the  pay- 
ment of  abnormally  large  royalties  on  the  ore  mined  under  the 
'^ Hill "  lease.  Eliminating  both  the  production  and  royalty  from  that 
lease,  the  average  royalty  was  only  $0.28  per  ton.  Inasmuch  as 
this  lease  has  been  canceled  by  the  Steel  Corporation  (to  take  effect 
Jan.  1, 1915),  it  is  evident  that  these  abnormally  high  chaises  are  not 
to  be  regarded  as  a  permanent  factor  in  the  Corporation's  ore  costs. 

The  company  or  book  cost  of  Lake  ore  at  lower  Lake  ports  was 
thus  reduced  from  an  average  of  $2.88  per  ton  to  only  $2.40  per  ton, 
this  being,  as  already  noted,  a  cost  which  does  not  include  any 
return  to  investment  in  the  agencies  of  ore  transportation,  in  so  far 
as  this  part  of  the  traffic  was  concerned. 

Comparison  of  costs  for  Mesabi  and  Vermilion  Ranoes. — The 
preceding  table  shows  the  book  costs  less  transportation  profits  for  all 
the  production  of  Lake  ore  of  the  Steel  Corporation  in  1910.  Inas- 
much as  its  chief  ore  production  was  from  the  Mesabi  Range  (see  p. 
94),  while  its  railroads  operated  only  in  the  Mesabi  and  Vennilion 
Ranges,  the  costs  for  the  ore  of  the  Steel  Corporation  for  these  two 
ranges  are  shown  in  the  following  table  in  the  same  manner.* 

1  For  the  other  ranges  praotically  the  only  item  of  profit  to  be  deducted  is  that  from  Lake  fk«ights,  which 
is  the  same  for  the  Oogebic  as  for  the  Mesabi  and  VermUlon,  and  Item  2  to  3  cents  lower  for  the  other 
two  ranges,  on  account  of  lower  Lake  freight  rates  fh>m  those  ranges. 
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Tiiu  aL--8TEEL  CORPORATION'S  BOOK  COST  PER  GROSS  TON  OF  ORB  FROM  THE 
MESABI  AND  VERMILION  RANGES,  AT  LOWER  LAKE  PORTS,  AS  SHOWN  BY  PRO- 
Dl'CINO  8UBCOMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS 
INCLUDED  THEREIN,  AND  NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS 
OF  THE  CORPORATION,  FOR  1910. 


Meaabi  Range 
(17^6/»0toii8). 

Vermilion  Range 
(1,388,110  tona). 

• 

Items. 

Ck>m- 

panyor 

book 

cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
008t(exclQsiye 
of  any  retom 
to  Investment 
on  any  anterior 
stage  of  produc- 
tion or  tran»* 

portation). 

pMiyor 
book 
cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
cost  (excloahre 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

Labor. 

10.21 
.80 
.34 

fa21 

.fiO 
.84 

10.67 
.40 
.30 

10.67 

oth*r  optrating 

.40 

BoyaltT. 

.30 

Mine  cost 

L06 
.80 
.78 

LOS            1.45 
.41              .Od 

L46 

RaU  freight 

10.30 
.14 

SO.  62 
.14 

.47 

Uke  freight. 

.62 

.76 

.63 

Total  lower  Lake  porta.. 
C«*»*lcharge»... 

2.61 
.18 

.68 

2.06 
.18 

3.20 
.17 

.66 

2.64 
.17 

TotaL 

2.79 

.58 

2.26 

3.37 

.66 

2.71 

This  table  is  of  particular  interest  as  showing  the  situation  with 
respect  to  the  cost  of  production  on  the  chief  range  of  the  Lake 
Superior  district  (the  Mesabi),  which  is  particularly  low,  and  also 
because  the  profits  earned  fcom  transportation  by  the  Steel  Corpo- 
ration are  more  clearly  brought  out  by  taking  the  particular  ranges 
in  which  their  railroads  operate.  Of  the- Corporation's  ore  produc- 
tion in  1910,  77.7  per  cent  was  from  the  Mesabi  Range. 

The  low  costs  of  the  Mesabi  Range  are  due  chiefly  to  the  low  mine 
costs,  its  total  transportation  charges  being  a  little  over  the  average. 
(See  also  p.  16.)  The  mine  cost  for  the  Mesabi  Range  was  $1.05 
per  ton  in  1910,  of  which  only  $0.21  was  for  direct  mining  labor.  The 
Vermilion  Range,  on  the  other  hand,  showed  an  average  mine  cost  of 
$1.45  per  ton,  which  included  a  direct  labor  cost  of  $0.57  per  ton.  Its 
freight  charges  were  even  higher  than  for  the  Mesabi  Range,  and  its 
total  book  cost  the  highest  for  any  range. 

The  items  of  profit  included  in  these  book  costs  for  the  Mesabi  and 
Vermilion  Ranges  (except  insignificant  items  of  intercompany  roy- 
alty) were  entirely  for  rail  and  Lake  freight.  The  average  rail  freight 
for  the  Mesabi  Range  was  $0.80  per  ton,  and  the  average  freight  profit 
on  the  total  shipments  $0.39.  This  average  freight  profit  is,  of  course, 
considerably  lower  than  it  would  be  if  all  the  ore  went  over  the  lines 
of  the  Steel  Corporation.  A  considerable  portion  is  hauled  by  the 
Great  Northern.    If  the  profit  earned  by  the  Steel  Corporation's 
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railroads  were  averaged  over  the  ore  carried  by  those  roads  only, 
the  average  profit  would  be  approximately  $0.45  per  ton  instead  of 
$0.39  per  ton.  However,  this  average  transportation  profit  of  $0.39 
per  ton  for  the  ore  shipped  from  the  Mesabi  Range  had  the  effect  of 
reducing  its  net  rail  freight  cost  from  $0.80  to  $0.41  per  ton. 

The  rail  freight  from  the  Vermilion  Range  averaged  $0.99  per  ton, 
and  the  average  transportation  profit  was  $0.52  per  ton.  The  ore 
shipped  from  this  range  was  handled  by  the  Steel  Corporati6n'8  railroad 
(Duluth  &  Iron  Range)  exclusively.  Deducting  the  average  profit 
from  the  average  freight  charge  gives  a  net  cost  for  rail  freight  of  $0.47 
per  ton  for  the  ore  from  the  Vermilion  Range. 

Both  the  Mesabi  and  Vermilion  Ranges  ship  their  ore  to  ports  at  the 
head  of  Lake  Superior,  which  all  have  the  same  rate  to  lower  Lake 
ports.  Consequently,  their  Lake  freight  charges  average  the  same 
($0.76  per  ton),  and  also  the  profits  from  Lake  transportation  ($0.14 
per  ton).  The  net  cost  of  Lake  freight  for  the  ore  of  these  two  ranges, 
therefore,  was  identical,  namely,  $0.62  per  ton. 

Deducting  the  items  of  transportation  profit  from  the  book  cost 
at  lower  Lake  ports  for  Mesabi  ore  ($2.79)  gives  the  net  cost  of  onlv 
$2.26  per  ton,  which  is  the  lowest  net  cost  for  any  of  the  ranges. 

Deducting  in  like  manner  the  items  of  transportation  profit  from 
the  book  cost  at  lower  Lake  ports  for  Vermilion  ore  ($3.37)  gives  a  net 
cost  of  $2.71  per  ton,  which  is  the  next  lowest  net  cost  for  any  of  the 
ranges. 

As  repeatedly  stated  above,  it  should  be  remembered  that  these 
integrated  costs,  to  the  extent  that  they  take  out  all  transportation 
profit,  include  no  return  to  the  investment  in  these  transportation 
agencies  in  so  far  as  they  are  used  for  this  part  of  the  ore  traffic. 

Section  4.  Steel  Corporation's  costs  of  coke  for  1910. 

Tibe  great  bulk  of  the  coke  of  the  Steel  Corporation  is  produced  in 
the  ConneUsville  district  in  beehive  ovens,  but  there  are  two  important 
subcompanies  which  make  by-product  coke.  It  is  only  in  the  case  of 
the  by-product  coke  costs  that  intermediate  profits  appear. 

Beehive  ooee. — The  beehive  coke  of  the  Steel  Corporation  in 
1910  was  produced  by  three  companies,  two  in  the  ConneUsville  dis- 
trict, namely,  the  H.  C.  Frick  Coke  Co.,  and  the  Hostetter  Connells- 
viQe  Coke  Co.,  and  one  in  the  Pocahontas  district,  the  United  States 
Coal  &  Coke  Co.  Although  the  method  of  cost  keeping  practiced  by  I 
these  companies  did  not  involve  the  inclusion  of  any  integration 
profits,  their  costs  are  of  importance,  and  are  summarized  in  the 
following  table. 
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TiBLB  27.-eTSBL  CORPORATION'S  AVERAQE  COST  PER  NET  TON  OF  BEEHIVE  COKE 
IX  THE  CONNELLSVILLE  AND  POCAHONTAS  BI8TRICTS,  AS  SHOWN  BY  PRODUC- 
ING COMPANIES'  COST  SHEETS  (WHIOH  DO  NOT  INCLUDE  ANY  INTERCOMPANY 
PBOnT).  FOR  1910. 


ConnenarOle 

district: 

H.  C.  Friok 

Pocahontas 

Coke  Co.  md 

district:  U.S. 

Items. 

Hostettsr 

Coal  <fc  Coke 

ConneUsvlUe 

Co.  (638,680 

Coke  Co. 

tons). 

(10,241.9n 
tons). 

Labor 

IL07 
1.28 

$1.06 

OtbfT  angffniJny 

*.40 

^pfwfartlfffi  *ii4  royBfty  ■ ..■••...••.... 

.19 

.10 

Total 

l.M 

1.66 

t  Inotades  credits  fDX)7. 


*  Includes  oredits  10.06. 


The  production  of  the  Frick  company  was  so  large  in  comparison 
with  the  other  two  that  an  average  of  the  total  production  is  very 
nearly  the  same  as  the  costs  for  the  Frick  company.  The  cost  of 
labor  (SLOT),  which  includes  the  cost  of  labor  in  mining  the  coal 
used,  was  by  far  the  most  important  item  of  coke  cost.  The  "other 
operating''  costs  include  a  great  variety  of  mining  and  coking  expense, 
besides  certain  credits  to  cost,  the  most  important  class  of  which  is 
the  rents  from  dwellings.  The  Connellsville  coking  coal  is  chiefly 
owned  in  fee,  so  that  most  of  the  item  "depreciation  and  royalty" 
for  that  district  is  for  extinguishment  of  the  coal.  In  the  Pocahontas 
district,  however,  royalty  constitutes  the  main  part  of  this  item.  The 
total  book  cost  of  coke  per  net  ton  was  $1.54  for  the  Connellsville  dis- 
trict and  $1.65  for  the  Pocahontas  district.  These  costs,  as  already 
stated,  are  also  net  costs,  because  no  intercompany  profits  were  in- 
cluded therein. 

Bt-pboduct  coke. — A  comparatively  small  tonnage  of  the  coke 
produced  by  the  Steel  Corporation  is  made  in  by-product  ovens,  these 
coke  plants  being  located  at  certain  steel  works. 
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The  following  table  shows  the  production  of  by-product  coke  at 
two  important  works  in  1910;  which  comprises  all  directly  produced 
by  the  Steel  Corporation  in  that  year: 

TABLE  28.— STBEL  CORPORATION'S  BOOK  COST  OF  BY-PRODUCT  COKE  PER  NET 
TON  AT  TWO  WORKS,  AS  SHOWN  BY  PRODUCING  8UBCOMPANIES'  COST 
SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND 
NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION, 
FOR  1910. 

[1,474,447  toiu.] 


Items. 


Coal,  indadix^  freight 

Prodadng  labor , 

Other  oi)eratliig,  less  "breete" 
RebaJldlDg  ftmd 

Cost  at  ovens 

Net  credit  for  by-prodacts . . . , 

Net  cost 


Com- 
pany or 
bookoost. 


13.68 
.26 
.29 
.06 


4.27 
.58 


3.09 


Inter- 
company 

profit 
(approx- 
imate). 


to.  34 


0) 


.34 


.34 


Integration 
cost  (exclusive 

of  any  return 
toinvesttnent 
on  any  anterior 
stage  of  prodoc- 
tionortrans- 

portatioD). 


S3. 34 
.25 
.29 
.06 


3.93 
.5S 


3.85 


>  80.001  only. 

The  book  cost  of  by-product  coke  in  1910  at  these  two  important 
works,  after  deducting  the  credits  for  "breeze"  (fine  coke  not  suit- 
able for  furnaces)  and  for  the  sale  of  by-produ,cts,  was  $3.69  per 
net  ton.  This  cost  depends  chiefly  on  the  cost  of  coal,  which  in- 
cludes, of  course,  a  considerable  freight  expense  for  bringing  it  to 
the  coke  plant.  This  item  of  cost  for  coal  was  $3.68  per  net  ton 
of  coke  produced  as  against  a  total  book  cost  of  $3.69  for  coke 
produced.  The  labor  and  other  operating  costs  include  only  those 
at  coke  ovens,  as  the  labor  and  other  operating  costs  at  the  acces- 
sory by-product  recovery  plant  are  kept  separate  and  deducted  from 
the  gross  value  of  the  by-products.  The  rebuilding  fimd  relates  to 
the  coke  ovens  and  is  substantially  a  depreciation  allowance. 

The  gross  book  cost  of  the  coke  was  $4.27  per  net  ton.  Against 
this  gross  cost  the  net  profit  from  by-products  is  customarily  credited, 
which  amoimted  to  $0.58  per  ton  of  coke.  The  deduction  of  these 
credits  leaves  a  net  (jost  of  $3.69  per  net  ton  of  coke,  as  stated  above. 

In  these  book  costs  as  shown  above  there  is  an  item  of  inter- 
<5ompany  profit  included  in  the  price  of  the  coal  used  which  accrued 
to  subsidiary  coal  companies  of  the  Steel  Corporation.  This  inter- 
company profit  averaged  $0.34  per  net  ton  of  coke  produced. 

Deducting  this  item  of  intercompany  profit  from  the  cost  of  the 
coal  used  reduces  the  coal  cost  from  $3.68  per  net  ton  of  coke  to  $3.34. 
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As  this  is  the  only  item  of  intercompany  profit  affecting  the  book 
cost  of  coke  at  these  works,  the  gross  cost  of  coko;  at  ovens,  and 
the  net  cost  are  reduced  in  exactly  the  same  measure  as  the  cost 
of  the  coal  used.  The  final  effect  of  the  elimination  of  this  profit  is 
seen,  of  course,  in  the  net  cost  of  coke,  which  was  reduced  from  $3.69 
to  $3.35  per  net  ton. 

These  costs  represent,  therefore,  the  net  or  integration  costs  of 
this  by-product  coke,  without  including  any  return  to  the  capital 
invited  in  the  coal  mines  supplying  the  coal,  in  so  far  as  this  part 
of  their  coal  business  is  concerned. 

Section  6.  Steel  Corporation's  integration  costs  of  pig  iron  in  1910. 

The  pig  iron  produced  by  the  Steel  Corporation  in  1910  was  of 
three  principal  kinds,  namely,  (1)  Bessemer  (produced  only  at 
northern  furnaces),  (2)  Northern  basic,  used  for  steel  making  in 
open-hearth  works,  and  (3)  Southern,  used  partly  for  foundry  pur- 
poses and  partly  for  making  open-hearth  steel. 

For  these  three  kinds  of  pig  iron,  which  include  all  the  grades 
important  for  steel  manufacture  in  1910,  the  Steel  Corporation's 
production  was  52.5  per  cent  of  the  total.  Its  proportion  was  highest 
with  respect  to  Bessemer  pig  iron,  namely,  57.1  per  cent,  and  lowest 
with  respect  to  Southern  pig  iron,  namely,  25  per  cent.^ 

Bessemer  fig  iron. — ^Bessemeir  pig  iron  was  the  chief  kind  of  pig 
iron  produced  in  the  United  States  in  1910,  and  also  the  chief  kind 
produced  by  the  Steel  Corporation.  As  it  is  the  basis  for  the 
cheapest  process  of  steel  making  (Bessemer),  its  cost  of  production 
is  a  matter  of  great  interest.  Inasmuch  as  the  ore  and  other 
metallic  materials,  however,  are  charged  in  the  furnace  at  market 
prices,  which  considerably  exceed  the  actual  cost  delivered  at  the  fur- 
nace, it  is  obvious  that  there  is  no  means  of  forming  a  definite  idea 
from  an  ordinary  company  cost  sheet  of  the  real  cost  of  making 
such  pig  iron.    This  is  a  matter  of  special  importance  in  the  case  of 

<  The  total  prodoctioii  of  the  Steel  Corporation  for  these  three  kinds  of  pig  iron  is  compared  with  the  total 
prodoctkxn  of  the  same  kinds  of  pig  iron  In  the  United  States  for  the  year  1910,  in  the  following  tahle: 

COMPARISON  OP  STEEL  CORPORATION'S  PRODUCTION  OF  BESSEMER.  NORTHERN 
BASIC,  AND  SOUTHERN  PIG  IRON  WITH  THE  TOTAL  PRODUCTION  OF  THE  SAME 
GRADES  IN  THE  UNITED  STATES  FOR  1910. 


Kinds  of  pig  iron. 


Northern  basic. 
Soaibem 


Total... 


ToUl. 

Steel  Corpo- 
ration. 

Qroet  tofu. 
•  10,977,06f 
6  8,387,231 
c  2, 336,  Tie 

Oro»9  ton9. 
6,269,634 
4,543,177 
585,273 

21,701,012 

11,397,984 

Per  cent  of 
total. 


67.1 
54.2 
25.0 


52.6 


•BesBcmer  and  low  phosphorus.  &  Mineral  fuel  (i.  e.,  other  tiiancharooal).   e  Tennesseeand  Alabamaonly. 
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Bessemer  pig  iron,  because  the  Bessemer  ores  which  are  used  are 
those  which  command  the  highest  prices  (other  conditions,  such  as 
iron  content  and  physical  structure,  being  similar) . 

The  following  sunmiary  table  shows  simply  the  average  furnace 
cost  (see  p.  10)  for  all  the  Bessemer  pig  iron  (Northern  furnaces) 
produced  by  the  Steel  Corporation,  as  shown  by  the  producing  com- 
panies' books,  the  approximate  intercompany  profits  included  in  the 
several  items  of  cost,  and  the  net  statistical  or  integration  cost  for 
1910,  as  shown  by  the  records  of  the  Steel  Corporation: 

Table  ».— STEEL  CORPORATION'S  FURNACE  COST  PER  GROSS  TON  OF  BESSEMER  PIG 
IRON,  AS  SHOWN  BY  PRODUCING  8X7BCOMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  FURNACE 
COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[6,260,(34  tons.] 


Items. 

Gampanyor 
book  cost. 

Intenxnu- 
panyproflt 
(approxi- 
mate). 

Integration 
cost  (exdoBive 
of  any  return 
toinTcstment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

18.63 

3.79 

.43 

.65 

13.68 
.49 
.01 

34.96 

Coke 

3.30 

Llmeertonie 

.41 

Labor 

.55 

Other  operating 

(•) 

.50 

Fnmaoe  ooat  ■ 

13.89 

4.13 

9.71 

1  The  amount  of  this  Item  was  10.60  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  80.19. 

*  Intercompany  proflts  10.002  and  losses  80.002. 

*  This  does  not  include  any  allowance  for  **  additional  costs,"  shown  on  the  |»oflt  and  loss  acooonL 
(See  pp.  10  and  24.) 

The  furnace  cost  of  Bessemer  pig  iron,  therefore,  as  shown  by 
the  cost  sheets  of  the  manufacturing  companies  of  the  Steel  Corpora- 
tion, averaged  $13.89  for  the  year  1910.  An  interesting  feature  in  this 
furnace  cost  is  a  credit  item  of  $0.19  per  ton  for  gas  furnished 
by  the  blast  furnaces  to  other  departments  of  the  plant  where 
the  furnaces  were  located.  This,  of  course,  reduced  the  ''other 
operating''  costs  from  $0.69  to  $0.50  per  ton,  as  shown  in  the  table. 
This  book  cost  of  $13.89  includes,  as  shown  in  the  second  column  of 
the  table,  certain  intercompany  profits,  as  already  explained  above 
(see  p.  91),  which  went  to  the  subsidiary  mining  companies  and  rail- 
road, vessel,  and  coal  and  coke  producing  companies  which  supplied 
the  raw  materials.  The  amounts  of  profit  corresponding  to  this 
intercompany  profit  per  ton  constituted,  so  far  as  the  quantities  of 
material  used  in  making  this  pig  iron  were  concerned,  the  eatiie  net 
remuneration  to  the  investment  in  such  anterior  stages  of  production 
and  transportation. 
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It  will  be  noted  that  the  greater  part  of  the  total  intercompany 
profit  ($4.18  per  ton)  was  included  in  the  cost  of  the  ore  entering 
I  into  the  net  metallic  mixture,  namely,  $3.68  per  ton.  While  the 
profit  included  in  the  cost  of  ore  used  would  be  considerable  for 
any  manufacturing  company  which  produced  its  own  ore  and  en- 
tered it  on  the  cost  sheets  at  market  prices,  in  the  case  of  the  Steel 
Corporation  it  is  greatly  enhanced  by  the  fact  that  the  antecedent 
operations  and  investment  of  the  Steel  Corporation  are  more  diver- 
s£ed  than  those  of  any  other  company.  On  this  account,  therefore, 
the  deduction  of  the  intercompany  profit  for  the  Steel  Corporation 
results  in  a  much  lower  statistical  or  integration  cost  than  would  be 
found  in  any  other  case.  But,  on  the  other  hand,  this  lower  cost 
corresponds  to  a  much  greater  investment. 

This  item  of  $3.68  intercompany  profit  in  the  net  metallic  mixture 
is  substantially  the  profit  on  the  ore  used  and  corresponds  to  a  profit 
of  S2. 08  per  ton  of  ore  in  the  average  price  of  the  ore  at  the  furnace 
($4.81).  This  multiphcation  of  the  ore  profit  is  due,  of  course,  to  the 
fact  that  about  1.8  tons  of  ore  were  required  to  produce  a  ton  of 
pig  iron. 

The  item  of  intercompany  profit  shown  against  the  cost  of  coke  per 
ton  of  Bessemer  pig  iron,  namely,  $0.49  per  ton,  is  similar  in  general 
character,  of  course,  to  that  for  the  net  metallic  mixture  already 
discussed,  but  relates  almost  entirely  to  coke  transfer  profits.  The 
amount  of  profit  corresponding  to  this  per-ton  profit  represents, 
so  far  as  the  particular  quantity  of  coke  here  considered  is  con- 
cerned, the  total  remimeration  to  the  investment  in  the  anterior 
processes  of  miniTig  coal  and  making  coke.  Figured  on  the  coke 
used,  this  profit  item  of  $0.49  per  ton  of  pig  iron  corresponds  to  a 
profit  of  $0.44  per  net  ton  of  coke. 

The  only  other  item  of  intercompany  profit  large  enough  to  appear 
in  the  table  was  $0.01  per  ton  on  the  limestone  used,  and  requires  no 
especial  comment. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  cost  gives  the  integration  or  statistical  furnace  costs  of  pro- 
duction of  pig  iron. 

The  item  of  net  metallic  mixture  is  thereby  reduced  from  $8.63  per 
ton  of  pig  iron  to  $4.95  per  ton.  The  item  of  coke  is  reduced  from 
13.79  per  ton  to  $3.30  per  ton,  and  the  cost  of  limestone  by  1  cent. 
There  are  no  other  changes  in  the  items  of  furnace  cost  as  shown  by 
the  cost  sheets  combined.  The  total  reduction  in  the  furnace  cost 
is  from  $13.89,  as  shown  by  the  producing  companies'  cost  sheets, 
to  an  integration  cost  of  $9.71  per  ton.  This  constituted  the  furnace 
cost  of  the  Bessemer  pig  iron  produced  by  the  Steel  Corporation, 
without  any  return  to  the  investment  in  raining  and  transporting 
the  ore  or  mining  the  coal  and  making  the  coke  from  it. 
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It  should  be  clearly  understood  that  this  average  furnace  cost  of 
Bessemer  pig  iron,  as  shown  by  the  cost  sheets  of  the  Steel  Corporation, 
does  not  include  any  "additional  costs,"  such  as  were  presented  in 
Chapters  III  and  V  of  this  report.  It  was  pointed  out  (pp.  10  and  67) 
that  these  additional  costs,  while  based  on  real  expenses  and  real 
charges  to  depreciation,  were  allotted  by  a  somewhat  arbitrary  rule. 
The  Bureau  did  not  attempt  to  make  a  special  ascertainment  of  these 
items  of  additional  cost  in  this  case.  The  items  shown  for  the 
group  of  large  companies  in  Table  10,  namely,  $0.82  per  ton  of 
Bessemer  pig  iron,  might  be  used  in  the  present  case.  If  this  were 
added  to  the  furnace  cost  as  shown  above,  it  would  give  a  total 
book  cost  of  $14.71  per  ton,  and  a  total  integration  cost  of  $10.53 
per  ton.  If  instead  of  this  additional  cost  an  assumed  normal  charge 
of  $0.50  per  ton  were  added,  the  total  book  cost  would  be  $14.39  and 
the  total  integration  cost  $10.21  per  ton. 

Basic  pig  ikon  (Northekn). — Although  in  1910  the  Steel  Cor- 
portation  made  much  more  basic  steel  than  Bessemer  steel,  its  pro- 
duction of  Northern  basic  pig  iron  was  much  less  than  of  Bessemer 
pig  iron,  because  in  making  basic  steel  a  large  part  of  the  metal  used 
consisted  of  scrap  iron  and  steel.  (See  p.  28.)  While  the  antecedent 
transfer  profits  for  the  ore  used  in  making  basic  pig  iron  are  con- 
siderably lower  than  those  for  making  Bessemer,  yet,  taking  into 
account  also  the  antecedent  transportation  profits  on  ore  and  the 
transfer  profits  on  coke,  the  total  integration  profits  included  in  the 
company  cost  sheets  are  about  three-quarters  as  large  as  for  Bessemer 
pig  iron. 

The  following  summary  table  shows  the  average  furnace  cost  for 
all  the  basic  pig  iron  (Northern  furnaces)  produced  by  the  Steel 
Corporation,  as  shown  by  the  producing  companies'  books,  the 
approximate  intercompany  profits  included  in  the  several  items  of 
cost,  and  the  net  statistical  or  integration  furnace  cost  for  1910,  as 
shown  by  the  records  of  the  Steel  Corporation. 
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Tabu  3a— BTBBL  CORPOBATION'S  FURNACE  COST  PBR  OB088  TON  OF  BASIC  PIQ 
IRON  (NORTHERN  FURNACES),  AS  SHOWN  BY  THE  PRODUCING  SUBC0MPANIE8' 
COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN, 
AND  INTEGRATION  FUBNACE  COST,  AS  SHOWN  BY  THE  BECOBDS  OF  THE  COB- 
PORATION,  FOR  1910. 

[4,543,177  tons.] 


Items. 


Net  metallic  miztare 

Coke 

Liincstone. 

Labor 

Other  opeiatins 

Furnace  cost  •. 


Company  or 
book  cost. 

Interoom- 
pany  in-oflt 
(approxi- 
mate). 

17.88 

3.81 

.49 

.56 

1.46 

12.60 
.50 
.01 

(») 

13.20 

3.11 

Integration 
cost  (exclusiye 
of  any  return  . 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


«5.28 

3.31 

.48 

.66 

.46 


10.09 


1  Tlie  aipount  of  this  item  was  10.67  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  10.21. 

>  Interannpany  profits  10.003  and  Josses  10.001. 

<  This  does  not  inchida  any  aUowanoe  for  "additional  costs"  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  29.) 

The  furnace  cost  of  basic  pig  iron,  as  shown  by  the  cost  sheets  of 
the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
$13.20  per  ton  for  the  year  1910.  The  other  operating  costs  included 
a  credit  item  of  $0.21  per  ton  for  gas  furnished  by  the  blast  furnaces 
to  other  departments  of  the  plant  where  the  furnaces  were  located. 
This,  of  course,  reduced  the  other  operating  costs  from  $0.67  to  $0.46 
per  ton,  as  shown  in  the  table. 

This  cost  includes,  as  shown  in  the  second  column  of  the  table, 
certain  items  of  intercompany  profits  (similar  to  those  for  Bessemer 
pig  iron)  which  went  to  the  subsidiary  mining,  coal  and  coke,  railroad, 
and  vessel  companies.  The  amounts  of  profit  corresponding  to  these 
profits  per  ton  constituted,  so  far  as  the  quantities  of  material  used  in 
making  this  pig  iron  are  concerned,  the  entire  net  remuneration  to 
the  investment  in  such  anterior  stages  of  production  and  transpor- 
tation. 

As  in  the  case  of  Bessemer  pig  iron,  the  largest  item  of  intercompany 
profit  shown  is  against  the  cost  of  the  net  metallic  mixture,  namely, 
$2.60  per  ton.  While  for  this  item  there  might  be  a  considerable  profit 
for  any  concern  which  combined  the  mining  of  Lake  ore  with  the  man- 
ufacture of  pig  iron  and  entered  the  ore  on  its  cost  sheets  at  market 
prices,  in  the  case  of  the  Steel  Corporation  it  is  unusually  large,  on 
account  of  the  fact  that  this  concern  has  much  more  diversified  opera- 
tions and  investments  in  the  anterior  stages  of  production  and  trans- 
portation. On  this  account  the  deduction  of  the  intercompany 
profits  of  the  Steel  Corporation  results  in  a  much  lower  integration 


106  THE  STEEL  INDUSTRY. 

cost  than  would  be  found  in  the  case  of  any  other  maker  of  pig  iron 
whose  costs  were  shown  in  the  same  manner.  While  the  Steel  Cor- 
poration's net  costs  are  therefore  very  low,  it  must  be  constantly  kept 
in  mind  that  it  has  a  much  larger  investment,  against  which  it  must 
set  the  greater  margin  of  profit  which  obtains  between  its  net  cost 
and  the  price  of  pig  iron. 

This  item  of  $2.60  per  ton  of  intercompany  profit  in  net  metallic 
mixture  is  practically  all  for  ore,  as  in  the  case  of  Besseimer  pig  iron, 
and  corresponds  to  a  profit  of  $1.34  per  ton  of  ore  in  the  average  fur- 
nace price  of  $3.98. 

The  item  of  intercompany  profit  set  against  the  coke  cost  for  basic 
pig  iron  is  $0.50  per  ton.  It  relates  almost  entirely  to  the  transfer 
profits  from  coke  used,  and,  of  course,  so  far  as  it  is  taken  out  of  the 
cost  of  coke  used  in  making  pig  iron,  it  deprives  the  anterior  proc- 
esses of  mining  and  producing  the  coke  and  coal  of  any  remuneration 
on  such  investment.  Figured  on  the  coke  used,  this  profit  item  of 
$0.50  per  ton  of  pig  iron  corresponds  to  a  profit  of  $0.43  per  net 
ton  of  coke. 

An  intercompany  profit  of  $0.01  for  the  cost  of  limestone  was  the 
only  other  item  which  was  of  sufficient  amount  to  affect  the  state- 
ment of  integration  cost. 

Subtracting  these  items  of  intercompany  profit  from  the  respective 
items  of  cost  gives  the  integration  or  statistical  furnace  cost. 

The  cost  of  the  net  metallic  mixture  is  thereby  reduced  from  $7.88 
to  $5.28  per  ton,  and  the  cost  of  coke  from  $3.81  to  $3.31  per  ton  of 
pig  iron.  A  similar  reduction  of  1  cent  appears  for  the  cost  of  lime- 
stone. The  total  reduction  in  the  furnace  cost,  as  shown  on  the  cost 
sheets,  was  from  $13.20  to  $10.09  per  ton,  the  latter  being  the 
integration  or  statistical  cost  for  this  basic  pig  iron. 

The  integration  cost  of  basic  pig  iron  produced  by  the  Steel  Cor- 
poration, inasmuch  as  it  contains  no  intercompany  profit,  does  not 
include  any  return  to  the  anterior  processes  of  production,  namely, 
ore  and  coal  mining,  coke  making,  and  ore  transportation. 

It  has  already  been  explained  above  (see  p.  104),  in  connection  with 
Bessemer  pig  iron,  that  the  Bureau  did  not  attempt  to  ascertain  the 
exact  additional  costs  wldch  appear  on  the  profit  and  loss  accounts, 
which  should  be  added  to  these  cost^  to  give  the  total  cost.  Probably 
the  item  shown  for  large  companies  in  Table  11,  namely,  $0.54  per 
ton  of  basic  pig  iron,  would  be  near  enough  to  the  facts  for  present  pur- 
poses according  to  that  method  of  allocating  such  costs.  If  this  were 
added  to  the  furnace  cost  as  shown  in  the  foregoing  table,  it  would 
give  a  total  book  cost  of  $13.74  per  ton,  and  a  net  total  integration 
cost  of  $10.63  per  ton.  If  in  place  of  this  additional  cost  an  assumed 
normal  cliarge  of  $0.50  per  ton  were  added,  the  total  book  cost  would 
be  $13.70  and  the  total  integration  cost  $10.59  per  ton. 
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Southern  pig  iron. — ^In  the  Birmingham  district  the  technical 
conditions  of  producing  pig  iron  are  such  that  ordinarily  one  com- 
pany operates  directly  all  departments  of  the  business  from  the  min- 
ing of  ore  and  coal  to  the  production  of  coke,  pig  iron,  steel,  and 
various  steel  products.  The  only  exception  for  the  Steel  Corporation 
is  a  small  local  railroad,  the  Birmingham  Southern,  which  showed 
practically  no  profit  from  the  transportation  of  materials  in  1910. 
Inconsequence  of  this  company  organization  there  was  naturally 
little  occasion  to  transfer  raw  materials  or  other  products  from  one 
department  of  the  business  to  another  at  a  profit  above  the  direct 
cost  of  production.  For  these  reasons  the  costs  of  the  Steel  Corporis 
tion  for  Southern  pig  iron  do  not  contain  any  intercompany  profits 
of  importance.  The  following  combined  cost  sheet  for  the  Southern 
pig  iron  of  the  Steel  Corporation  in  1910  is  at  the  same  time,  there- 
fore, a  company  cost  sheet  and  an  integration  cost  sheet. 

Tabls  31.-STEEL  CORPORATION'S  FURNACE  COST  PER  GROSS  TON  OF  SOUTHERN 
PIG  IRON,  AS  SHOWN  BY  THE  PRODUCINO  COMPANY'S  COST  SHEETS,  WHICH  COST 
DOBS  NOT  INCLUDE  INTERCOMPANY  PROFITS,  FOR  1910. 

1586,278  toiia.l 

Cost  per  ton 
of  product. 

Xet  metallio  mixture 12.88 

Coke 3.80 

UmMtooe 19 

Labor 75 

Otber  operating  1 95 

Fumaoe  cost  > 8.57 

This  is  a  strikingily  low  average  cost.  Compared  with  the  average 
costs  of  Southern  pig  iron  shown  on  page  21  (which,  however,  included 
some  trifling  items  of  intercompany  profit),  it  gives  evidence  of 
marked  superiority  in  furnace  practice,  the  use  of  labor-saving 
devices,  and  utilization  of  by-products.  The  items  most  greatly 
reduced  are  coke,  labor,  and  "other  operating"  costs.  The  better 
showing  with  respect  to  other  operating  costs  is  explained  chiefly  by 
the  fact  that  a  more  efficient  system  of  utilizing  gas  from  the  furnace 
resulted  in  an  average  credit  to  cost  of  pig  iron  of  $0.15  per  ton. 

In  the  preceding  table  of  furnace  cost  no  account  is  taken,  of  course, 
of  the  ''additional  costs''  (from  the  profit  and  loss  statements  of  the 
producing  company).  It  would  scarcely  be  proper  to  take  those 
shown  on  page  21  for  all  Southern  furnaces  for  1902  to  1906  as 
typical,  because  the  Steel  Corporation  has,  and  all  companies  which 
keep  careful  accounts  have,  much  heavier  charges  generally  on  this 
account  than  there  shown.  While  the  additional  costs  for  the  large 
companies  for  Bessemer  and  basic  pig  iron  from  1902  to  1906  were 

'  The  amoont  of  this  item  was  91.10  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
Dwnely.  f0.15. 

'  This  does  not  iodiide  any  aUowanoe  for  additional  costs  shown  on  the  profit  and  loas  accounts.  (See 
p.  10.) 
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very  nearly  the  average  for  the  Steel  Corporation,  that  concern  was 
not  represented  in  the  Southern  iron  industry  at  that  time.  Owing 
to  the  Corporation's  policy  of  making  substantial  provisions  of  this 
sort,  the  additional  costs  from  1902  to  1906  for  the  Southern  district 
would  undoubtedly  have  averaged  much  higher  if  it  had  been  then, 
as  it  is  now,  the  principal  producer  in  that  district.  A  fair  allowance 
for  these  additional  charges  for  general  expense  and  general  depreci- 
ation is  $0.50  per  ton,  which  would  make  the  total  cost  of  Southern 
iron  $9.07. 

Comparison  op  net  costs  of  pio  iron. — For  convenience  in  com- 
parison, the  net  or  integration  furnace  costs  (i.  e.,  exclusive  of  inter- 
mediate profits  on  transfer  and  transportation)  of  the  Steel  Corpora- 
tion for  Bessemer,  Northern  basic,  and  Southern  pig  iron,  for  the 
year  1910  are  shown  in  the  following  table: 

Table  32.— COMPARISON  OF  STEEL  CORPORATION'S  INTEGRATION  FURNACE  COST 
PER  GROSS  TON  FOR  BESSEMER,  NORTHERN  BASIC.  AND  SOUTHERN  PIO  IRON', 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


Items  of  oo6t. 


Integration  cost  (exclusive  of 
any  return  to  investment  on 
any  anterior  stage  of  produc- 
tion or  transpcrtatioi^. 


Book  cost 
(which  does  not 
include  any  in- 
termediate 
profit). 


Bessemer 
(6,269,534  tons). 

Northern  basic 
(4,543,177  tons). 

Southern 
(585,273  tons). 

Net  metallic  mixture 

$4.95 

3.30 

.41 

.55 

.50 

15.28 

3.31 

.48 

.56 

.46 

12.88 

Coke 

Liimeirtonff.... 

3.80 
.19 

Labor 

.75 

Other  operating 

.95 

Fiimape  ccwt  * . .        .  , ....     . . 

9.71 

10.09 

r..57 

^  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.   (2>ee 
p.  10.) 

The  marked  advantage  of  the  Southern  pig  iron  costs,  even  on  a 
net  basis,  is  evident  from  the  foregoing  table.  The  furnace  cost  of 
Southern  pig  iron  was  only  $8.57  per  ton,  as  against  $9.71  for  Bes- 
semer and  $10.09  for  Northern  basic;  the  differences  were  $1.14  and 
$1.52,  respectively.  Of  course,  from  the  point  of  view  of  quality  the 
Southern  ore  should  be  compared  with  Northern  basic  and  not  with 
Bessemer.  On  the  otlier  hand,  however,  the  Northern  pig  iron  has 
a  great  advantage  in  location  with  respect  to  the  chief  markets  of 
consumption.  For  market  points  north  of  the  Ohio  River  the  freights 
on  Southern  pig  iron  are  much  higher  on  the  average  than  those  for 
Northern  furnaces,  and  more  than  offset  the  advantage  in  cost  of 
production,  as  shown  above. 

The  lower  costs  of  Southern  pig  iron  resulted  entirely  from  lower 
combined  costs  of  the  three  raw  materials.     The  ore  or  net  metallic 
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mixture  of  the  Southern  pig  iron  averaged  only  $2.88,  as  against 
{4.95  for  Bessemer  and  $5.28  for  Northern  basic,  chiefly  due  to 
the  very  smaU  freight  charges  involved  in  getting  it  to  the 
furnaces.  The  coke  cost  of  the  Southern  furnaces,  on  the  other 
hand,  was  somewhat  higher,  namely,  $3.80  per  ton  of  pig  iron, 
as  against  $3.30  for  the  Bessemer  and  $3.31  for  the  Northern  basic 
fumaces.  This  was  due  partly  to  higher  costs  of  coke  at  ovens, 
partly  to  the  very  much  larger  quantity  of  coke  required  per  ton  of 
pig  iron.  These  together  more  than  o£Fset  the  lower  average  freight 
charges  in  getting  the  coke  (or  the  coal  from  which  the  coke  was 
made)  to  the  fumaces.  The  cost  of  limestone  was  considerably 
lower  for  the  Southern  fumaces,  averaging  only  $0.19  per  ton  of  pig 
ux)n  as  against  $0.41  for  the  Bessemer  and  $0.48  for  the  Northern 
basic  fumaces.  This  was  partly  due  to  lower  costs  of  quarrying  and 
of  freight  to  furnace,  but  dso,  in  an  important  degree,  to  the  use  of 
Southern  ores  containing  large  quantities  of  lime,  which  reduced  the 
need  for  additional  fluxing  material.  Thus  the  average  quantity  of 
limestone  used  by  the  Northern  fumaces  in  1910  was  1,028  pounds 
per  ton  of  pig  iron,  as  against  675  pounds  for  the  Southern  fumaces. 
There  has  been  a  marked  change  in  this  respect  in  recent  years. 
(See  p.  23.) 

Combining  the  costs  of  ore,  coke,  and  limestone,  the  cost  of  these 
three  raw  materials  for  the  Southern  fumaces  averaged  only  $6.87 
per  ton  of  pig  iron,  as  against  $8.66  for  the  Bessemer  and  $9.07  for 
the  Northern  basic  fumaces. 

On  the  other  hand,  the  Southern  fumaces  were  at  a  considerable 
disadvantage  in  the  cost  above  materials.  The  labor  cost  for  the 
Southern  fumaces  was  $0.75  per  ton,  as  against  $0.55  for  the  Bessemer 
and  $0.56  for  the  Northern  basic,  and  the  other  operating  costs  were 
respectively  $0.95,  $0.50,  and  $0.46  per  ton  of  pig  iron.  The  total 
cost  above  materials  of  the  Southern  fumaces  was  therefore  $1.70  per 
ton  of  pig  iron,  as  against  $1 .05  for  the  Bessemer  fumaces  and  $1 .02  for 
the  Northern  basic  fumaces.  Nevertheless,  as  shown  above,  the  net 
furnace  cost  for  Southern  pig  iron  was  much  lower  than  either  of 
these  two  Northern  grades,  on  account  of  its  much  lower  costs  of  raw 
materials  combined. 

The  foregoing  table  also  shows  that  on  the  basis  of  integration  cost 
Bessemer  pig  iron  has  an  advantage  of  $0.38  per  ton  over  Northern 
basic.  This  advantage  depends  chiefly  on  a  lower  furnace  cost  of  the 
net  metallic  mixture  after  intercompany  profits  have  been  eliminated, 
namely,  $4.95  for  Bessemer,  and  $5.28  for  basic,  a  difference  of  $0.33 
per  ton.  This  advantage  is  partly  due  to  lower  costs  for  Bessemer 
ores,  but  also  to  a  lower  net  cost  for  freight  for  the  ore  going  to  the 
Bessemer  fiumaces.  There  was  not  much  compensating  advantage, 
evidently,  in  coke  freights  for  the  Northern  basic  fumaces,  as  the 
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costs  of  coke  were  practically  the  same.  However,  as  these  basic 
furnaces  used  a  little  more  coke  per  ton  of  pig  iron  (due  to  the 
lower  average  iron  content  of  basic  ores)  than  the  Bessemer  fur- 
naces, they  probably  had  a  small  freight  advantage  in  coke. 

Section  6.  Steel  Corporation's  integration  costs  of  ingots  tor  1910. 

The  two  chief  kinds  of  steel  produced  in  the  United  States  in  1910 
were  Bessemer  and  open-hearth  steel.  The  proportions  of  the  Steel 
Corporation's  production  to  the  total  production  in  the  United  States 
are  shown  in  the  following  table: 

T4BLE  83.-COMPARISON  OF  THE  PRODUCTION  OF  BESSEMER  AND  OPEN-HEARTH 
STEEL  PRODUCED  BY  THE  STEEL  CORPORATION  WITH  THE  TOTAL  PRODUCTION 
IN  THE  UNITED  STATES,  FOR  1910. 


Bessemer  ingots  and  castiogs. . . 
Open-hearth  faigots  and  castings 

Total 


United 
States. 


Cfrotttont. 
9,412,772 
16,504,609 


25,917,281 


Steel  Corpora- 
tion. 


Orontont. 
5,796,223 
8,383,146 


Per  cent 


6L6 
50.8 


14,179,360 


54.7 


While  the  foregoing  table  shows  the  production  of  both  ingots  and 
castings,  by  far  the  greater  part  of  it  consists  of  ingots. 

Bessemer  steel  is  of  two  kinds,  namely,  billet  steel  and  rail  steel, 
both  of  which  were  produced  in  large  quantities  but  the  tonnage  of 
which  is  not  reported  separately  for  the  United  States.  The  quantity 
of  Bessemer  rail  ingots  produced  can  be  determined  very  closely,  how- 
ever, from  the  tonnage  of  Bessemer  rails.  The  quantity  of  Bessemer 
rails  produced  would  indicate  that  about  one-quarter  of  the  Bessemer 
steel  produced  in  the  United  States  was  Bessemer  rail  steel,  and 
similarly  about  one-quarter  of  the  Bessemer  steel  produced  by  the 
Steel  Corporation  was  rail  steel. 

Open-hearth  steel  is  of  two  kinds,  namely,  acid  and  basic.  Very 
little  of  the  former  is  produced  in  the  United  States  and  hardly  any 
by  the  Steel  Corporation. 

Bessemer  billet  ingots. — ^Most  of  the  Bessemer  steel  produced 
is  billet  steel,  which,  as  already  noted  (p.  61),  is  substantially  the 
same  as  Bessemer  rail  steel,  except  that  a  smaller  quantity  of  manga- 
nese is  required  for  billet  steel,  in  consequence  of  which  the  cost  tends 
to  be  a  little  lower.  Inasmuch  as  the  production  of  Bessemer  billet 
ingots  by  the  Steel  Corporation,  namely,  4,395,606  tons,  was  con- 
siderably larger  than  that  of  Bessemer  rail  ingots,  the  costs  for  the 
former  are  a  better  indication  of  prevailing  conditions  of  cost. 

The  following  summary  table  shows  the  average  works  cost  of 
Bessemer  billet  ingots  for  the  Steel  Corporation  in  1910  together  with 
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the  intercompany  profits  included  in  the  items  of  cost  and  the  inte- 
gration works  cost: 

Table  34.-STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER 
BILLET  moOTS,  AS  SHOWN  BY  PRODUCINQ  COMPANIES'  COST  SHEETS.  APPROXI- 
MATE INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS 
COST.  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


[4,305,606  tons.] 

Items  of  cost. 

ComiMUiy 

or  book 

cost. 

Intnr- 
oompany 
proflt  (ap- 
proximate). 

IhteKratfcm 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
sta^  of  prodoo- 
tion  or  trans- 
portation). 

P^g  |inn  pni\  jprmp 

$15.16 
.29 
.16 
.48 
.54 

13.85 
.03 
.02 

111.31 

MMUfMWBfl. 

.26 

FoeL 

.13 

lAbor                                                    

.49 

OUifT otwntiiur 

.01 

.53 

Works  cost  1 

16.63 

3.91 

12.72 

I  This  does  not  indade  any  allovanoe  for  additional  costs  shown  on  the  profit  and  loss  aooomits.    (See 
p.  10.) 

The  works  cost  of  Bessemer  billet  ingots,  as  shown  by  the  cost  sheets 
of  the  subsidiary  companies  of  the  Steel  Corporation,  averaged  $16.63 
per  ton. 

The  above  book  cost  includes  items  of  intercompany  profit,  which 
have  been  already  explained  (p.  91),  going  to  other  subsidiary  com- 
panies which  produced  or  transported  the  materials  used.  These 
profits  per  ton,  shown  in  the  second  column  of  the  table,  constituted 
the  total  remuneration  per  ton  going  to  such  producing  or  transporta- 
tioii  companies. 

Most  all  of  the  intercompany  profits  in  these  ingots,  which  aggre- 
gated $3.91  per  ton,  is  found  in  the  profit  contained  in  the  book  cost 
of  pig  iron  and  scrap,  namely,  $3.85  per  ton.  This  depends  almost 
wholly,  of  course,  on  the  transfer  profits  in  ore  and  coke  and  the 
transportation  profits  in  ore. 

There  was  a  small  profit  per  ton,  namely,  $0.03,  in  the  item  of  man- 
ganese, which  goes  back,  of  course,  almost  entirely  to  the  same  sources 
(ore  and  coke). 

The  profit  in  the  item  of  fuel,  namely,  $0.02  per  ton,  relates  chiefly 
to  the  transfer  profits  contained  in  the  cupola  coke  used. 

There  were  several  other  very  small  items  of  intercompany  profit 
which  could  be  ascertained,  which  aggregated  $0.01  per  ton  and 
which  are  found  in  the  "other  operating"  costs.  These  occurred 
chiefly  in  connection  with  molds  and  stools  (used  in  casting  steel), 
with  a  small  proportion  for  steam  and  negligible  items  for  materials. 
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The  deduction  of  these  items  of  intercompany  profit  from  the 
respective  items  of  book  cost  leaves  the  int^ration  cost  in  each  case. 

The  book  cost  of  pig  iron  and  scrap  is  thus  reduced  from  S15.16 
per  ton  of  ingots  to  $11.31.  The  other  changes  were  small  and  do 
not  require  any  further  notice. 

Deducting  the  total  intercompany  profit,  namely ,  $3.91  per  ton, 
from  the  works  cost  as  shown  in  the  cost  sheets  ($16.63),  leaves  an 
integration  works  cost  of  $12.72  per  ton  of  ingots,  which  is,  of 
course,  exclusive  of  any  return  to  the  anterior  stages  of  produc- 
tion, transportation,  and  manufacture. 

No  provisions  for  additional  costs  appearing  in  the  profit  and  loss 
statements  are  comprised  in  the  cost  statement,  i.  e.,  general  expenses 
and  general  depreciation  not  allocated  to  costs  of  products.  The 
Bureau  did  not  ascertain  or  apportion  them  for  1910,  but  the  item 
for  such  costs  shown  for  lai^e  companies  in  Table  13,  on  page  57, 
namely,  $0.98  per  ton,  might  be  used,  although  it  is  undoubtedly  too 
large.  This  item  added  to  the  works  integration  cost  shown  in  the 
table  ($12.72)  would  give  $13.70  as  the  total  integration  cost  per  ton 
of  Bessemer  billet  ingots.  An  additional  cost  for  general  deprecia- 
tion and  general  expense  of  $0.60  per  ton  (including  cumulative 
charges  for  pig  iron)  is  probably  more  nearly  a  normal  requirement 
(See  p.  59).  If  this  be  added  to  the  works  integration  cost,  the  total 
integration  cost  would  be  $13.32  per  ton. 

Bessemer  rail  ingots. — Before  1904  practically  all  steel  rails 
were  produced  from  Bessemer  steel,  both  for  the  United  States  as  a 
whole  and  for  the  Steel  Corporation  in  particular;  but  the  production 
in  1910  was  about  equally  divided  between  Bessemer  and  open-hearth 
steel.  The  cost  of  production  of  Bessemer  rails,  and  therefore  of 
Bessemer  rail  ingots,  is  a  matter  of  especial  interest.  In  the  first 
place,  this  process  is  cheaper;  in  the  second  place,  most  of  the  rails 
produced  and  sold  in  foreign  countries  are  made  by  the  Bessemer 
process  (either  acid  or  basic). 

The  following  summary  table  shows  the  average  works  cost  of 
Bessemer  rail  ingots  for  the  Steel  Corporation  for  1910,  as  shown  by 
the  books  of  the  producing  companies,  together  with  the  intercom- 
pany profits  included  in  the  items  of  cost  and  the  integration  cost  at 
works. 
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TiBUl&~8TEBL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER  RAIL 
INGOTS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST, 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


[1,309,1271008.] 

Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
ooet  (exolnslve 
of  any  return 
to  investment 
on  any  anterior 
stage  of  prodno* 
tion  or  trans- 
portation). 

Plfiromwid  tcnp 

S14.90 
.77 
.10 
.62 
.50 

14.00 

t.Ol 

.01 

810.  ai 

JfnniBTMW- 

.78 

Pud. 

.09 

Ubor 

.53 

OthfTftPBBtkg 

«.Q2 

.64 

** 

Worts  oiMt* 

10.85 

4.08 

12.17 

<  In  molds  and  stools,  materials,  and  steam. 

>  lUs  doss  not  Inelade  any  aDowanee  for  addltiemal  costs  shown  on  the  profit  and  loss  accounts.    (See 

^lo.) 

Tlie  works  cost  of  Bessemer  rail  ingots,  as  shown  by  the  cost  sheets 
of  the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
$16.85  per  ton  in  1910. 

This  book  cost  includes,  however,  as  shown  in  the  second  column 
of  the  table,  certain  items  of  intercompany  profits,  as  explained 
above  (p.  91),  going  to  other  subsidiary  companies  wliich  produced 
or  transported  the  materials  used.  These  profits  per  ton  comprised 
the  total  remuneration  per  ton  accruing  to  such  producing  or  carrying 
(^mpanies  for  such  products  or  services. 

Practically  all  of  this  intercompany  profit  relates  to  the  pig  iron 
and  scrap  used  in  making  the  steel,  namely,  S4.66  out  of  a  total  of 
$4.68.  This  large  profit  item  goes  back,  of  course,  through  the  pig 
iron  to  the  raw  materials,  and  consists  chiefly  of  profits  on  ore  and 
coke  and  the  transportation  of  ore. 

Taking  all  the  Bessemer  rail  ingot  production  of  the  Steel  Corpora- 
tion, the  prices  at  which  manganese  and  other  similar  metallic  ad- 
ditions were  charged  to  the  steel  works  resulted  in  an  intercompany 
loss  instead  of  an  intercompany  profit;  this  loss,  however,  amoimted 
to  a  little  less  than  $0.01  per  ton  of  product. 

The  item  of  intercompany  profit  in  fuel  was  only  $0.01  per  ton, 
&nd  comprised  profits  in  the  cupola  coke. 

The  other  items  of  intercompany  profit  were  very  small,  and  came 
in  the  molds  and  stools  (used  in  casting  the  steel),  materials  (in 
repairs  and  maintenance),  and  steam.  These  profit  items  totaled 
only  $0.02  per  ton  of  product. 
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Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves  the  integration  works  cost  in  each  case. 
Thus,  the  cost  of  pig  iron  and  scrap  is  reduced  thereby  from  S14.90 
to  only  110.24  per  ton  of  ingots.  Tlxe  other  changes  in  the  integra- 
tion cost  do  not  call  for  any  particular  comment. 

Deducting  the  total  intercompany  profit  ($4.68  per  ton)  from  the 
book  works  cost  of  the  ingots,  reduces  it  from  $16.85  to  $12.17  per 
ton.  This  constituted  the  works  cost  of  these  ingots,  exclusive  of 
any  return  to  the  anterior  stages  of  production,  transportation,  and 
manufacture. 

This  works  cost,  it  should  be  kept  in  mind,  does  not  allow  for  any 
general  expenses  or  general  charges  for  depreciation  (''additional 
CQst")  appearing  in  the  profit  and  loss  statements  of  the  producing 
companies  and  not  allocated  to  particular  products.  The  Bureau 
did  not  ascertain  or  apportion  these  expenses  for  the  year  1910,  but 
the  same  additional  expense  in  this  case  as  shown  in  Table  14,  on 
page  61,  for  a  number  of  large  companies  might  be  used,  although  it 
b  certainly  much  too  large.  This  was  $1.05  per  ton  of  ingots,  and 
would  increase  the  foregoing  works  cost  as  shown  on  the  cost  sheets 
from  $16.85  to  $17.90  per  ton,  and  the  integration  cost  from  $12.17 
to  $13.22  per  ton. 

If  instead  of  this  amount  the  estimated  normal  charge  for  general 
expense  and  depreciation  is  used,  namely,  $0.60  per  ton  (including 
cumulative  charges  for  pig  iron),  a  lower  result  is  arrived  at.  This 
gives  a  total  book  cost  of  $17.45  per  ton  and  an  integration  cost  of 
$12.77  per  ton. 

Basic  ofen-heabth  ingots. — ^The  open-hearth  process  used  by 
the  Steel  Corporation  is  the  basic  process  in  the  North,  and  the 
duplex  process  in  the  South.  The  duplex  process  consists  in 
first  putting  basic  pig  iron  through  an  acid  Bessemer  converter, 
chiefly  to  remove  the  sihcon,  and  then  treating  the  metal  in  basic 
open-hearth  furnaces  to  remove  the  phosphorus. 

The  two  processes  are  so  different  that  the  costs  for  each  should 
not  be  combined.  Furthermore,  the  Northern  costs  show  important 
items  of  intercompany  profit,  while  the  Southern  works,  being  part 
of  a  completely  unified  company  (Tennessee  Coal,  Iron  &  Baihoad 
O).),  do  not  show  any  such  profits  in  their  costs. 
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TiBU  38.-STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BASIC  OPEN- 
HEARTH  INGOTS  AT  NORTHERN  WORKS  AND  AT  SOUTHERN  WORKS,  AS  SHOWN 
BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY 
PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST,  AS  SHOWN  BY 
THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


Items  of  cost. 


Ftgiraoaiidsenp. 

liar^jMi—c 

Pnd 

Labor. 

Other  opoBting... 
Bdnildingfniid.. 

Works  cost  >. 


Northern  (3,707,749  tons). 


Company 

or  book 

cost. 


$14.03 
.40 
.60 
.68 
.76 
.31 


16.76 


Izitci!tx>m- 

pany  profit 

(approxi* 

mate). 


13.60 
.01 
.02 


«.01 


Integration 
cost  (exclusive 

of  any  return 

to  investment 

on  any  anterior 

stage  of 

production). 


S10.63 
.39 
.67 
.68 
.74 
.31 


3.64 


13.22 


Southern 
(509,007  tons). 


Company  or 
bookcoet(  which 
does  not  include 
any  interme- 
diate profit). 


19.36 
.63 
.62 
.79 
1.49 
.45 


13.34 


>  In  materials,  refractories,  fluxes,  tools,  lubricants,  etc. 

<  This  does  not  include  any  allowance  for  additional  costs  sho^n  on  the  profit  and  loss  accounts.    (See 

p.  m 

Northern  works. — The  works  cost  of  basic  open-hearth  ingots  in 
1910,  as  shown  by  the  cost  sheets,  was  $16.76  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  as  shown  in 
the  second  column  of  the  table.  These,  as  has  already  been  explained 
above,  represent  the  total  profit  earned  by  other  subsidiary  compa- 
nies on  the  materials,  etc.,  charged  in  the  cost  sheet,  and  constituted, 
of  course,  in  so  far  as  these  quantities  of  material  are  concerned,  the 
return  to  the  capital  invested  in  anterior  stages  of  production  and 
transportation. 

By  far  the  greater  part  of  the  intercompany  profit  charged  against 
the  cost  of  these  ingots  relates  to  the  item  of  pig  iron  and  scrap, 
namely,  S3.50  out  of  a  total  of  $3.54  intercompany  profit  per  ton. 
This  profit  goes  back,  of  course,  in  part  to  the  transfer  and  trans- 
portation profits  on  ore  and  coke,  and  also  to  coal  transfer  profits. 

In  the  manganese  used  there  was  a  small  intercompany  profit, 
averaging  $0.01  per  ton  of  ingots.  As  only  a  part  of  these  ingots 
were  rail  ingots,  the  cost  for  manganese  was  naturally  lower  than 
for  the  Bessemer  rail  ingots  above. 

The  intercompany  profit  for  fuel  averaged  $0.02  per  ton  of  ingots. 
This  was  chiefly  due  to  the  transfer  profits  included  in  the  cost  of 
coal  used  for  making  gas  in  the  "producer"  furnaces. 

There  were  various  very  small  items  of  intercompany  profit  in  the 
"other  operating"  costs,  aggregating  a  Httle  less  than  $0.01  per  ton 
of  ingots.  These  occurred  chiefly  with  respect  to  materials  in  repairs 
and  maintenance,  fluxes,  refractories,  tools,  and  lubricants. 
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Subtracting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves  the  integration  cost  at  works  in  each  case. 
Thus  the  cost  of  pig  iron  and  scrap  is  reduced  from  $14.03  to  $10.53 
per  ton.  The  other  changes  in  particular  items  of  integration  cost 
do  not  require  detailed  comment. 

Deducting  the  total  integration  profit,  namely,  $3.54  per  ton, 
from  the  works  cost  of  these  ingots,  as  shown  on  the  cost  sheets, 
leaves  an  integration  cost  of  $13.22  per  ton.  This  constituted  the 
works  cost  of  these  ingots,  exclusive  of  any  return  to  the  anterior 
stages  of  production,  transportation,  and  manufacture. 

This  works  cost,  as  ahready  explained  in  the  case  of  other  products, 
does  not  include  any  of  the  imallocated  charges  for  general  expense 
and  general  depreciation  C  additional  cost'O  appearing  in  the  profit 
and  loss  statements  of  the  producing  companies.  The  Bm^au,  as 
already  noted  (p.  104),  did  not  ascertain  them  for  the  year  1910;  but 
the  average  figure  given  for  additional  costs  of  basic  open-hearth 
ingots  in  Table  6,  on  page  27,  might  be  used.  This  was  $0.79  per 
ton  of  basic  open-hearth  ingots.  The  addition  of  this  cost  to  the  fore- 
going integrated  works  cost  of  $13.22  would  give  a  total  integrated 
cost  of  $14.01  per  ton  of  basic  open-hearth  rail  ingots.  On  the  basis 
of  an  estimated  reasonable  charge  for  depreciation  and  general 
expense  this  is  probably  too  low.  Assuming  $0.85  as  a  normal 
charge  (including  cumulative  charges  for  pig  iron),  the  total  cost  for 
these  ingots  at  Northern  works  would  be  $14.07  per  ton. 

Southern  works. — As  abeady  noted,  the  cost  of  open-hearth  rail 
ingots  at  the  Southern  works,  owing  to  the  character  and  organization 
of  the  Southern  iron  industry,  does  not  include  any  intercompany 
profits.  The  costs  are,  nevertheless,  of  considerable  interest  for  pur- 
poses of  comparison,  particularly  with  those  of  the  Northern  works, 
which  have  just  been  considered. 

It  is  evident  that  for  such  a  comparison  the  proper  basis  is  the 
integration  cost  of  the  Northern  works ;  otherwise  large  intercompany 
profits  would  be  included  in  the  costs  in  one  case  and  not  in  the 
other. 

The  costs  of  pig  iron  and  scrap  per  ton  of  ingots  at  the  Southern 
works  was  $9.36.  This  low  cost  was  directly  due,  of  course,  to  the 
very  low  furnace  costs  of  pig  iron  for  the  furnaces  of  the  Steel  Cor- 
poration in  this  district  (see  p.  107),  namely,  $8.57  per  ton  of  pig  iron. 
The  actual  transfer  price  was  $8.60,  mostly  for  hot  metal  from  the 
blast  furnaces.  A  considerable  quantity  of  scrap  was  used — about  21 
per  cent  of  the  total  gross  metallic  mixture — for  which  the  average 
price  was  a  little  over  that  of  the  pig  iron  (because  the  percentage  of 
pure  iron  is  higher  than  for  pig  iron). 

In  the  cost  of  pig  iron  and  scrap,  therefore,  the  Southern  works 
had  a  slight  advantage  over  the  Northern,  these  costs  being,  respec- 
tively, $9.36  and  $10,53  per  ton  of  ingots. 
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Hie  manganese  cost  for  the  Southern  works  was  $0.63  per  ton  of 
product,  or  $0.24  higher  than  for  the  Northern  works,  but  this  was 
because  only  a  small  part  of  the  steel  produced  at  the  Northern 
works  was  for  making  rails. 

In  the  cost  of  fuel  the  Southern  works  showed  $0.62  per  ton 
of  ingots,  as  against  $0.57  for  the  Northern  works,  in  spite  of  much 
lower  transfer  prices  for  fuel.  Both  works  used  hot  pig  metal,  and 
the  differences  in  the  proportion  of  scrap  used  were  not  very  large. 

The  labor  cost  at  the  Southern  works  aTeraged  $0.79  per  ton  of 
ingots,  against  $0.68  at  the  Northern  works.  The  additional  labor 
inrolyed  by  the  duplex  process  is  thus  apparently  reflected  in  the 
costs.  For  the  item  of  labor  for  melting  and  converting,  however, 
there  was  no  difference,  while  for  charging  the  open-hearth  furnaces 
the  Southern  works  had  a  slight  advantage;  in  both  cases  the  expla^ 
nation  is,  porhaps,  found  in  the  fact  that  the  Southern  works  used  a 
somewhat  higher  proportion  of  hot  metal. 

Hie  ^' other  operating"  costs  aggr^ated  $1.49  per  ton  of  ingots  for 
the  Southern  works  and  only  $0.74  for  the  Northern  works.  Here, 
again,  the  general  explanation  is  undoubtedly  found  in  the  more 
oomphcated  character  of  the  duplex  process.  This,  for  example, 
requires  a  much  greater  expenditure  for  steam  than  a  simple  open- 
hearth  plant. 

The  rebuilding  fund,  which  is  an  item  of  depreciation,  was  $0.46  for 
the  Southern  works,  or  $0.14  higher  than  for  the  Northern. 

'Die  total  works  cost  of  the  Southern  works  was  $13.34  per  ton  of 
ingots,  as  against  $13.22  for  the  Northern  works.  In  order  to  make 
a  fair  comparison  it  would  be  necessary,  however,  to  add  something 
to  the  manganese  cost  for  the  Northern  works  to  put  them  on  an 
even  basis  in  this  respect,  because  the  Southern  works  make  rails 
only.  This  necessary  addition  may  be  estimated  at  the  difference 
between  the  two,  namely,  $0.24  per  ton,  which  would  increase  the 
cost  at  Northern  works  to  $13.46,  as  compared  with  $13.34  for  the 
Southern  works.  Thus,  while  the  Southern  steel  works  had  a  great 
advantage  in  the  cost  of  its  pig  iron  and  scrap,  this  advantage  was 
ahnost  entirely  offset  by  larger  costs  for  other  items. 

Neither  of  these  average  costs  just  compared  include  any  allow- 
ance for  additional  costs.  Assuming  an  arbitrary  addition  to  the 
works  costs  of  $0.85  for  the  Northern  works  and  of  $0.95  for  the 
Southern  works  (which  would  be  greater  on  account  of  the  duplex 
process),  the  total  costs  would  be  $14.07  for  the  Northern  works  and 
S14.29  for  the  Southern  works. 

Sectioa  7.  Steel  Cerporation's  integration  costs  of  heavy  steel  rails  in 
1910. 

In  recent  years,  as  stated  above,  there  has  been  a  very  great 
mcrease  in  the  production  of  rails  from  open-hearth  steel,  and  to  a 
considerable  extent  tliis  has  meant  a  substitution  of  open-hearth 
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rails  for  Bessemer  rails.  The  technical  reasons  for  this  change  are 
not  of  importance  here.  It  is  important,  however,  to  note  the  fact. 
It  may  also  be  repeated  that  the  great  bulk  of  heavy  rails  produced  in 
other  countries  are  made  from  Bessemer  steel — either  acid  or  basic — 
and  that  these  are  the  kinds  of  raib  which  figure  chiefly  in  interna- 
tional trade. 

The  total  production  of  the  Steel  Corporation  and  of  the  United 
States  for  both  Bessemer  and  open-hearth  rails  during  the  year  1910 
is  shown  in  the  following  table: 

Table  37.-C0MPARIS0N  OF  PRODUCTION  OF  BESSEMER  AND  OPBN-HBARTH  STEEL 
RAILS  BY  THE  STEEL  CORPORATION  WITH  THE  TOTAL  PRODUCTION  IN  THE 
UNITED  STATES  FOR  1910. 


Bessemer... 
Open  hearth 

Total. 


United 
States. 


Qro99toni. 

1,884,442 

1,751,350 


8,635,801 


Steel  Cor- 
poration. 


1,134,381 
1,004,565 


2,138,946 


Percent 
of  total. 


6a2 

57.4 


58.8 


The  foregoing  table  shows  the  total  production  of  steel  rails  in  each 
case,  including  light  rails  and  girder  rails,  as  well  as  heavy  standard 
rails.  As  these  different  kinds  of  rails  have  considerable  differences 
in  cost;  it  is  necessary  to  show  the  costs  for  heavy  standard  rails 
separately.  Consequently  the  tonnages  covered  by  the  following  cost 
statements  are  considerably  less  than  the  total  production  of  the 
Steel  Corporation  in  1910. 

Bessemer  rails. — Of  the  total  production  of  Bessemer  rails  by 
the  Steel  Corporation  in  1910  (1,134,381  tons),  923,651  tons  were 
heavy  standard  Bessemer  rails.  All  of  these  are  covered  by  the  fol- 
lowing cost  statement,  which  combines  the  costs  of  two  rail  plants 
of  the  Steel  Corporation  making  Bessemer  rails,  for  the  year  1910: 

Table  88.--STEEL  CORPORATION'S  MILL  COST  PER  GROSS  TON  OP  HEAVY  STAND- 
ARD BESSEMER  RAILS,  AS  SHOWN  BY  PRODUCINQ  COMPANIES'  COST  SHEETS, 
APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRA- 
TION MILL  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  19ia 

{928,651  tons.] 


Items  of  cost. 


Ingots 

Labor 

Other  opentlng 

MlUoost*. 


Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

117.86 
L14 
L23 

$4.83 

1.03 

20.23 

4.86 

Intagration 

cost  (exclnsivs 

of  any  return 

to  investment 

on  any  anterior 

stage  of  pn>- 

dactionor 

transportatios). 


$13.03 
1.14 
1.90 


IS,  37 


1  In  ftiet,  steam,  materials,  and  provision  for  rolls. 

*  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  aoooonts.   (S«s 
p.  10.) 
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The  mill  cost  of  heavy  standard  Bessemer  rails,  as  shown  by  the 
cost  sheets  of  the  producing  companies  of  the  Steel  Corporation, 
averaged  $20.23  per  ton  in  1910.  This  cost,  as  in  the  case  of  products 
already  discussed,  includes  considerable  items  of  intercompany 
profit  (see  p.  91),  as  shown  in  the  second  column  of  the  table,  going 
to  other  subsidiary  companies,  which  produced  or  transported  the 
materials  used,  these  profits  per  ton  constitutmg  the  total  remunera- 
tion per  ton  accruing  to  such  producing  or  transportation  companies 
for  their  products  or  services. 

All  but  an  insignificant  portion  of  this  profit  relates  to  the  cost  of 
the  ingots  used,  namely,  S4.83  per  ton  in  a  total  of  $4.86  per  ton. 
While  this  appears  as  a  very  large  item,  it  must  be  remembered  that 
it  goes  back  through  ingots  and  pig  iron  to  the  transfer  profits  on  the 
chief  raw  materials — ore  and  coke — and  also  to  the  large  transporta- 
tion profits  on  ore,  which  have  been  already  discussed.  The  ingots 
themselves  were  transferred  to  the  rolling  mills  without  profit  over 
mill  cost,  but  the  intercompany  profit  naturally  is  incre^ed  in  this 
case  because  it  required  more  than  1  ton  of  ingots  to  produce  a  ton 
of  rails.     (Cf.  p.  122.) 

The  other  items  of  intercompany  profit  were  very  small,  and  aggre- 
gated for  all  other  operating  expenses  only  $0.03  per  ton  of  rails. 
These  profits  related  to  fuel,  steam,  materials,  and  provision  for  rolls. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  mill  cost  leaves  the  integration  cost  at  works  in  each  case. 

The  book  cost  of  ingots  used  is  thereby  reduced  from  $17.86  to 
$13.03  per  ton  of  rails,  while  the  other  operating  items  are  reduced 
from  $1.23  to  $1.20  per  ton  of  rails.  The  mill  cost  of  rails,  in  the  same 
manner,  is  reduced  from  $20.23  to  $15.37  per  ton  of  rails.  This  net 
integration  cost  excludes  any  return  to  anterior  stages  of  production, 
transportation,  and  manufacture  with  respect  to  the  materials  used 
in  making  these  rails. 

This  integration  mill  cost,  furthermore,  does  not  take  any  accoimt 
of  the  "additional  costs''  of  manufacture  which  appear  in  the  profit 
and  loss  accounts  of  the  producing  companies  not  allocated  to  par- 
ticular products.  These  additional  costs  were  not  ascertained  by  the 
Bureau  for  the  year  1910,  as  already  stated  (p.  104),  but  the  average 
figure  given  for  additional  cost  of  rails  in  Table  16,  namely,  $1.29  per 
ton,  or,  say,  $1.30,  is  probably  a  fair  approximation  to  this  cost 
(including  cumulative  charges  for  anterior  processes),  which,  in  any 
case,  can  not  be  exactly  stated.  The  addition  of  this  cost  to  the 
foregoing  integrated  mill  cost  of  rails,  namely,  $15.37  per  ton,  gives 
a  total  integrated  cost  of  $16.67  per  ton  for  these  Bessemer  rails. 

Open-heabth  bails. — The  total  output  of  open-hearth  rails  by 
the  Steel  Corporation  in  1910  was  1,004,565  tons.  These  were  pro- 
duced at  both  Northern  and  Southern  mills.     Heavy  standard  rails 
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formed  about  86  per  cent  of  the  total.  The  costs  for  these,  as  shown 
on  the  cost  sheets  of  the  producing  companies,  are  given  in  the  fol- 
lowing table: 

Tablb  38.— steel  CORPORATION'S  MILL  COST  PER  GROSS  TON  OF  HEAVY  OPEN- 
HEARTH  RAILS  AT  NORTHERN  AND  SOUTHERN  PLANTS,  AS  SHOWN  BY  PRO- 
DUdNQ  COMPANIES'  BOOKS.  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED 
THEREIN,  AND  INTEGRATION  MILL  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE 
CORPORATION,  FOR  1910. 


Itema  of  cost. 


Northern  (690,966  tons). 


Company 

or  book 

cost. 


Ingots 

Labor 

Other  operating 

MiUoosti. 


118.87 
1.19 
1.35 


20.91 


Interoom- 

pany  profit 

(approzj- 

mate). 


13.64 


.02 


3.56 


Integiatloa 

cost  (ezcluaive 

of  any  ratiun 

to  investment 

on  any  anterior 

stage  of 

praductioa  or 

transportation). 


S14.83 
L19 
1.33 


17.35 


(323,061  tons). 


Company  or 

book  cost 

(which  does 

not  infCtndeany 

intennediate 

profit). 


$14.86 
1.72 

2.66 


19.21 


1  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  aoooant& 
(Seep.ia) 

As  the  Northern  and  Southern  mills  which  made  these  rails  operate 
under  different  technical  conditions,  particularly  with  respect  to  cost 
of  materials,  the  costs  of  each  are  shown  separately.  Those  for  the 
Southern  mill  do  not  show  any  integration  profits  for  the  reasons 
already  stated  (p.  107). 

Northern  mills. — ^The  mill  cost  of  heavy  standard  open-hearth 
rails  at  the  Northern  mills  in  1910,  as  shown  by  the  cost  sheets, 
averaged  $20.91  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  (see  p.  91) 
which  are  shown  in  tlie  second  column  of  the  table,  which,  so  far  as 
the  material  here  in  question  is  concerned,  constituted  the  total 
return  to  investment  of  antecedent  producing  or  transportation  com- 
panies for  their  products  or  services. 

Of  the  total  integration  profit  just  mentioned,  namely,  $3.56  per 
ton  of  rails,  all  but  a  very  small  fraction  was  due  to  the  profit  in 
ingots  used,  namely,  $3.54.  This  profit  goes  back,  of  course,  chiefly 
to  the  large  transfer  and  transportation  profits  in  ore  and  the  transfer 
profits  in  coke  used.  The  ingots  themselves  were  transferred  to  the 
rail  mill  without  charging  a  profit  over  the  costs  as  shown  by  the 
cost  sheets,  though  in  one  case  there  was  a  very  small  item  of  freight. 

The  intercompany  profits  tend  to  increase  for  each  stage  of  pro- 
duction, however,  on  account  of  the  fact  that  more  than  a  ton  of 
material  is  required  per  ton  of  product.  (Cf .  p.  1 22.)  The  other  items 
of  intercompany  profit  were  insignificant,  aggregating  only  $0.02  per 
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ton  of  rails.  They  related  to  fuel,  materials,  tools,  lubricants,  and 
supplies.  These  items  of  profit  deducted  from  the  respective  items  of 
mill  cost  give  the  respective  integration  mill  costs. 

The  book  cost  of  the  ingots  used  is  thereby  reduced  from  $18.37  per 
ton  of  rails  to  $14.83;  the ''other  operating''  costs  from  $1.35  to  $1.33. 
Thus  the  total  mill  cost  of  rails  is  reduced  from  $20.91  to  $17.35  per 
ton.  This  integration  cost  excludes  any  profit  for  the  anterior  proc- 
esses of  production,  manufactiu*e,  or  transportation  so  far  as  the 
quantities  of  material  used  in  making  these  rails  are  concerned. 

This  net  or  int^ration  mill  cost,  moreover,  does  not  allow  for  any 
"additional  costs"  on  account  of  general  expense  or  general  deprecia- 
tion appearing  in  the  profit  and  loss  accoimts  of  this  company  and 
not  allocated  to  particular  products.  These,  as  stated  elsewhere,  were 
not  determined  by  the  Bureau  for  the  year  1910,  but  a  fair  approxi- 
mate figure  for  open-hearth  rails  (including  cumulative  charges  for 
anterior  processes)  probably  would  be  $1.55  per  ton.  This  added  to 
the  integration  mill  cost  stated  above  would  give  a  total  integra- 
tion cost  of  $18.90  per  ton  of  these  open-hearth  rails. 

SoTTTHEBN  MILL. — ^As  already  stated,  the  cost  of  rails  at  the  South- 
em  mill,  as  shown  by  the  cost  sheets,  does  not  contain  any  items 
of  intercompany  profit.  (See  p.  107.)  The  Southern  mill  starts, 
therefore,  with  practically  an  integration  cost  for  ingots  used,  namely, 
$14.86  per  ton  of  rails,  which  may  be  compared  with  the  integration 
cost  for  the  Northern  mills  of  $14.83  per  ton.  The  elimination  of  the 
mtercompany  profits  in  this  item  for  the  Northern  mills  puts  them, 
therefore,  on  a  fairly  even  basis  to  start  with.  The  labor  and  other 
operating  costs  of  the  Northern  mills  are,  however,  considerably  lower, 
namely,  $1.19  per  ton  for  labor  and  $1.33  per  ton  for  other  operating 
costs,  as  against  $1.72  for  labor  at  the  Southern  mill  and  $2.66  for 
other  operating  items.  Hence,  the  total  integration  mill  cost  of  rails 
is  considerably  lower  for  the  Northern  mills  than  for  the  Southern 
mill,  namely,  $17.35  and  $19.24  per  ton  of  rails,  respectively.  The 
addition  of  an  assumed  normal  charge  for  general  expense  and  general 
depreciation  (which  must  be  taken  at  a  higher  figure  for  the  Southern 
than  for  the  Northern  plants  on  account  of  the  duplex  process), 
namely,  $  1 .65,  would  give  a  total  cost  for  open-h  earth  rails  for  the  South- 
em  mill  of  $20.89  per  ton.  As  a  matter  of  fact  the  overhead  charges 
for  the  Southern  m\W  are  understood  to  be  higher  on  account  of  the  low 
production  of  this  mill  as  compared  with  capacity.  Taking  both  these 
groups  on  the  basis  of  integration  cost  plus  additional  charges,  there- 
fore, the  Northern  mills  enjoy  an  advantage  of  no  less  than  $1.99  per 
ton  of  rails.  The  question  of  location  with  respect  to  markets  is  not  of 
80  much  significance  in  this  case  as  for  pig  iron,  for  example.  The 
South  and  Southwest  is,  of  course,  a  good  market  for  rails,  while  for 
the  export  trade  the  Birmingham  district  has  a  superior  location 
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compared  with  the  Chicago  district,  though  not  any  better  perhaps 
than  Pittsburgh.  There  does  not  appear  to  be  much  export  demand, 
however,  for  open-hearth  rails.* 

1  A  feature  in  the  elimination  of  transfer  profits,  and  one  to  wliich  attention  is  especially  called  (becaoas 
the  Bureau 's  method  differs  from  that  of  the  Steel  Corporation;  see  pp.  70  and  120),  is  the  treatment  of  acn^. 
The  transfer  or  integration  profit  in  the  ore,  coke,  scrap,  etc.,  may  be  regarded  from  two  points  of  view. 

The  first,  and  the  one  adopted  by  the  Bureau,  was  that  the  profit,  so  to  speak,  proceeded  directly  iDnrard 
with  the  material  as  it  was  used  in  each  successive  stage  of  the  bushiess  until  it  reached  a  flniahed  prodocL 
Inasmucluis  the  profits  so  cairied  forward  did  not  diminish  in  amount,  but  were,  broadly  speaking,  rated 
against  smaller  and  smaller  tonnages  of  product  on  account  of  the  successive  reductions  due  to  the  gross 
waste,  the  rate  of  profit  per  ton  of  product  necessarily  increased  in  a  corresponding  degree.  None  of  the 
profit,  therefore,  was  cut  off  as  belonging  to  the  waste  material  recovered— e.  g.,  scrap  iron  and  steeL  There 
is  therefore  a  regular  and  sometimes  marked  increara  in  the  integration  profit  per  ton,  according  to  ttie 
percentage  of  waste.  As  the  scrap,  which  is  of  ooune  used  again,  does  not  carry  with  it  any  portion  of  this 
integration  profit  (according  to  the  Bureau's  computations),  it  does  not  contribute  to  the  integration  profit 
in  the  material  used,  where  such  scrap  is  added  to  the  primary  material,  as,  for  example,  to  the  ore  in  the 
blast  furnace,  or  to  the  pig  iron  in  the  Bessemer  plant  or  open-hearth  fiimaoe.  For  a  highly  integrated 
steel  concern,  therefore,  the  Bureau's  method  tends  to  give  possibly  a  slightly  lower  amount  of  integratkm 
profit  for  the  pig  iron  and  a  distinctly  lower  integration  profit  for  ingots  than  would  otherwise  be  the  case. 
Consequently,  a  larger  increase  in  integration  profit  per  ton  is  found  between  certain  products  (e.  g.,  ingots 
and  rails)  than  if  the  second  method  were  used. 

The  second  method,  which  is  the  one  used  by  the  Steel  Corporation,  is  to  attribute  to  the  scrap  recovered 
a  part  of  the  accumulated  integration  profits  contained  in  the  nuiterial  used  for  each  particular  process. 
This  cuts  down,  of  course,  the  portion  of  this  integration  profit  going  into  the  product  in  question  by  a 
corresponding  amount  and  consequently  the  average  per  ton  of  product.  But  the  scrap,  of  oourse,  is  used 
again  in  prior  processes  of  production  (and  sometimes  in  the  same  process  in  the  case  of  sted  works);  that 
is,  the  scrap  goes  back  either  to  the  blast  furnace  or  to  the  steel  works.  Inasmuch  as  it  carries  with  it  that 
portion  of  the  integration  profit  attributed  to  it,  it  tends  to  Increase  the  integration  profit  in  the  pig  iron 
or  ingots,  respectively,  and,  hence,  to  give  them  still  higher  integration  profits,  and  consequently  lower 
Integration  costs.  In  particular,  it  may  be  noted,  it  tends  to  diminish  the  dlfbronoe  in  the  integration  profit 
between  ingots  and  the  heavy  products  rolled  thereftom. 

This  whole  subject  is  a  highly  technical  one,  and  chiefly  of  interest,  perhaps,  to  the  accountant.  ISas- 
trations  of  the  differences  in  the  effects  produced  by  these  two  methods  can  be  seen,  however,  by  oom- 
parlng  the  relative  differences  in  the  integration  promts  in  Bessemer  ingots  and  Bessemer  rails,  as  shown 
by  the  Bureau's  computations  (cf.  pp.  61  and  66),  with  the  relative  differences  for  the  same  pradoets  as 
ahown  by  the  Steel  Corporation's  figures.    (Cf.  pp.  113  and  118.) 

It  Is  unnecessary  to  discuss  the  relative  merits  of  these  two  systems.  It  is  obvious  that  one  which  is  appli- 
cable to  a  highly  Integrated  concern  like  the  Steel  Corporation  would  have  no  application  at  all  to  one  which 
made  pig  iron  only.  Such  companies,  however,  were  comprised  in  the  Bureau's  cost  averages.  Hence, 
the  best  method  for  the  Bureau  was  to  use  that  which  it  actually  applied. 
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Section  1.  Basis  of  Bureau's  computation. 

The  Bureau  is  not  prepared  in  this  preliminary  report  to  enter  into 
an  extended  study  of  costs  in  relation  to  investment,  but  some  approxi- 
mate and  tentative  figures  for  one  important  steel  product  may  be 
presented  in  order  to  afford  the  reader  a  general  idea  of  the  invest- 
ment required  and  of  the  significance  of  the  cost  data  already  dis- 
cussed. For  this  purpose  the  Bureau  selected  standard  Bessemer  steel 
rails,  and  based  its  computations  on  a  plant  assumed  to  use  Lake 
Superior  ores  and  chiefly  Connellsville  coke.  The  results  are  pre- 
sented in  the  form  of  ranges  instead  of  averages.  Owing  to  the 
important  influence  of  differences  in  amounts  of  production  upon 
average  figures  of  investment  per  ton,  averages  should  be  used  only 
with  great  discretion.  Take,  for  example,  a  concern  with  an  invest- 
ment in  a  rail  mill  (exclusive  of  any  steel  works  or  antecedent 
stages)  of,  say,  $4,000,000,  with  an  output  of  500,000  tons  of  rails 
per  year;  such  a  concern  would  show  an  average  investment  of  $8  a 
ton,  whereas  if  it  produced  only  350,000  tons  its  average  would  be 
$11.50  per  ton. 

In  preparing  this  discussion  the  Bureau  had  very  extensive  figures 
of  investment  for  blast  furnaces,  Bessemer  works,  and  rail  mills,  and 
it  is  beUeved  that  the  ranges  later  presented  are  fair  and  substantially 
reliable  for  the  purposes  of  the  approximate  conclusions  reached. 
In  the  case  of  the  raw  materials  the  data  available  were  of  a  different 
character,  but  the  Bureau  is  of  tlie  opinion  that  the  results  obtained 
may  be  relied  upon. 

While  it  is  desired  to  arrive  at  an  investment  per  ton  in  order  to 
make  a  comparison,  with  the  profits  per  ton  of  steel  rails,  it  will  be 
fomid  more  convenient  to  work  with  amounts  of  total  investment. 
For  this  purpose  the  Bureau  has  assumed  an  iron  and  steel  plant 
producing  steel  rails,  although  such  a  rail  mill  would  of  course 
ordiaarily  form  part  of  a  more  comprehensive  plant,  producing  othei: 
products  for  which,  however,  it  is  not  necessary  to  present  invest- 
ment data  here. 

The  Bureau  assumed  an  ore  consumption  of  1,000,000  tons  of 
Bessemer  ore  yearly.     Owing  to  the  fact,  as  shown  on  page  21, 
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that  about  1.84  tons  of  Bessemer  ore  are  required  to  produce  a  ton  of 
Bessemer  pig  iron;  1,000,000  tons  of  ore  would  produce  544,500  tons  of 
pig  iron.  Some  rail  and  other  scrap,  however,  could  be  used  with  such 
pig  iron  in  the  manufacture  of  rails.  It  would  require  about  105  to 
106  tons  of  such  mixture  of  pig  iron  and  scrap  to  make  100  tons  of 
ingots,  and  about  131  tons  of  ingots  to  make  100  tons  of  rails.  In  the 
manufacture  of  rails,  however,  there  would  be  a  large  amount  of  scrap, 
a  part  of  which  could,  as  just  explained,  be  used  in  the  manufacture  of 
ingots  (the  remainder  being  sold  or  used  elsewhere  in  the  works) .  On 
this  basis,  544,500  tons  of  pig  iron  together  with  the  amount  of  scrap 
wliich  could  be  reworked,  would  produce,  roughly,  555,000  tons  of  rail 
ingots,  and  from  425,000  to  430,000  tons  of  Bessemer  steel  rails. 
These  computations  are  necessarily  approximate,  depending  some- 
what upon  mill  practice.  The  Bureau  has  based  its  later  calculations 
on  the  lower  figure,  425,000  tons. 

As  stated,  such  a  plant  as  that  in  question  would  require  an  annual 
ore  supply  of,  roughly,  1,000,000  tons.  Without  attempting  to  fix 
upon  what  is  a  proper  reserve  supply,  a  period  of  30  years  may  be 
taken  as  a  fair  basis  for  this  discussion.  Figuring  on  this  basis  such  a 
concern  would  require  an  ore  reserve  of  approximately  30,000,000 
tons.  The  length  assumed  for  the  reserve  period  would  of  course  have 
a  direct  bearing  on  the  final  result. 

In  the  case  of  coke  there  would  be  required  to  produce  the  pig  iron 
(544,500  tons)  necessary  for  this  production  of  rails  yearly  an  annual 
supply  of  approximately  629,500  tons.  As  the  yield  of  good  coking 
coal  is  about  67  per  cent  in  coke,  such  a  coke  supply  would  call  for  an 
annual  supply  of  coal  of  939,000  tons;  on  this  basis  a  30  years'  supply 
would  be  28,170,000  tons. 

In  the  case  of  limestone  rather  less  than  half  a  ton  is  required  to 
produce  a  ton  of  pig  iron.  The  annual  supply  of  limestone  needed 
would  be  about  250,000  tons,  and  a  30  years'  supply,  roughly, 
7,500,000  tons. 

In  this  computation  the  Bureau  has  not  included  anything  for  trans- 
portation investment  in  railroad,  steamship,  or  dock  facUities,  be- 
cause the  ownership  of  such  facilities  and  especially  railroads  by  a 
steel  concern  is  an  exceptional  rather  than  a  normal  condition; 
accordingly,  the  investment  finally  arrived  at  will  be  compared  with 
the  average  profits  for  1902  to  1906,  as  shown  by  the  margin  be- 
tween price  and  cost  exclusive  of  transfer  profits  only. 

Having  arrived  at  the  total  quantities  of  the  various  raw  and  inter- 
mediate materials  required  for  the  production  of  425,000  tons  of 
rails  per  year,  the  fixed  investment  in  these  various  stages  will  now 
be  considered.  An  allowance  for  working  capital  will  be  made  at 
one  point  instead  of  distributing  it  to  the  various  antecedent  stages. 
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Section  8.  Approximate  iiiTestinent  required  in  raw  materials. 

Lake  ore. — As  above  shown,  the  rail  plant  here  under  considera- 
tion has  been  allowed  a  reserve  of,  roughly,  30,000,000  tons  of  Lake 
Superior  ore.  From  what  is  said  in  Chapter  IX,  it  is  reasonably 
certain  that  an  estimate  of  $0.10  to  $0.15  per  ton  for  ore,  taking 
a  reserve  comprising  both  leasehold  and  fee  properties,  would  be 
sufficiently  large.  This  is  on  the  basis  of  estimated  values  for  the 
period  1902  to  1906  and  not  on  what  ore  might  cost  a  new  concern 
about  to  enter  the  steel  business  at  present.  Such  an  estimate  would 
include  improvements,  as  well  as  the  ore  and  the  leaseholds  themselves; 
but,  as  just  pointed  out,  it  would  not  include  anything  for  working 
capital.  On  this  basis,  the  total  ore  body  under  consideration,  in- 
cluding improvements,  would  represent  .an  investment  of  from 
$3,000,000  to  $4,500,000. 

It  should  be  noted  that,  inasmuch  as  this  discussion  relates  to  a 
plant  making  Bessemer  steel  rails,  it  would  be  necessary  to  have  a 
supply  of  Bessemer  ore,  and  that  in  order  to  acquire  a  reserve  of 
30,000,000  tons  of  Bessemer  ore  in  the  Lake  region  it  would  probably 
be  necessary  to  make  purchases  of  mining  lands  which  would  contain 
a  laige  amount  of  other  ore.  However,  while  only  the  total  invest- 
ment required  for  a  Bessemer  rail  plant  is  here  under  discussion,  this 
should  be  regarded  as  a  part  of  a  larger  integrated  enterprise.  Con- 
sequently, non-Bessemer  ores  which  might  be  incidentally  acquired 
by  such  a  concern  in  order  to  get  a  Bessemer  ore  supply  for  its  rail 
plant  would  be  available  for  the  production  of  other  iron  and  steel 
products.  Hence,  it  would  not  be  proper  to  charge  the  cost  of  ac- 
quiring these  non-Bessemer  ores  against  the  Bessemer  rail  plant. 

CoNNELLsviLLE  COKE. — ^The  average  fixed  investment  of  the  Steel 
Corporation  in  coking  coal  and  coke  property,  as  computed  by  the 
Bureau  for  the  period  1901  to  1910,  was  $8.37  per  ton  of  coke  pro- 
duced, this  investment  covering  coke  ovens  and  mining  improvements, 
as  weD  as  a  very  large  supply  of  choice  Connellsville  coking  coal.  This 
mvestment  is  undoubtedly  too  high  to  be  representative  of  conditions 
generally.  Taking  the  large  steel  companies  as  they  are  at  present 
oiganissed,  it  is  reasonable  to  assume  that  the  ConneUsville  coking 
coal  has  not  cost,  on  the  average,  over  $1,000  to  $1,200  per  acre, 
and  the  original  cost  of  the  Steel  Corporation's  coking  coal  to  its 
principal  coke  subsidiary  (the  H.  C.  Frick  Coke  Co.)  was  very  much 
less  than  this.  However,  as  the  H.  C.  Frick  Coke  Co.  had  acquired  a 
large  proportion  of  its  present  holdings  of  coking  coal  land  long  before 
the  Steel  Corporation  was  organized,  the  low  figures  of  earlier  years 
can  not  be  fairly  used  in  this  computation. 

As  a  rough  average,  the  yield  of  good  Connellsville  coking  coal  per 
SCTe  may  be  set  at  about  10,000  tons. 
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On  this  basis  an  average  investment  of  $1,200  per  acre  would  be 
equivalent  to,  roughly,  $0.12  per  ton.  However,  there  is  a  large 
supply  of  less  expensive  coking  coal,  such,  for  instance,  as.  that 
from  the  Pocahontas  district,  which  is  entirely  satisfactory  for 
blast  furnace  coke.  Assuming  that  a  large  steel  concern  would 
have  some  of  this  coal  as  well  as  that  in  the  Connellsville  district,  the 
Bureau  is  of  the  opinion  that  an  average  cost  of  from  $0.10  to  SO.  12 
per  ton  for  a  reserve  of  coking  coal  would  be  reasonable.  For  the 
28,170,000  tons  of  coking  coal  required  in  the  case  of  the  plant 
here  discussed,  this  would  mean  a  total  investment  in  coking  coal  of 
from  $2,817,000  to  $3,380,000.  To  this  should  be  added  the  invest- 
ment required  in  mining  improvements,  equipment,  and  miscel- 
laneous facilities,  which  may  be  roughly  placed  at  from  $1,000,000 
to  $1,500,000.  The  investment  in  an  ordinary  coke  oven  may  be 
placed  at  from  $750  to  $1,000  per  oven,  or,  say,  from  about  $1.50  to 
$2  per  ton  of  coke  produced.  On  this  basis  it  would  require  an  oven 
investment  of,  roughly,  $1,000,000  to  $1,500,000  to  produce  the 
annual  output  of  629,500  tons  of  coke  here  assumed  to  be  necessary. 

Steam  goal  ob  gas. — Some  large  steel  companies  purchase  their 
supply,  or  the  bulk  of  their  supply,  of  steam  and  heating  coal,  or  have 
natiural-gas  properties  to  furnish  the  necessary  fuel.  Others  mine 
their  own  coal,  and  therefore  an  allowance  for  such  a  supply  may  be 
included  in  this  computation.  For  a  plant  producing  425,000  tons 
of  steel  rails  yearly,  and  not  having  natural-gas  property,  the 
annual  requirements  of  such  coal  would  probably  be  in  the  neigh- 
borhood of  150,000  tons.  A  30  years'  supply  on  this  basis  would  be 
4,500,000  tons.  The  cost  of  such  supply,  including  necessary  im- 
provements and  equipment,  may  be  rouglily  approximated  at 
$500,000  to  $1,000,000,  according  to  the  location,  quality,  and  other 
conditions.    A  considerable  part  of  this  would  be  for  improvements. 

In  the  case  of  concerns  having  a  supply  of  natural  gas,  the  invest- 
ment would  probably  be  somewhat  less.  For  the  purpose  of  this  dis- 
cussion, however,  the  foregoing  estimates  of  from  $500,000  to 
$1,000,000  may  be  regarded  as  covering  this  fuel  supply  for  power 
and  heating  purposes,  regardless  of  whether  coal  or  gas  was  employed. 

Limestone. — The  investment  in  limestone  property  is  compara- 
tively small  per  ton  of  output.  The  cost  of  a  limestone  quarry  which 
would  yield  the  above  noted  annual  requirement  (250,000  tons)  for  a 
30-year  period  may  be  safely  estimated  at  from  not  more  than  $75,000 
to  $150,000. 
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Section  3.  Approximate  investmeiit  required  in  mannf actnring  plants. 

Blast  fltinaces. — For  the  determination  of  an  average  investment 
in  blast  furnaces  per  ton  of  production,  the  Bureau  had  very  complete 
data.  As  stated  in  Part  I,  it  obtained  from  the  Steel  Corporation  a 
detailed  scheduleof  all  of  its  manufacturing  properties  as  of  January  1, 
1908,  this  distinguishing  real  estate  from  plants,  and,  moreover,  list- 
ing each  particular  kind  of  plant,  as,  for  instance,  blast  furnaces, 
Bessemer  works,  rolling  mills  for  each  kind  of  rolled  product,  as  well 
as  auxiliary  plants  (such  as  power  plants,  shops,  and  pumping 
plants)  separately.  Owing  to  the  fact  that  the  real  estate,  as  well 
as  considerable  of  the  miscellaneous  property,  such  as  auxiliary  plants, 
had  to  be  distributed  among  the  different  manufacturing  depart- 
ments, it  was  necessary  to  make  some  approximations  and  allocations 
of  a  more  or  less  arbitrary  character.  It  was  possible  to  arrive  at 
very  close  figures  for  the  construction  cost  of  blast  furnaces  and  ac- 
cessory plants,  taking  conditions  as  they  actually  existed.  The 
real-estate  valuations,  however,  presented  a  more  serious  problem. 
A  considerable  number  of  blast-furnace  plants  of  the  Steel  Cor- 
poration are  located  on  very  valuable  sites,  and  in  distributing  the 
total  site  among  the  various  departments  of  the  steel  works  a  very 
considerable  acreage  was  necessarily  allocated  to  the  blast-furnace 
plant.  In  several  instances  the  land  valuations  averaged  from 
S20,000  an  acre  upward.  The  original  cost  of  this  land  was,  of 
course,  very  much  less,  and  it  is  a  fair  question  how  far,  in  comput- 
ing the  investment  required,  the  enhanced  valuation  now  claimed 
should  be  allowed.  Since,  however,  the  Bureau  is  endeavoring  to 
arrive  at  a  result  which  will  substantially  represent  actual  condi- 
tions, it  was  deemed  proper  to  include  these  plants  with  very  high 
values  of  real  estate  with  those  built  on  much  less  expensive  sites  in 
arriving  at  a  general  average. 

While  it  is  impracticable  in  this  report  to  present,  or  even  to 
describe,  in  detail  the  Bureau's  computations,  it  is  believed  that  the 
results  arrived  at  fairly  represent  the  facts  as  subroitted  to  the 
Bureau.  It  is  probable,  however,  that  the  resulting  averages  are 
somewhat  too  high  because  of  the  very  high  values  for  real  estate  just 
discussed.  Nevertheless,  such  figures  of  actual  investment  are  far 
more  conclusive  than  engineers'  estimates,  which,  however  carefully 
made  as  to  plants,  would  necessarily  be  exceedingly  arbitrary  as  to 
plant  sites. 

As  above  stated,  the  Bureau  worked  from  actual  production  rather 
than  capacity,  and  for  this  purpose  it  took  the  average  actual  output 
for  1905  and  1906.  These  were  both  years  of  large  production,  and 
it  seemed  fair  to  use  these  two  years,  the  production  for  1907  for  these 
plants  severally  not  being  available,  though  about  the  same  as  in  1906. 
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It  was  not  desirable  to  use  the  low  production  of  1904  in  computing 
the  average  investment  per  ton.  On  this  basis  blast-furnace  plants 
of  the  Steel  Corporation  representing  an  average  annual  production 
for  the  two  years  1905  and  1906  of  nearly  10,000,000  tons  of  pig  iron, 
or  practically  the  total  output  of  the  Corporation  in  those  years, 
showed  an  average.investment  per  ton  of  $10.75.  The  valuations  for 
individual  plants  showed,  of  course,  a  very  wide  range — roughly,  from 
$4  to  $16  per  ton.  The  average  valuation  for  furnaces  of  several 
other  companies  with  a  total  average  production  in  these  years  of 
about  1,000,000  tons  was  somewhat  lower,  at  $10.05. 

Taking  all  the  circumstances  into  consideration,  the  Bureau  is  of  the 
opinion  that  for  a  rather  close  approximation  a  range  of  from  $8.50 
to  $11.50  per  ton  is  a  reasonable  one.  On  this  basis  the  investment 
in  blast  furnaces  required  to  produce  544,500  tons  of  pig  iron  (the 
amount  which,  as  above  shown,  would  be  necessary — ^in  addition 
to  scrap — ^to  produce  425,000  tons  of  Bessemer  steel  rails  annually) 
would  be  from  $4,628,000  to  $6,262,000. 

Bessemer  steel  works. — ^The  investment  in  Bessemer  steel  con- 
verting plants  per  ton  of  product  was  comparatively  small,  including 
its  fair  proportion  of  accessory  plants  and  of  real  estate.  Actual 
average  figures  computed  in  substantially  the  same  way  as  for 
blast  furnaces  for  41  different  Bessemer  steel  converters,  with  an 
average  annual  tonnage  in  1905  and  1906  of  nearly  8,000,000  tons, 
showed  an  average  investment  of  $1.85,  with  an  extreme  range  of 
from  $1.11  to  $3.45.  As  an  approximation  this  average  investment 
may  fairly  be  placed  at  from  $1.50  to  $2.50  per  ton.  As  above 
shown,  the  Bessemer  works  should  produce,  roughly,  555,000  tons 
of  ingots  yearly  in  order  to  provide  for  a  production  of  425,000  tons 
of  steel  rails.  On  this  basis  the  investment  required  in  Bessemer 
works  would  be  from  $832,500  to  $1,387,500. 

Rail  mill. — ^The  approximate  investment  in  the  steel-rail  mill,  in- 
cluding blooming  mill,  besides  accessoiy  plants  and  a  due  propor- 
tion of  real  estate  for  all  of  these,  on  the  basis  of  the  data  obtained 
from  the  Steel  Corporation  and  some  other  large  companies,  compared 
with  the  average  annual  output  for  1905  and  1906  (2,250,000  tons,  or 
roughly  65  per  cent  of  the  total  production  of  the  country),  showed 
an  average  of  $8.12  per  ton.  To  use  a  range,  however,  the  invest- 
ment may  fairly  be  placed  at  from  $7.50  to  $10  per  ton  of  production. 


Section  4.  Average  allowance  for  working  capital. 

The  foregoing  investment,  it  should  be  remembered,  is  for  plant  and 
property  only,  and  does  not  include  working  capital.  The  Bureau  has 
placed  the  average  amount  of  working  capital  required  by  a  con- 
cern completely  integrated  with  respect  to  raw  materials  and  all 
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stages  of  manufacture  (but  excluding  railroad,  vessel,  and  dock 
facilities)  at  not  over  $15  to  $22.50  per  ton  of  steel  rails.  The 
average  investment  of  the  Steel  Corporation  in  current  assets  per 
ton  of  all  finished  steel  products  for  the  entire  period  1901  to  1910 
was  almost  exactly  $22.50.  This  does  not  take  account  of  the  Cor- 
poration's production  of  Portland  cement  or  of  some  minor  products, 
such  as  spelter  and  sulphate  of  iron,  the  inclusion  of  which  would,  of 
course,  have  reduced  the  per  ton  average  somewhat.  The  Steel 
Corporation,  however,  carries  veiy  large  inventories  of  ore.  More- 
over, it  carries  a  very  large  amount  of  cash  in  banks.  The  average 
amount  of  cash  at  the  close  of  each  year  from  1901  to  1910  was, 
roughly,  $58,000,000.  This  cash  item  reduced  to  a  per  ton  basis  is 
considerably  higher  than  the  average  for  the  ordinary  large  iron  and 
steel  concern. 

The  average  net  current  assets  for  the  three  of  the  largest  com- 
petitors of  the  Steel  Corporation  (the  Lackawanna  Steel  Co.,  the 
Cambria  Steel  Co.,  and  the  Jones  &  Laughlin  Steel  Co.),  per  ton  of 
finished  steel  products,  over  a  period  of  several  years,  included  within 
the  period  1901  to  1910  (representative  data  for  the  entire  period  not 
being  available  because  of  reoi^anizations  or  changes  in  scope  of 
operations),  ranged  from  $15  to  $19  per  ton.  One  reason  for  the 
higher  average  for  the  Steel  Corporation  is  that  the  Bureau  did  not 
make  any  deduction  on  account  of  working  assets  employed  in  trans- 
portation. 

These  averages  are  for  all  finished  steel  products  collectively, 
whereas  the  amounts  of  working  capital  required  in  the  production 
of  different  products  vary  considerably.  The  average  working  capi- 
tal required  by  a  completely  integrated  concern  in  the  production  of 
steel  rails  would  be  considerably  less  than  for  several  other  finished 
steel  products  of  a  more  elaborated  character,  and  rather  less,  it  is 
beljeved,  than  the  average  for  all  steel  products  collectively.  In  this 
rough  approximation  in  this  preliminary  report,  however,  it  is  unnec- 
essary to  entet  into  refinements  and  to  attempt  a  distribution  of  work- 
bg  capital  between  different  products.  Such  an  allocation  would  be 
more  or  less  arbitrary  under  any  circumstances.  The  Bureau  has, 
therefore,  used  the  general  averages  obtained  for  all  products  for 
representative  companies,  namely,  $15  to  $22.50  per  ton,  as  applicable 
to  the  production  of  ste6l  rails,  although  it  is  reasonably  certain  that 
the  higher  figure  is  considerably  more  than  is  actually  necessary, 

Sectiim  5.  Indicated  rates  of  profit  on  basis  of  1902-1906  costs. 

On  the  foregoing  basis  the  total  average  investment  in  fixed  prop- 
erty required  to  produce  a  ton  of  steel  rails,  with  a  plant  capable  of 
an  annual  production,  of  426,000  tons,  including  working  assets  at 
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from  $15  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  pei 
ton.    This  will  appear  from  the  following  summary: 

Table  40.— APPROXIMATE  INVESTMENT  IN  RAW  MATERIALS  (ON  BASIS  OF  30  YE  A  Bi> 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

[CalcolAtioDfl  based  on  a  plant  with  an  annual  production  of  425,000  tons  of  Bessemer  standard  nak 
and  using  Lake  ore  and  chiefly  ConnellsTllle  coke.  No  investment  in  transportatkm  facilities  is  hen 
Induded.] 


Lake  ore,  including  mine  Im- 
provements  

Coking  coal 

Mine  Improvements,  equipment, 
and  ooke  ovens 

Limestone 

Coal  or  gas  for  heating  and  steam, 
including  improvements 

Blast  ftmaces  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

Rafl  mill,  blooming  mill,  and 
accessory  equipment 

Working  capltaP 


Annual 
average 
require- 
ment. 


Thirty 

years^ 

supply. 


Approxi- 
mate in- 
vestment 
per  ton. 


Orosttont. 

1,000,000 

1030,000 


Orotttons,  ■ 
30,000,000  ,10.10-10.15 
128,170,000  '    .10-    .12 


250,000 


544,500 
565,000 
435,000 


Total. 


I 


7,500,000  ,    .01-    .02 


Approximate  invest^ 

ment  (total). 


Invest- 
ment per 
tonof  nuls 
produced. 


I 


13,000,000-44,500,000 
2,817,000-  3,380,000 

2,000,000-  3,000,000 
75,000-     150,000 


I 


8.50-11.50 
1.50-  2.50 
7.50-10.00 


500,000-  1,000,000 

4,628,000-  0,283,000 

832,500-  1,387,500 

3,187,500-4,250,000 
6,375,000-  0,562,500 


23,415,000-33,402,000 


S7.06-4U).afi 
6.6»-7.»! 

4.70-  7.06 

.18-   .35 

1.17-2.SS 
UX  80-14. 73 

1.95-3.2? 

7. 50-10. 00 
15.00-22.30 


55.00-71S.80 


» Net  tons. 

s  This  working  capital  covers  the  entire  business  of  producing  rails  from  the  ore  up. 

It  should  be  understood,  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  mill  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  which  its  final  results  are 
stated  is  sufficiently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  this  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  cpst  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  $18.80  per  ton.  This  leaves  a  profit  to  be  distrif>- 
uted  over  all  stages  of  investment  of  $9.20  per  ton.  On  the  basis  of 
$55  per  ton  for  this  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.6  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.    They  serve,  however,  to  illustrate  the 
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point  repeatedly  emphasized  throughout  this  report,  that  in  dealing 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any 
intercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  fiigures 
correspond.  It  should  also  once  more  be  repeated  that  the  question 
of  output  so  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibilities  of  variation  are  veiy  great.  It  is 
believed,  however,  that  the  range  of  from  155  to  $80  per  ton  here 
arrived  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  undoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  rails  has  been  a  highly  remunerative  one.  The  price  policy 
of  large  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  well- 
int^rated  concern  Uke  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  well  as  a  large  ore  fleet,  the  return  would  be  still 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
year  1910,  this  excluding  the  profit  on  transportation  faciUties  as  well 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manner  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  fixed  price  of  $28  for  steel  rails  of  no  less  than 
$11.33  per  ton.  The  investment,  on  the  other  hand,  would  be 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  this 
pomt,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregoing 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 


CHAPTER  IX. 

iMPOBTAirr  BSAsnra  of  ore  pboftts  ov  costs  ahd  profits 

FOE  FmSHED  PRODUCTS  AVD  OV  COKPETITIOV. 

Section  1.  Evidence  that  profit  on  ore  is  excessive. 

A  comprehensiye  study  of  costs  in  relation  to  investment,  as 
already  stated,  is  not  practicable  at  this  time.  Such  a  study,  of  course, 
should  also  include  a  comparison  of  costs  with  the  actual  prices  real- 
ized. In  the  full  text  of  the  report  it  is  intended  to  take  up  this 
matter  in  such  fashion  as  to  indicate  for  at  least  some  of  the  leading 
products  the  rate  of  return  derived  from  prices  realized^  although, 
owing  to  the  great  variety  of  conditions  under  which  the  business  of 
different  companies  is  conducted,  any  comparison  of  costs  and  profits 
with  investment  must  necessarily  be  somewhat  approximate. 

As  repeatedly  pointed  out,  the  mere  statement  of  costs  of  produc- 
tion, whether  before  or  after  the  elimination  of  intercompany  profits, 
is  of  very  little  value  in  judging  the  reasonableness  of  prices  or  profits 
by  products  without  first  obtaining  a  more  or  less  defiboite  idea  of  the 
investment  employed  or  required  in  the  business.  If  the  conditions 
and  prices  throughout  the  entire  industry  were  competitive,  and  the 
transfer  prices  of  ore,  coke,  and  other  materials  in  an  integrated 
concern  were  never  charged  into  the  next  succeeding  process  at  more 
than  the  open-market  price,  the  margin  between  the  final  cost  so 
obtained  and  the  selling  price  would  be  of  some  service.  When,  how- 
ever, arbitrary  transfer  or  noncompetitive  market  prices  are  used,  the 
margin  between  such  cost  and  the  selling  price  can  not  have  any  pre- 
sumptive claim  to  be  the  real  margin  of  profit.  On  the  other  hand, 
when  all  intermediate  profits  are  eliminated,  the  margin  between  such 
a  net  cost  and  selling  price  must  cover  a  number  of  different  stages 
of  production,  and  before  judging  whether  this  margin  is  reasonable 
or  not  it  is  necessary  to  measure  the  investment  required. 

It  is  desirable,  however,  at  this  time  to  point  out  one  vitally  im- 
portant factor  in  the  situation,  namely,  the  bearing  of  ore  costs  and 
ore  profits  upon  costs  and  profits  for  succeeding  products.  It  has 
already  been  clearly  shown  that  the  cost  of  raw  materials,  and  par- 
ticularly the  cost  of  ore,  is  a  factor  of  cimiulatively  increasing  sig- 
nificance in  the  successive  stages  of  iron  and  steel  manufacture.  This 
is  due  to  the  fact  that  nearly  two  tons  of  ore  are  required  to  make 
a  ton  of  pig  iron,  and,  in  turn,  that  in  the  conversion  of  pig  iron  into 
steel  there  is  some  waste,  and  so  on  through  the  successive  processes. 
132 
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If,  therefore,  the  profit  on  ore  itself  be  unreasonable,  it  is  obvioiis 
that  this  factor  becomes  increasingly  important  in  relation  to  the  costs 
and  prices  of  finished  iron  and  steel  products. 

It  is  possible  that  finished  products  might  be  sold  under  keen  com- 
petition at  prices  so  low  that  unreasonable  antecedent  profits  of  an 
integrated  conc^n  on  ore  would  be  neutraUzed.  But  if  the  price  of  a 
finished  product  as  compared  with  book  cost  is  sufficient  to  leave  a 
reasonable  margin  for  the  investment,  that  margin  may  prove  to  be 
grossly  excessive  when  the  unduly  large  antecedent  profits  on  ore 
(or  any  other  material)  are  taken  account  of.  This  consideration 
assumes  added  importance  because  of  the  fact,  to  be  discussed  in  a 
subsequent  part  of  this  report,  that  prices  of  iron  and  steel  products 
have  not  been  established  by  free  and  natural  competitive  conditions, 
but  on  the  contrary  have,  to  a  large  extent,  been  artificially  controlled 
by  price  agreementa  and  imderstandings  of  a  more  or  less  formal 
character. 

In  order  to  reach  definite  conclusions  on  this  point  it  would  be 
necessary  to  present  information  as  to  prices  realized  from  the  sale  of 
finished  products  and  extensive  data  as  to  investment.  These 
matters  can  not  be  taken  up  at  this  time.  It  is,  however,  important 
to  point  out  here  that  excessive  profits  otl  ore  have  a  very  great  sigmfi- 
cance  to  steel-making  concerns  which  purchase  their  ore  instead  of  pro- 
ducing it.  Obviously,  if  the  price  of  ore  at  lower  Lake  ports  is  kept 
at  a  figure  which  includes  an  undue  profit,  it  tends  to  handicap  compe- 
tition by  forcing  those  iron  and  steel  concerns  which  do  not  produce 
their  own  supply  to  pay  excessive  prices  for  this  principal  raw  mate- 
tial,  and  thus  reduces  their  efficiency  as  competitors  in  the  steel 
market. 

It  is  highly  important,  therefore,  to  determine,  if  only  in  an  approxi- 
mate way,  whether  the  profit  on  ore  has  been  in  excess  of  a  reasona- 
ble profit. 

In  this  comparison  it  will  be  desirable  to  refer  at  first  only  to  the 
transfer  profits  on  ore,  and  not  to  both  the  transfer  and  transporta- 
tion profits  combined,  since  the  latter  were  obtained  substantially  by 
only  one  concern — the  Steel  Corporation. 

As  already  shown,  the  average  cost  (without  deducting  anything 
for  transportation  profit)  of  Lake  ore  delivered  at  lower  Lake  ports 
for  the  period  1902  to  1906  was  $2.64  per  ton.^  The  average  transfer 
profit  on  this  ore  over  and  above  the  cost  for  the  same  period  was 
$0.66  per  ton.  This  alone  is  very  suggestive  of  an  abnormal  profit. 
However,  a  fairer  comparison  is  to  contrast  this  profit,  not  with  the 
cost  at  lower  Lake  ports,  which  included,  on  the  average,  $1.41  of 
rail  and  Lake  freight,  but  with  the  mine  cost  plus  certain  general 

'  The  average  ooet  for  this  period  as  ahown  by  the  profit  and  loas  statements,  however,  was  $2.67  per 
ton.  (8«p.iS.) 
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chargeS;  which  together  aggregated  $1.23.  (See  p.  16.)  It  wOl  be 
seen  that  the  profit  of  $0.66  per  ton  was  over  53  per  cent  of  the 
mine  cost.  Of  course;  the  true  significance  of  profits  can  not  be 
determined  from  their  relation  to  costs,  but  must  be  compared  with 
investment.  Nevertheless,  such  a  rate  of  profit  per  ton  in  ordinary 
mining  is  a  rather  strong  indication  that  the  profits  were  excessive. 

The  real  test  is  obtained  by  comparing  this  profit  per  ton  with  the 
investment  per  ton  in  ore  property.  On  this  pomt  precise  data  can 
not  be  presented,  but  it  is  possible  to  present  convincing  argaments 
of  a  general  character. 

Comparison  of  transfer  profit  on  ore  with  investment. — As 
a  first  step  it  is  necessary  to  determine  upon  the  investment  required 
to  produce  a  ton  of  ore  in  the  Lake  region.  Taking  first  the  invest- 
ment of  the  Steel  Corporation,  it  will  be  recalled  that  in  Part  I  the 
value  of  the  Corporation's  ore  property  in  1901,  including  the  im- 
provements, was  computed  by  the  Bureau  (on  a  liberal  basis  through- 
out) at  $100,000,000,  and  that  accepting;  this  as  the  equivalent  of 
the  investment  at  that  time  and  adding  the  subsequent  investment 
in  Lake-ore  property  there  was  obtained  a  total  investment  (not  valu- 
ation) at  the  close  of  1910  of  roughly  $134,000,000.  The  average 
investment  for  the  ten-year  period  on  this  basis  was  $116,807,884. 
The  Corporation's  average  production  of  Lake  ore  for  this  ten-year 
period  was  17,648,889  tons.  This  gives  an  average  ore  investment 
in  fixed  property  per  ton  of  ore  produced  of  $6.62.  The  investment 
in  current  assets  in  its  ore  mining  was  not  obtained  for  the  entire 
period,  but  from  data  for  the  years  1905  and  1910,  which  are  believed 
to  be  representative,  it  appears  that  this  investment  was  approx- 
imately $1  per  ton.  The  total  investment  of  the  Steel  Corporation  in 
Lake-ore  properties,  including  working  capital,  per  ton  of  production 
for  the  ten-year  period  may  therefore  be  computed  at  $7.50  to  $7.75 
per  ton. 

On  this  basis  a  profit  of  $0.66  per  ton  would  be  equivalent  to 
about  9  per  cent.^  However,  such  a  calculation  is  inunediately 
ruled  out  of  consideration,  for  the  reason  that  the  average  invest- 
ment of  $7.50  per  ton  thus  arrived  at  is  undoubtedly  in  excess  of  a 
necessary  or  normal  investment. 

In  the  first  place,  the  Bureau's  valuation  of  $100,000,000  for  the 
Corporation's  ore  property  in  1901  was  shown  to  have  been  computed 
on  a  very  liberal  basis  throughout,  and  could  easily  have  been  scaled 
down  somewhat.  Thus,  as  shown  on  page  232  of  Part  I,  the  Bureau's 
computations  pointed  to  a  valuation  of  not  over  $90,000,000.  Lideed, 
this  figure  was  reached  only  after  very  liberal  allowances  for  the  value 
of  both  fee  and  leasehold  property.  While  on  account  of  the  vast 
figures  of  investment  tliere  dealt  with  and  because  only  a  rough  com- 

1  It  ahould  be  noted  that  this  profit  of  90.66  was  an  average  lor  several  concenu,  and  not  the  profit  ot 
the  steel  Corporation  alone. 
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parison  of  investment  with  capitalization  was  then  attempted,  it  was 
deemed  proper  to  allow  a  round  $100,000,000  for  the  Corporation's 
ore  property,  it  does  not  follow  that  such  a  valuation  should  be 
accepted  in  the  present  more  particular  computations  of  investment 
per  ton  in  relation  to  definite  profits. 

A  second,  and  exceedingly  important,  factor  is  that  the  Steel 
Corporation  has  imdoubtedly  adopted  a  policy  of  securing  control  of 
an  unnecessarily  large  amount  of  ore  property.  There  can  be  no 
doubt  that  as  the  iron  and  steel  industry  is  at  the  present  time  con- 
ducted the  acquisition  of  extensive  reserves  of  ore  by  steel  concerns 
IS  a  logical,  natural,  and  possibly  desirable  development.  This  means, 
of  course,  that  these  steel  companies  are  carrying  a  large  amount  of 
ore  proi)erty  which  is  idle,  and  part  of  which  will  be  idle  for  many 
years.  However,  as  shown  in  Part  I  of  this  report,  a  disposition  was 
clearly  apparent  in  the  operations  of  the  Steel  Corporation  to  acquire 
unduly  large  reserves.  This  was  evidenced  by  its  poKcy  from  the  very 
beginning,  and  particularly  by  its  lease  of  the  Great  Northern  ore 
properties  at  an  extraordinarily  high  royalty  and  under  onerous  con- 
ditions. This  view,  moreover,  is  strongly  confirmed  by  the  recent 
announcement  of  the  Corporation  of  its  cancellation  of  this  lease 
effective  January  1,  1915.  However,  nothing  was  included  in  the 
Bureau's  computation  in  Part  I  of  the  investment  in  ore  property 
lor  this  Great  Northern  lease  except  for  certain  development  ex- 
penditures. But  aside  from  this  Great  Northern  ore,  the  Steel 
Corporation  at  the  close  of  1910  ha:d  fully  1,200,000,000  tons  of 
other  ore  in  the  Lake  region.  This  would  be  equal  to  at  least  a 
fifty  years'  supply  at  the  present  rate  of  consumption.  While  the 
increasing  demand  for  iron  and  steel  products  in  this  country  would 
point  to  an  increasing  rate  of  consumption,  it  must  be  remembered 
that  there  is  a  counteracting  tendency  of  considerable  importance, 
namely,  the  use  of  an  ever  increasing  stock  of  scrap  iron  and  steel 
(which  is  much  more  valuable  than  ore  for  the  manufacture  of  iron 
and  steel  products). 

There  can  be  little  doubt  that  any  such  enormous  reserves  are 
really  in  excess  of  what  the  Steel  Corporation  actually  requires  as  a 
protection  for  its  investment  in  manufacturing  plants. 

This,  it  should  be  noted,  is  aside  from  the  question  whether  it  is 
desirable  from  the  standpoint  of  public  policy  to  permit  any  one 
interest  to  secure  any  such  quantity  of  ore,  even  if  its  manufacturing 
operations  might  seem  to  require  it. 

However,  even  if  it  be  contended  that  this  is  no  more  than  a  rea- 
sonable reserve  for  the  Steel  Corporation  (although  the  Bureau  does 
not  assent  to  this),  it  is  not  reasonable  to  argue  that  the  Steel  Cor- 
poration is  justified  in  earning  the  same  rate  of  profit  on  its  investment 
in  this  enormous  amount  of  idle  ore  property  that  it  would  be  justi- 
fied in  obtaining  on  the  manufacture  of  finished  materials  where  its 
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capital  was  actively  employed.  Instead,  it  might  fairly  be  contended 
that  the  Steel  Corporation  should  not  expect  to  earn  on  the  nonpro- 
ductive portion  of  its  ore  reserves  much  more  than  the  actual  cost 
of  carrying  them,  and  perhaps  no  return  at  all. 

A  special  reason  for  this  is  that  inasmuch  as  the  Lake  Superior 
deposits  are  the  choicest  in  the  countiy  there  is  a  strong  probability, 
provided  present  conditions  of  concentrated  control  are  permitted, 
that  in  the  future  the  ore  in  that  region  will  have  an  enhanced  value, 
which  value  will  largely  accrue  to  the  steel  companies  that  control 
the  bulk  of  this  property.  In  other  words,  if  a  company  is  allowed  to 
speculate  in  ore  reserves,  it  ought  to  rely  on  such  speculative  increase 
in  value  to  yield  a  return  for  carrying  these  properties  through  the  non- 
productive period.  It  is  not  reasonable  or  proper  that  a  high  return 
should  be  earned  on  these  reserves  held  by  large  companies  while 
they  remain  undeveloped.  This  is  the  ordinary  principle  underlying 
the  speculative  holding  of  a  natural  resource.  Thus,  an  investor  who 
holds  a  plot  of  idle  land  in  the  city  for  a  speculative  rise  in  prices 
can  not  expect  to  earn  much  profit  on  it,  or,  indeed,  any  profit  on  it, 
during  the  nonproducing  period.  If  his  investment  includes  both 
actively  utilized  real  estate  and  idle  lands,  similarly  he  could  not 
reasonably  expect  to  receive  on  his  total  investment  as  high  a  rate 
of  return  as  he  would  ordinarily  expect  to  receive  on  his  utilized  prop- 
erties alone. 

Finally,  it  should  be  kept  in  mind  that  any  valuations  placed  upon 
the  Steel  Corporation's  ore  property  in  1901  were  influenced  to  a  con- 
siderable extent  by  the  marked  concentration  of  control  of  ore  prop- 
erties and  of  combinations  in  price  making  which  had  taken  place 
prior  to  the  organization  of  the  Corporation.  In  other  words,  the 
1901  valuation  can  not  be  considered  by  any  means  as  representative 
either  of  investment  cost  or  of  a  value  of  the  same  ore  properties  under 
really  competitive  conditions  of  ownership  and  operation. 

For  these  various  reasons,  therefore,  it  is  certain  that  an  investment 
of  $7.50  per  ton  of  ore  produced  would  be  too  large  to  be  representa- 
tive of  normal  conditions  in  the  industry. 

It  may  be  noted  in  this  connection  that  a  comparison  of  the  balance- 
sheet  valuations  and  ore  production  about  the  years  1905  and  1906, 
for  several  smaller  concerns  ^dth  an  aggregate  annual  production  of 
roughly  3,650,000  tons,  indicated  an  average  investment  in  fixed 
property  of  $2.76,  and  an  average  investment  in  working  capital  of 
$0.45,  or  a  total  of  $3.21  per  ton  of  ore  produced.  Since,  however, 
these  balance-sheet  valuations  are  not  themselves  conclusive  evidence 
of  value,  this  figure  can  not  be  accepted  without  reserve,  although 
it  is  probably  much  nearer  a  reasonable  figure  than  the  indicated 
valuation  of  $7.50  per  ton  for  the  Steel  Corporation  alone. 
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On  the  basis  of,  say,  $3.25  per  ton  of  output  as  the  total  required 
investment  in  ore  property  for  a  representative  steel  concern  an  aver- 
age prolBt  of  $0.66  per  ton  would  amount  to  over  20  per  cent. 

Another  veiy  rough  indication  of  the  average  investment  in  ore 
property  per  ton  of  production,  at  least  so  far  as  leased  mines  are  con- 
cerned, may  be  obtained  by  comparing  the  reported  bonus  payments 
for  a  number  of  leases  transferred  about  1902  with  the  production  of 
those  mines  in  1903.  Such  an  average  for  10  mines  shows  an  indi- 
cated investment  in  these  leaseholds,  per  ton  of  production,  of  $2.82. 
While  this  also  is  too  limited  a  basis  from  which  t^  draw  final  conclu- 
sions, together  with  other  evidence  it  indicates  that  an  average  in- 
vestment in  leasehold  mining  property  of  $3  per  ton  of  output,  this 
including  improvements,  might  be  sufficiently  liberal.  Adding,  say, 
$0.75  for  working  capital  would  give  a  total  investment  of  $3.75 
per  ton  of  production,  on  which  a  profit  of  $0.66  per  ton  would  be 
equal  to  17^  per  cent. 

In  Part  I  it  was  shown  that  the  maximum  price  for  fee  ore  in  the 
ground,  aa  reported  to  the  Minnesota  Legislature  in  1909,  by  the 
ddegation  from  St.  Louis  Coimty  (in  which  county  the  great  bulk 
of  the  iron-ore  deposits  of  Minnesota  are  located)  was  15  cents  per 
ton.  It  wad  stated,  moreover,  that  this  was  the  highest  price  ascer- 
tained after  inquiry.  Various  records  are  available  showing  transfers 
of  iron  ore  property  in  fee  from  1899  to  1902  at  prices  which  aver- 
age only  a  very  few  cents  per  ton,  and  there  is  no  doubt  that  an 
average  of  15  cents  per  ton  for  a  large  and  representative  body  of 
ore,  such  as  an  ordinary  steel  concern  would  have,  would  be  excessive 
even  for  the  fee  ore.  It  would  undoubtedly  be  much  too  high  to  be 
representative  of  leaseholds  as  they  ordinarily  run.  Assuming,  how- 
ever, that  the  average  investment  in  a  great  ore  reserve  consisting 
partly  of  fee  mines  and  partly  of  leaseholds,  and  including  improve- 
ments, would  be  as  much  as  10  cents  per  ton,  and  reckoning  on  a 
supply  equivalent  to  30  to  35  years'  requirements  of  the  steel  con- 
cern, the  indicated  investment  rated  against  the  annual  production 
would  be  30  to  35  times  this  amount,  or  $3  to  $3.50  per  ton.  This 
is  probably  a  liberal  computation.  The  average  investment  per  ton 
m  improvements  certainly  would  not  be  over  $1  per  ton,  and  an 
average  of  $0.75  per  ton  for  working  capital  would  be  sufficient.  On 
this  basis  the  total  investment  would  be  $4.75  to  $5.25  per  ton  of 
production. 

The  foregoing  rough  calculations  indicate,  therefore,  that  the 
average  investment  required  to  produce  a  ton  of  Lake  ore  for  a 
concern  carrying  a  30  or  35  years'  reserve  is  considerably  less  than 
$7.50  per  ton  and  probably  well  under  $5  per  ton.  On  the  basis  of 
$5  per  ton  an  average  profit  of  $0.66  per  ton  would  be  equal  to  about 
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from  $15  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  pei 
ton.     This  will  appear  from  the  following  summary: 

Tabue  40.— APPROXIMATE  INVEBTMENT  IN  RAW  MATERIALS  (ON  BASIS  OF  30  YE AR^' 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

(Caloulatlozu  based  on  %  plant  with  an  annual  production  of  425,000  tons  of  Bessemer  standard  nOs 
and  using  Lake  ore  and  chiefly  ConnellsTille  coke.  No  investment  in  transportation  faoQities  is  beti 
included.] 


Lake  ore,  ixiduding  mine  im- 
provements  

Coking  coal 

Mine  improvements,  equipment, 
and  ooke  ovens 

Limestone 

Coal  or  gas  for  heating  and  steam, 
including  improvements 

Blast  furnaces  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

Rafl  mill,  blooming  mill,  and 
accessory  equipment 

Working  capital  > 


Annual 
average 
require- 
ment. 


Thirty 

years' 

supply. 


Approxi- 
mate in- 
vestment 
per  ton. 


Chro9iton$. 

1,000,000 

1039,000 


3SO,000 


644, £00 
556,000 

426,000 


I 


Total. 


OroMiotu. 

30,000,000 

^28,170,000 


SO.10-40.15 
.10-    .12 


7,600,000 


.01-    .02 


Approximate  invest- 
ment (total). 


8.60-11.60 
1.60-  2.60 
7. 60-10. 00 


t3,000,000-$4,600,000 
2,817,000-3,380,000 

2,000,000-  3,000,000 
76,000-      160,000 

600,000-  1,000,000 

4,628,000-0,283,000 

832,600-  1,387,600 

3,187,500-  4,250,000 
6,376,000-  0,562,600 


Invest- 
ment per 
ton  of  rails 
producfU. 


|S7. 0M10.de 
6.63-7.05 

4.70- 7.06 
.18-   .55 

1.17-2.35 

ia8B-14.73 


I 


23,416,000-33,402,000 


1.06-3.27 

7.60-10. 00 
16. 00-22. 50 


66.a^7&» 


» Net  tons. 

*  This  working  capital  covers  the  entire  business  of  producing  rails  from  the  ore  up. 

It  should  be  understood,  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  mill  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  which  its  final  results  are 
stated  is  sufficiently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  this  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  CQst  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  $18.80  per  ton.  This  leaves  a  profit  to  be  distrib- 
uted over  all  stages  of  investment  of  $9.20  per  ton.  On  the  basis  of 
$65  per  ton  for  tliis  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.5  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.     They  serve,  however,  to  illustrate  the 
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point  repeatedly  emphasized  throughout  this  report,  that  in  dealing 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any 
mtercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  figures 
correspond.  It  should  also  once  more  be  repeated  that  the  question 
of  output  so  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibilities  of  variation  are  very  great.  It  is 
believed,  however,  that  the  range  of  from  $55  to  $80  per  ton  here 
arrived  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  undoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  rails  has  been  a  highly  remunerative  one.  The  price  poUcy 
of  lai^e  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  well- 
integrated  concern  Hke  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  well  as  a  lai^e  ore  fleet,  the  return  would  be  stiU 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
jear  1910,  this  excluding  the  profit  on  transportation  f  aciUties  as  well 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manner  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  fixed  price  of  $28  for  steel  rails  of  no  less  than 
$11.33  per  ton.  The  investment,  on  the  other  hand,  would  be 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  this 
point,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregoing 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 
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from  $15  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  pei 
ton.     This  will  appear  from  the  following  summary: 

Table  40.— APPROXIMATE  INVESTMENT  IN  RAW  MATERIALS  (ON  BASIS  OF  30  YEA R.<' 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

(CaloQltttlons  baaed  on  a  plant  with  an  annual  production  of  425,000  tons  of  Bessemer  standard  nOs 
and  using  Lake  ore  and  chiefly  Connellsville  coke.  No  InTestment  In  transportation  facilities  is  ben 
included.] 


Lake  ore,  including  mine  im- 
proyements 

Coking  coal 

Mine  ImproTements,  equipment, 
and  coke  ovens 

Limestone. 

Coal  or  gas  for  heating  and  steam, 
including  improvements 

Blast  furnaces  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

RaH  mil],  blooming  mill,  and 
accessory  equipment 

Working  capital  s 


Annual 
average 
require- 
ment. 


Thirty 

years' 

supply. 


Approxi- 
mate in- 
vestment 
per  ton. 


(TroMtoiM. 

1,000,000 

1030,000 


250,000 


QroBttom.  \ 
30,000,000  SO.10-10.15 
128,170,000  !    .10-    .12 


7,500,000  I    .01'    .02 


Approximate  invest- 
ment (total). 


I 


544,500 
555,000 

425,000 


Total. 


8.50-11.50 
1.50-  2.50 
7. 50-10. 00 


13,000,000-14,500,000 
2,817,000-  3,380,000 

2,000,000-  3,000,000 
75,000-      150,000 

500,000-  1,000,000 

4,028,000-  6,282,000 

832,500-  1,387,500 

3,187,500-4.250,000 
6,375,000-  9,562,500 


Invest- 
ment per 
ton  of  rails 
produced. 


S7.06-I10.» 
6.6^7.95 

4.70- 7.06 
.18-   .35 

1.17-2.35 

iaa»-14.73 

1.06-3.2: 

7. 50-10. 00 
15.00-22.50 


23,415,000-33,402,000 


55. 00-78. » 


>  Net  tons. 

*  This  working  capital  coven  the  entire  business  of  producing  rails  from  the  ore  up. 

It  should  be  understood^  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  mill  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  which  its  final  results  are 
stated  is  sufiSciently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  this  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  CQst  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  $18.80  per  ton.  This  leaves  a  profit  to  be  distrib-j 
uted  over  all  stages  6t  investment  of  $9.20  per  ton.  On  the  basis  of' 
$65  per  ton  for  this  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.6  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.     They  serve,  however,  to  illustrate  the 
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pomt  repeatedly  emphasized  throughout  this  report,  that  in  deaUng 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any 
intercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  figures 
correspond.  It  should  also  once  more  be  repeated  that  the  question 
of  output  so  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibilities  of  variation  are  very  great.  It  is 
believed,  however,  that  the  range  of  from  $55  to  $80  per  ton  here 
arriYed  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  imdoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  rails  has  been  a  highly  remimerative  one.  The  price  policy 
of  large  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  well- 
int^ated  concern  Uke  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  well  as  a  lai^e  ore  fleet,  the  return  would  be  still 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
year  1910,  this  excluding  the  profit  on  transportation  facihties  as  well 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manner  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  fixed  price  of  $28  for  steel  rails  of  no  less  than 
til. 33  per  ton.  The  investment,  on  the  other  hand,  would  be 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  this 
pomt,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregoing 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 
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from  $15  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  per 
ton.     This  will  appear  from  the  following  sunmiary: 

Table  40.— APPROXIMATE  INVESTMENT  IN  RAW  MATERIALS  (ON  BASIS  OF  30  YE  A  RS* 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

[CalculatioDfl  based  on  a  plant  with  an  annual  prodoction  of  425,000  tons  of  Bessemer  standard  rails 
and  using  Lake  ore  and  chiefly  Connellsyille  coke.  No  inyestment  tn  transportation  faoDltiee  la  here 
included.] 


Lake  ore,  including  mine  im- 
provements  

Coking  ooal 

Mine  improvements,  equipment, 
and  ooke  ovens 

Limestone 

Coal  or  gas  for  heating  and  steam, 
including  Improvements 

Blast  furnaces  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

Rail  mill,  blooming  mill,  and 
accessory  equipment 

Working  capital* 


Annual 
average 
require- 
ment. 


Thirty 

years^ 

supply. 


Approxi- 
mate in- 
vestment 
per  ton. 


1,000,000 
1939,000 


Cfroutom, 
30,000,000  SO.  10-10. 15 


128,170,000 


250,000 


544,500 
556,000 
425,000 


Total. 


7,500,000 


.10-    .12 


.01-    .02 


Approximate  invest- 
ment (total). 


Invest- 
ment per 
ton  of  rails 
prodiiced. 


8.50-n.50 
1.50-  2.50 
7. 50-10. 00 


$3,000,000-14,500,000 
2,817,000-  3,380,000 

2,000,000-  3,000,000 
75,000-     150,000 

500,000-  1,000,000 

4,028,000-  6,202,000 

832,500-  1,387,500 

3,187,500-4.250,000 
6,375,000-  0,562,500 


t7.0O-tI0.59 
6.63>7.95 

4.70-7.06 
.18-    .35 

1.17-  2.85 

la  80-14. 73 

1.06-3.27 

7.60-10. 00 
15.00-22.50 


23,415,000-33,402,000 


55.00-78.80 


1  Net  tons. 

>  This  working  capital  covers  the  entire  business  of  producing  nQs  from  the  ore  up. 

It  should  be  understood,  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  mill  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  which  its  final  results  are 
stated  is  sufficiently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  this  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  cost  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  818.80  per  ton.  This  leaves  a  profit  to  be  distrib- 
uted over  all  stages  of  investment  of  $9.20  per  ton.  On  the  basis  of 
$55  per  ton  for  this  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.6  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.     They  serve,  however,  to  illustrate  the 
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pomt  repeatedly  emphasized  throughout  this  report,  that  in  dealing 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any 
intercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  figures 
correspond.  It  shoidd  also  once  more  be  repeated  that  the  question 
of  output  80  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibilities  of  variation  are  very  great.  It  is 
believed,  however,  that  the  range  of  from  $55  to  $80  per  ton  here 
arrived  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  undoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  rails  has  been  a  highly  remunerative  one.  The  price  policy 
of  large  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  weQ- 
integrated  concern  Uke  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  well  as  a  lai^e  ore  fleet,  the  return  would  be  still 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
year  1910,  this  excluding  the  profit  on  transportation  facilities  as  well 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manner  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  fixed  price  of  $28  for  steel  rails  of  no  less  than 
$11.33  per  ton.  The  investment,  on  the  other  hand,  would  be 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  this 
point,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregoing 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 


CHAPTER  IX. 

IMPOBTAVT  BEAEIHG  OF  OBE  PBOFITS  OE  COSTS  AHD  FBOFITS 
FOB  FINISHED  PBODTTCTS  AND  OV  COKPSTITIOV. 

Section  1.  Evidence  tliat  profit  on  ore  is  excessiye. 

A  comprehensive  study  of  costs  in  relation  to  investment,  as 
already  stated,  is  not  practicable  at  this  time.  Such  a  study,  of  course, 
should  also  include  a  comparison  of  costs  with  the  actual  prices  real- 
ized. In  the  full  text  of  the  report  it  is  intended  to  take  up  this 
matter  in  such  fashion  as  to  indicate  for  at  least  some  of  the  leading 
products  the  rate  of  return  derived  from  prices  realized,  although, 
owing  to  the  great  variety  of  conditions  under  which  the  business  of 
difTerent  companies  is  conducted,  any  comparison  of  costs  and  profits 
with  investment  must  necessarily  be  somewhat  approximate. 

As  repeatedly  pointed  out,  the  mere  statement  of  costs  of  produc- 
tion, whether  before  or  after  the  elimination  of  intercompany  profits, 
is  of  very  little  value  in  judging  the  reasonableness  of  prices  or  profits 
by  products  without  first  obtaining  a  more  or  less  definite  idea  of  the 
investment  employed  or  required  in  the  business.  If  the  conditions 
and  prices  throughout  the  entire  industry  were  competitive,  and  the 
transfer  prices  of  ore,  coke,  and  other  materials  in  an  integrated 
concern  were  never  charged  into  the  next  succeeding  process  at  more 
than  the  open-market  price,  the  maigin  between  the  final  cost  so 
obtained  and  the  selling  price  would  be  of  some  service.  When,  how- 
ever, arbitrary  transfer  or  noncompetitive  market  prices  are  used,  the 
mai^in  between  such  cost  and  the  selling  price  can  not  have  any  pre- 
siunptive  claim  to  be  the  real  margin  of  profit.  On  the  other  hand, 
when  all  intermediate  profits  are  eliminated,  the  margin  between  such 
a  net  cost  and  selling  price  must  cover  a  number  of  different  stages 
of  production,  and  before  judging  whether  this  margin  is  reasonable 
or  not  it  is  necessary  to  measure  the  investment  required. 

It  is  desirable,  however,  at  this  time  to  point  out  one  vitally  im- 
portant factor  in  the  situation,  namely,  the  bearing  of  ore  costs  and 
ore  profits  upon  costs  and  profits  for  succeeding  products.  It  has 
already  been  clearly  shown  that  the  cost  of  raw  materials,  and  par- 
ticularly the  cost  of  ore,  is  a  factor  of  cumulatively  increasing  sig- 
nificance in  the  successive  stages  of  iron  and  steel  manufacture.  This 
is  due  to  the  fact  that  nearly  two  tons  of  ore  are  required  to  make 
a  ton  of  pig  iron,  and,  in  turn,  that  in  the  conversion  of  pig  iron  into 
steel  there  is  some  waste,  and  so  on  through  the  successive  processes. 
132 
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If,  therefore,  the  profit  on  ore  itself  be  iinrea49onable,  it  is  obvious 
that  this  factor  becomes  increasii]gly  important  in  relation  to  the  costs 
and  prices  of  finished  iron  and  steel  products. 

It  is  possible  that  finished  products  might  be  sold  under  keen  com- 
petition at  prices  so  low  that  unreasonable  antecedent  profits  of  an 
integrated  concern  on  ore  would  be  neutraUzed.  But  if  the  price  of  a 
finished  product  as  compared  with  book  cost  is  sufficient  to  leave  a 
reasonable  mai^gin  for  the  investment,  that  margin  may  prove  to  be 
grossly  excessive  when  the  unduly  laige  antecedent  profits  on  ore 
(or  any  other  material)  are  taken  account  of.  This  consideration 
assumes  added  importance  because  of  the  fact,  to  be  discussed  in  a 
subsequent  part  of  this  report,  that  prices  of  iron  and  steel  products 
have  not  been  established  by  free  and  natural  competitive  conditions, 
but  on  the  contrary  have,  to  a  large  extent,  been  artificially  controlled 
by  price  f^reements  and  understandings  of  a  more  or  less  formal 
character. 

In  order  to  reach  definite  conclusions  on  this  point  it  would  be 
necessary  to  present  information  as  to  prices  realized  from  the  sale  of 
finished  products  and  extensive  data  as  to  investment.  These 
matters  can  not  be  taken  up  at  this  time.  It  is,  however,  important 
to  point  out  here  that  excessive  profits  oil  ore  have  a  very  great  signifi- 
cance U>  steel-making  concerns  which  purchase  their  ore  instead  of  pro- 
ducing it.  Obviously,  if  the  price  of  ore  at  lower  Lake  ports  is  kept 
at  a  figure  which  includes  an  undue  profit,  it  tends  to  handicap  compe- 
tition by  forcing  those  iron  and  steel  concerns  which  do  not  produce 
their  own  supply  to  pay  excessive  prices  for  this  principal  raw  mate- 
rial, and  thus  reduces  their  efficiency  as  competitors  in  the  steel 
market. 

It  is  highly  important,  therefore,  to  determine,  if  only  in  an  approxi- 
mate way,  whether  the  profit  on  ore  has  been  in  excess  of  a  reasona- 
ble profit. 

In  this  comparison  it  will  be  desirable  to  refer  at  first  only  to  the 
transfer  profits  on  ore,  and  not  to  both  the  transfer  and  transporta- 
tion profits  combined,  since  the  latter  were  obtained  substantially  by 
only  one  concern — the  Steel  Corporation. 

As  already  shown,  the  average  cost  (without  deducting  anything 
for  transportation  profit)  of  Lake  ore  delivered  at  lower  Lake  ports 
forthe  period  1902  to  1906  was  $2.64  per  ton.*  The  average  transfer 
profit  on  this  ore  over  and  above  the  cost  for  the  same  period  was 
$0.66  per  ton.  This  alone  is  very  suggestive  of  an  abnormal  profit. 
However,  a  fairer  comparison  is  to  contrast  this  profit,  not  with  the 
cost  at  lower  Lake  ports,  which  included,  on  the  average,  $1.41  of 
rail  and  Lake  freight,  but  with  the  mine  cost  plus  certain  general 

*  Tbe  aYerago  OMt  for  this  period  as  shown  by  the  profit  and  loss  statements,  however,  was  S2.67  per 
ton.   (Seep. U.) 
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charges,  which  together  aggregated  $1.23.  (See  p.  16.)  It  i¥ill  be 
seen  that  the  profit  of  $0.66  per  ton  was  over  53  per  cent  of  the 
mine  cost.  Of  course,  the  true  significance  of  profits  can  not  be 
determined  from  their  relation  to  costs,  but  must  be  compared  with 
investment.  Nevertheless,  such  a  rate  of  profit  per  ton  in  ordinary 
mining  is  a  rather  strong  indication  that  the  profits  were  excessive. 
The  real  test  is  obtained  by  comparing  this  profit  per  ton  with  the 
investment  per  ton  in  ore  property.  On  this  point  precise  data  can 
not  be  presented,  but  it  is  possible  to  present  convincing  ailments 
of  a  general  character. 

COMPABISON  OF  TRANSFER  PROFIT  ON  ORE  WITH  INVESTMENT. — Aa 

a  first  step  it  is  necessary  to  determine  upon  the  investment  required 
to  produce  a  to  Q  of  ore  in  the  Lake  region.  Taking  first  the  invest- 
ment of  the  Steel  Corporation,  it  will  be  recalled  that  in  Part  I  the 
value  of  the  Corporation's  ore  property  in  1901,  including  the  im- 
provements, was  computed  by  the  Bureau  (on  a  liberal  basis  through- 
out) at  $100,000,000,  and  that  accepting  this  as  the  equivalent  of 
the  investment  at  that  time  and  adding  the  subsequent  investment 
in  Lake-ore  property  there  was  obtained  a  total  investment  (not  valu- 
ation) at  the  close  of  1910  of  roughly  $134,000,000.  The  average 
investment  for  the  ten-year  period  on  this  basis  was  $116,807,884. 
The  Corporation's  average  production  of  Lake  ore  for  this  ten-year 
period  was  17,648,889  tons.  This  gives  an  average  ore  investment 
in  fixed  property  per  ton  of  ore  produced  of  $6.62.  The  investment 
in  current  assets  in  its  ore  mining  was  not  obtained  for  the  entire 
period,  but  from  data  for  the  years  1905  and  1910,  which  are  believed 
to  be  representative,  it  appears  that  this  investment  was  approx- 
imately $1  per  ton.  The  total  investment  of  the  Steel  Corporation  in 
Lake-ore  properties,  including  working  capital,  per  ton  of  production 
for  the  ten-year  period  may  therefore  be  computed  at  $7.50  to  $7.75 
per  ton. 

On  this  basis  a  profit  of  $0.66  per  ton  would  be  equivalent  to 
about  9  per  cent.^  However,  such  a  calculation  is  immediately 
ruled  out  of  consideration,  for  the  reason  that  the  average  invest- 
ment of  $7.50  per  ton  thus  arrived  at  is  undoubtedly  in  excess  of  a 
necessary  or  normal  investment. 

In  the  first  place,  the  Bureau's  valuation  of  $100,000,000  for  the 
Corporation's  ore  property  in  1901  was  shown  to  have  been  computed 
on  a  very  liberal  basis  throughout,  and  could  easily  have  been  scaled 
down  somewhat.  Thus,  as  shown  on  page  232  of  Part  I,  the  Bureau's 
computations  pointed  to  a  valuation  of  not  over  $90,000,000.  Lldeed, 
this  figure  was  reached  only  after  very  liberal  allowances  for  the  value 
of  both  fee  and  leasehold  property.  While  on  account  of  the  vast 
figures  of  investment  there  dealt  with  and  because  only  a  rough  com- 

1  It  should  be  noted  that  this  profit  of  90.66  was  an  average  for  seveFal  ooncema,  and  not  the  profit  of 
the  steel  Corporation  alone. 
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parison  of  investment  with  capitalization  was  then  attempted,  it  was 
deemed  proper  to  allow  a  round  $100,000,000  for  the  Corporation's 
ore  property,  it  does  not  follow  that  such  a  valuation  should  be 
accepted  in  the  present  more  particular  computations  of  investment 
per  ton  in  relation  to  definite  profits. 

A  second,  and  exceedingly  important,  factor  is  that  the  Steel 
Corporation  has  undoubtedly  adopted  a  policy  of  securing  control  of 
an  unnec^sarily  large  amoimt  of  ore  property.  There  can  be  no 
doubt  that  as  the  iron  and  steel  industry  is  at  the  present  time  con- 
ducted the  acquisition  of  extensive  reserves  of  ore  by  steel  concerns 
is  a  logical,  natural,  and  possibly  desirable  development.  This  means, 
of  course,  that  these  steel  companies  are  carrying  a  large  amount  of 
ore  property  which  is  idle,  and  part  of  which  will  be  idle  for  many 
years.  However,  as  shown  in  Part  I  of  this  report,  a  disposition  was 
clearly  apparent  in  the  operations  of  the  Steel  Corporation  to  acquire 
unduly  lai^e  reserves.  This  was  evidenced  by  its  policy  from  the  very 
beginning,  and  particularly  by  its  lease  of  the  Great  Northern  ore 
properties  at  an  extraordinarily  high  royalty  and  under  onerous  con- 
ditions. This  view,  moreover,  is  strongly  confirmed  by  the  recent 
announcement  of  the  Corporation  of  its  cancellation  of  this  lease 
effective  January  1,  1915.  However,  nothing  was  included  in  the 
Bureau*s  computation  in  Part  I  of  the  investment  in  ore  property 
for  this  Great  Northern  lease  except  for  certain  development  ex- 
penditures. But  aside  from  this  Great  Northern  ore,  the  Steel 
Corporation  at  the  close  of  1910  had  fully  1,200,000,000  tons  of 
other  ore  in  the  Lake  region.  This  would  be  equal  to  at  least  a 
fifty  years'  supply  at  the  present  rate  of  consumption.  While  the 
mcreasing  demand  for  iron  and  steel  products  in  this  country  would 
point  to  an  increasing  rate  of  consumption,  it  must  be  remembered 
that  there  is  a  counteracting  tendency  of  considerable  importance, 
namely,  the  use  of  an  ever  increasing  stock  of  scrap  iron  and  steel 
(which  is  much  more  valuable  than  ore  for  the  manufacture  of  iron 
and  steel  products). 

There  can  be  little  doubt  that  any  such  enormous  reserves  are 
really  m  excess  of  what  the  Steel  Corporation  actually  requires  as  a 
protection  for  its  investment  in  manufacturing  plants. 

This,  it  should  be  noted,  is  aside  from  the  question  whether  it  is 
desirable  from  the  standpoint  of  public  policy  to  permit  any  one 
interest  to  secure  any  such  quantity  of  ore,  even  if  its  manufacturing 
operations  might  seem  to  require  it. 

However,  even  if  it  be  contended  that  this  is  no  more  than  a  rea- 
sonable reserve  for  the  Steel  Corporation  (although  the  Bureau  does 
not  assent  to  this),  it  is  not  reasonable  to  argue  that  the  Steel  Cor- 
poration is  justified  in  earning  the  same  rate  of  profit  on  its  investment 
m  this  enormous  amount  of  idle  ore  property  that  it  would  be  justi- 
fied in  obtaining  on  the  manufacture  of  finished  materials  where  its 
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capital  was  actively  employed.  Instead,  it  might  fairly  be  contended 
that  the  Steel  Corporation  should  not  expect  to  earn  on  the  nonpro- 
ductive portion  of  its  ore  reserves  much  more  than  the  actual  cost 
of  carrying  them,  and  perhaps  no  return  at  all. 

A  special  reason  for  this  is  that  inasmuch  as  the  Lake  Superior 
deposits  are  the  choicest  in  the  country  there  is  a  strong  probability, 
provided  present  conditions  of  concentrated  control  are  permitted, 
that  in  the  future  the  ore  in  that  region  will  have  an  enhanced  value, 
which  value  will  largely  accrue  to  the  steel  companies  that  control 
the  bulk  of  this  property.  In  other  words,  if  a  company  is  allowed  to 
speculate  in  ore  reserves,  it  ought  to  rely  on  such  speculative  increase 
in  value  to  yield  a  return  for  carrying  these  properties  through  the  non- 
productive period.  It  is  not  reasonable  or  proper  that  a  high  return 
should  be  earned  on  these  reserves  held  by  large  companies  while 
they  remain  undeveloped.  This  is  the  ordinary  principle  underlying 
the  speculative  holding  of  a  natural  resource.  Thus,  an  investor  who 
holds  a  plot  of  idle  land  in  the  city  for  a  speculative  rise  in  prices 
can  not  expect  to  earn  much  profit  on  it,  or,  indeed,  any  profit  on  it, 
during  the  nonproducing  period.  If  his  investment  includes  both 
actively  utilized  real  estate  and  idle  lands,  similarly  he  cotdd  not 
reasonably  expect  to  receive  on  his  total  investment  as  high  a  rate 
of  return  as  he  would  ordinarily  expect  to  receive  on  his  utilized  prop- 
erties alone. 

Finally,  it  should  be  kept  in  mind  that  any  valuations  placed  upon 
the  Steel  Corporation's  ore  property  in  1901  were  influenced  to  a  con- 
siderable extent  by  the  marked  concentration  of  control  of  ore  prop- 
erties and  of  combinations  in  price  making  which  had  taken  place 
prior  to  the  organization  of  the  Corporation.  In  other  words,  the 
1901  valuation  can  not  be  considered  by  any  means  as  representative 
either  of  investment  cost  or  of  a  value  of  the  same  ore  properties  under 
really  competitive  conditions  of  ownership  and  operation. 

For  these  various  reasons,  therefore,  it  is  certain  that  an  investment 
of  $7.50  per  ton  of  ore  produced  would  be  too  large  to  be  representa- 
tive of  normal  conditions  in  the  industry. 

It  may  be  noted  in  this  connection  that  a  comparison  of  the  balance- 
sheet  valuations  and  ore  production  about  the  years  1905  and  1906, 
for  several  smaller  concerns  with  an  aggregate  annual  production  of 
roughly  3,650,000  tons,  indicated  an  average  investment  in  fixed 
property  of  $2.76,  and  an  average  investment  in  working  capital  of 
$0.45,  or  a  total  of  $3.21  per  ton  of  ore  produced.  Since,  however, 
these  balance-sheet  valuations  are  not  themselves  conclusive  evidence 
of  value,  this  figure  can  not  be  accepted  without  reserve,  although 
it  is  probably  much  nearer  a  reasonable  figure  than  the  indicated 
valuation  of  $7.50  per  ton  for  the  Steel  Corporation  alone. 
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On  the  basis  of,  say,  $3.25  per  ton  of  output  as  the  total  reqiiired 
investment  in  ore  property  for  a  representative  steel  concern  an  aver- 
age profit  of  $0.66  per  ton  would  amount  to  over  20  per  cent. 

Another  Yeiy  rough  indication  of  the  average  investment  in  ore 
property  per  ton  of  production,  at  least  so  far  as  leased  mines  are  con- 
cerned, may  be  obtained  by  comparing  the  reported  bonus  payments 
for  a  number  of  leases  transferred  about  1902  with  the  production  of 
those  mines  in  1903.  Such  an  average  for  10  mines  shows  an  indi- 
cated investment  in  these  leaseholds,  per  ton  of  production,  of  $2.82. 
While  this  also  is  too  limited  a  basis  from  which  t^  draw  final  conclu- 
sions, together  with  other  evidence  it  indicates  that  an  average  in- 
vestment in  leasehold  mining  property  of  $3  per  ton  of  output,  this 
including  improvements,  might  be  sufficiently  liberal.  Adding,  say, 
$0.75  for  working  capital  would  give  a  total  investment  of  $3.75 
per  ton  of  production,  on  which  a  profit  of  $0.66  per  ton  would  be 
equal  to  17^  per  cent. 

In  Part  I  it  was  shown  that  the  maximum  price  for  fee  ore  in  the 
ground,  as  reported  to  the  Minnesota  Legislature  in  1909,  by  the 
delegation  from  St.  Louis  County  (in  which  county  the  great  bulk 
of  the  iron-ore  deposits  of  Minnesota  are  located)  was  15  cents  per 
ton.  It  wad  stated,  moreover,  that  this  was  the  highest  price  ascer- 
tained after  inquiry.  Various  records  are  available  showing  transfers 
of  iron  ore  property  in  fee  from  1899  to  1902  at  prices  which  aver- 
age only  a  very  few  cents  per  ton,  and  there  is  no  doubt  that  an 
average  of  15  cents  per  ton  for  a  large  and  representative  body  of 
ore,  such  as  an  ordinary  steel  concern  would  have,  would  be  excessive 
even  for  the  fee  ore.  It  would  undoubtedly  be  much  too  high  to  be 
representative  of  leaseholds  as  they  ordinanly  run.  Assuming,  how- 
ever, that  the  average  investment  in  a  great  ore  reserve  consisting 
partly  of  fee  mines  and  partly  of  leaseholds,  and  including  improve- 
ments, would  be  as  much  as  10  cents  per  ton,  and  reckoning  on  a 
supply  equivalent  to  30  to  35  years'  requirements  of  the  steel  con- 
cern, the  indicated  investment  rated  against  the  annual  production 
would  be  30  to  35  tunes  this  amount,  or  $3  to  $3.50  per  ton.  This 
is  probably  a  liberal  computation.  The  average  investment  per  ton 
m  improvements  certainly  would  not  be  over  $1  per  ton,  and  an 
average  of  $0.75  per  ton  for  working  capital  would  be  sufficient.  On 
this  basis  the  total  investment  would  be  $4.75  to  $5.25  per  ton  of 
production. 

The  foregoing  rough  calculations  indicate,  therefore,  that  the 
average  investment  required  to  produce  a  ton  of  Lake  ore  for  a 
concern  carrying  a  30  or  35  years'  reserve  is  considerably  less  than 
$7.50  per  ton  and  probably  well  under  $5  per  ton.  On  the  basis  of 
$5  per  ton  an  average  profit  of  $0.66  per  ton  would  be  equal  to  about 
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13  per  cent.     On  the  basis  of  $4  per  ton  it  would  be  equal  to  16^ 
per  cent. 

Owing  to  the  uncertain  factors  in  the  problem,  instead  of  asffliming 
a  definite  rate,  such  a  profit  may  be  regarded  as  equivalent  to  from  10 
to  15  per  cent,  with  the  presumption  in  favor  of  the  higher  rate. 

The  use  of  such  a  range  of  profit  percentages  instead  of  a  single 
figure  is,  moreover,  on  the  whole,  more  reasonable  when  working  from 
a  per-ton  basis  because  of  the  very  marked  changes  in  investment  per 
ton  which  may  result  from  different  tonnages  of  production.  For 
instance,  a  mine  with  a  total  investment  of  $1,000,000,  which  pro- 
duces 500,000  tons  of  ore  a  year,  would  show  an  average  investment 
of  $2  per  ton,  whereas  if  it  happened  to  produce  only  200,000  tons 
the  investment  would  amount  to  $5  per  ton.  Of  course,  average 
figures  tend  to  eliminate  extreme  results;  nevertheless,  the  variations 
in  production  from  year  to  year  are  sufficiently  large  to  make  it 
somewhat  imsafe  to  base  positive  conclusions  upon  a  single  average 
figure  per  ton. 

On  first  consideration  it  might  seem  that  a  profit  of  10  to  15  per 
cent,  while  Uberal,  is  not  unreasonable.  It  should  be  repeated,  there^ 
fore,  that  such  a  profit  in  an  ordinary  mining  business,  especially* 
where  depreciation  charges  are  provided  in  costs  (and  in  the 
case  of  Lake  ore  costs  the  depreciation  charges  on  the  whole  are 
undoubtedly  high),  is  a  very  different  matter  from  a  profit  of  the 
same  rate  from  manufacturing.  •  The  mining  business  taken  collec- 
tively is  one  of  notoriously  poor  returns.  A  few  exceptionally  well- 
located  or  unusually  valuable  properties  may  return  an  extraordi- 
narily high  rate  of  profit;  but  a  large  share  of  mining  enterprises, 
whether  m  iron  or  m  other  metals,  are  conducted  with  a  very  small 
profit,  and  frequently  without  any  profit  whatever.  A  profit  of  10  to 
15  per  cent  in  the  Lake  Superior  iron-mining  business  under  competi- 
tive conditions  would  be  Hberal  even  for  selected  and  well-located 
producing  mines.  A  profit  of  any  such  rate  for  a  very  large  ore 
property,  including  a  large  proportion  of  idle  ore  reserves,  is  extraor- 
dinary. On  the  investment  in  mines  actually  worked  the  average 
rate  of  profit  would,  of  course,  be  very  much  greater. 

A  rate  of,  say,  10  to  15  per  cent  in  the  Lake  Superior  ore  business 
means,  therefore,  that  whUe  carrying  vast  suppUes  of  ore  in  reserve 
for  future  use  the  large  ore-producing  companies  (cliiefly  steel-mak- 
ing concerns)  are,  nevertheless,  on  the  average  making  an  exceedingly 
liberal  rate  of  profit  on  their  entire  investment  in  such  reserves 
during  the  nonproductive  period,  while,  in  addition,  they  may  secure 
a  great  increase  in  profit  in  the  future  as  a  result  of  a  probable  increase 
of  (ire  values  if  the  present  highly  concentrated  control  of  ore  prop- 
erties is  allowed  to  continue. 

Comparison  of  increase  in  Lake  ore  prices  with  increass 
IN  COSTS  OP  production. — ^Thcro  can  be  no  question,  therefore,  tliat 
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the  average  profit  of  66  cents  per  ton  on  Lake  ore  shown  by  the  1902 
to  1906  average  figures,  presented  on  p.  43,  is  far  in  excess  of  what  an 
average  profit  would  be  under  ordinary  competitive  conditions,  with 
more  or  less  scattered  ownership  of  mining  property.  In  fact,  imder 
such  conditions  it  is  reasonably  certain  that  the  average  profit  on  ore 
for  the  Lake  region  as  a  whole  would  be  a  very  small  amount  per  ton. 
Convincing  evidence  that  the  present  profits  on  Lake  Superior  ore 
are  noncompetitive  as  well  as  excessive  is,  moreover,  afforded  by  a 
eomparison  of  quoted  prices  of  ore  with  average  ore  costs  for  different 
periods.  While  such  a  comparison  can  not  be  regarded  as  exact, 
owing  to  the  fact  that  the  ore  for  which  costs  are  secured  may  not 
have  been  sold  at  the  average  prices,  nevertheless  in  the  case  of  Lake 
ore  the  base  price  has  been  in  the  main  so  uniform  for  particular 
seasons  that  such  a  comparison  is  of  great  value.  Some  idea  of  the 
great  increase  in  ore  prices  since  the  era  of  great  consolidations  in  the 
iron  and  steel  industry  (1898  to  1901)  is  afforded  by  the  following 
summary  of  average  quoted  prices  at  lower  Lake  ports  for  Mesabi 
Bessemer  ore: 

1902-1906 $3.  57 

189fr- 1899 2. 29 

Increase 1.  28 

Per  cent  increase 56 

It  is  impossible  to  present  comparative  lower  Lake  costs  going 
back  to  1898  for  any  considerable  number  of  mines  in  the  Mesabi 
Range.  Data  secured  for  two  very  important  mines  in  the  Mesabi 
Range,  however,  show  an  average  cost  at  lower  Lake  ports  (includ- 
ing full  transportation  charge)  for  the  years  1898  and  1899  of  $1.98 
per  ton,  and  the  same  mines  show  an  average  cost  for  the  period 
1902  to  1906  of  $2.30  per  ton,  an  increase  of  $0.32,  or  16  per  cent. 

Taking  the  years  1898  to  1900,  it  was  possible  to  get  costs  for 
9,119,011  tons,  comprising  10  mines  in  all.  Owing  to  the  fact  that 
there  was  a  "  comer  "  in  Lake  freights  in  the  year  1900  which  resulted 
in  practically  doubling  that  item  of  cost  (from  $0.68  to  $1.25  per 
ton),  a  comparison  of  lower  Lake  costs  for  these  two  periods  would 
be  misleading.  Using  a  normal  Lake  freight  for  that  year,  the  total 
cost  at  lower  Lake  ports  for  this  group  of  mines  would  have  been 
about  $2.08  for  the  period  1898  to  1900  and  about  $2.34  for  1902 
to  1906,  an  increase  of,  roughly,  12  per  cent. 

It  will  be  seen,  therefore,  that  for  the  periods  compared  the  increase 
in  the  price  of  Lake  Superior  ore  (56  per  cent)  was  altogether  out  of 
proportion  to  the  increase  in  the  cost  of  production  (12  to  16  per 
cent).  The  explanation  of  this  is  undoubtedly  to  be  found  in  large 
part,  first,  in  the  concentration  of  ownership  of  Lake  iron-ore  prop- 
erties in  the  hands  of  a  very  few  concerns,  and  particularly  in  the 
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hands  of  the  Steel  Corporation;  and,  second,  in  agreements  for  the 
control  of  ore  prices.  A  discussion  of  the  prices  of  ore  is  reserved 
for  a  later  part  of  this  report.  It  may  be  stated  here,  however,  as  a 
notorious  and  mcontrovertible  fact,  tiiat  the  price  of  Lake  Superior 
ore  during  the  greater  part  of  the  period  1902  to  1906,  and  indeed 
back  to  1895,  has  been  established  in  large  measure  by  agreement 
among  the  principal  ore-producing  interests.  It  is  worth  pointing 
out  that  in  the  only  year  when  there  was  a  conspicuous  exception  to 
this  rule,  namely,  1904,  the  price  of  Mesabi  Bessemer  ore  fell  from 
$4  in  the  preceding  season  to  $2.87^,  with  corresponding  reductions 
in  the  price  of  Old  Range  ores.  In  the  next  year  Mesabi  Bessemer 
ore  was  quoted  at  $3.50  per  ton,  in  1906  at  $4,  and  in  the  boom  of 
1907  at  $4.75  per  ton.    Since  then  there  has  been  a  decline. 

It  is  true  that  the  year  1 904  was  a  year  of  depression  in  the  iron  and 
steel  industry,  and  that  inasmuch  as  this  depression  set  in  in  the  latter 
part  of  1903  it  probably  would  have  been  reflected  in  the  ore  indus- 
try even  if  the  producers'  agreement  had  not  been  abandoned  in  the 
season  of  1904.  Nevertheless,  the  average  prices  for  1904  were  by  no 
means  unremunerative.  As  shown  in  the  table  on  page  43,  the  total 
average  profit  on  all  Lake  Superior  ore  brought  down  from  mines  to 
lower  Lake  ports  in  the  year  1904  was  no  less  than  $0.36  per  ton. 
This  can  by  no  means  be  considered  as  a  low  return. 

In  view  of  all  the  foregoing  evidence,  there  can  be  no  question  that 
the  average  profit  of  $0.66  per  ton  shown  for  Lake  Superior  ore  for  the 
period  1902  to  1906  was  very  largely  the  result  of  artificial  conditions 
and  is  distinctly  in  excess  of  a  reasonable  profit  under  competitive 
conditions. 

Section  2.  Effect  of  excessive  ore  profits  on  competitors  buying  ore  in 
the  open  market. 

Just  how  much  of  the  average  profit  of  $0.66  per  ton  on  Lake 
ore  above  shown  for  the  period  1902  to  1906  is  in  excess  of  a 
reasonable  profit  can  not,  of  course,  be  stated  in  the  absence  of  any 
general  agreement  as  to  what  is  a  reasonable  return  for  the  Lake  ore 
business  as  commonly  conducted,  nor  in  the  absence  of  more  definite 
information  as  to  investment.  If,  however,  it  be  assumed  that  of 
the  total  profit  of  $0.66  per  ton  no  more  than  $0.25  per  ton  is  in  excess 
of  a  fair  profit,  this  becomes  a  matter  of  considerable  importance  in 
the  manufacture  of  iron  and  steel  products. 

For  the  period  1902  to  1906  it  required  on  the  average  about  1.9 
gross  tons  of  Lake  ores  (Bessemer  and  non-Bessemer)  to  produce  a 
gross  ton  of  pig  iron  for  the  Lake  ore-using  districts  collectively. 
It  follows  that  if  the  excess  of  profit  is  assumed  at  $0.25  per  ton  of 
ore  it  would  amount  to  $0.47  per  ton  in  the  book  cost  of  iron. 
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Assuming  that  as  much  as  one-half  the  average  profit  was  in  excess 
of  a  reasonable  amount,  or,  say  $0.33,  this  would  amount  per  ton  of 
pig  iron  to  about  S0.61. 

It  is  obvious^  therefore,  that  these  excessive  profits  on  Lake  ore 
tend  directly  to  handicap  effective  competition  in  the  production  of 
pig  iron  and  steel  by  concerns  which  do  not  produce  their  require- 
ments, or  the  bulk  of  their  requirements,  of  ore.  This  policy  of  main- 
taining high  prices  for  ore  tends,  in  other  words,  to  put  the  whole 
iron  and  steel  market  on  an  inflated  cost  and  price  basis  to  the  prob- 
able disadvantage  of  the  consumer  and  to  the  certain  disadvantage  of 
the  small  nonint^rated  producer.  There  are  a  number  of  such  pro- 
ducers, especially  of  pig  iron,  and  the  fact  that  they  are  able  to  exist 
and  pay  prices  for  ore  which  would  return  any  such  rates  of  profit  to 
the  producer  is  an  indication  of  unreasonable  profits  on  finished  iron 
and  steel  products  by  at  least  some  steel  concerns  which  produce  their 
own  ore.  It  is  true  that  such  integrated  concerns  do  not  sell  much  pig 
iron  and  sell  veiy  little  crude  steel  on  the  open  market,  and  it  is 
conceivable  that  conditions  of  competition  in  the  sale  of  finished  steel 
products  might  be  such  that  these  excessive  antecedent  profits  on  ore 
would  largely  be  lost  as  the  result  of  low  sale  prices  of  finished  prod- 
ucts. That  this  has  been  the  case  in  general,  however,  is  clearly 
discredited  by  the  profits  of  the  Steel  Corporation  given  in  Part  I, 
where  it  is  shown  that  the  average  rate  of  profit  on  the  Corporation's 
total  investment  (this  comparison  including  profits  and  invest- 
ment in  transportation)  was  12  per  cent  for  the  period  1901  to 
1910.  Any  such  rate  of  profit  for  a  concern  handling  over  50  per 
cent  of  the  steel  business  of  the  countiy  must  be  considered  a  very 
liberal  one.  Of  course,  for  particular  products  where  unusual  condi- 
tions of  competition  were  met  the  results  might  depart  rather  widely 
from  this  average. 

Section  3.  Effect  of  excessive  ore  profits  on  costs  and  profits  of  finished 
steel  products. 

• 

Quite  distinct  from  the  effect  of  excessive  ore  prices  in  handicapping 
competition  in  the  production  of  iron  and  steel  is  the  effect  of  such 
prices  upon  costs  and  profits  of  finished  iron  and  steel  products  for 
the  same  companies  that  produce  their  ore.  From  the  point  of  view 
of  the  consumer,  as  well  as  of  the  independent  iron  and  steel  manu- 
facturer, an  excessive  profit  on  ore  is  an  important  matter.  As 
already  shown,  $0.25  per  ton  on  a  ton  of  ore  means  $0.47  in  a 
ton  of  pig  iron.  In  the  conversion  of  pig  iron  into  steel  ingots 
there  is  a  cumulative  increase,  while  in  the  conversion  of  ingots 
into  0teA  rails  there  would  be  a  further  increase.  Starting,  there- 
fore, on  the  assumption  that  the  excessive  amount  contained  in 
this  average  profit  of  $0.66  per  ton  for  Lake  ore  wa3  $0.25  per  ton 
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hands  of  the  Steel  Corporation;  and,  second,  in  agreements  for  the 
control  of  ore  prices.  A  discussion  of  the  prices  of  ore  is  reserved 
for  a  later  part  of  this  report.  It  may  be  stated  here,  however,  as  a 
notorious  and  incontrovertible  fact,  that  the  price  of  Lake  Superior 
ore  during  the  greater  part  of  the  period  1902  to  1906,  and  indeed 
back  to  1895,  has  been  established  in  large  measure  by  agreement 
among  the  principal  ore-producing  interests.  It  is  worth  pointing 
out  that  in  the  only  year  when  there  was  a  conspicuous  exception  to 
this  rule,  namely,  1904,  the  price  of  Mesabi  Bessemer  ore  fell  from 
$4  in  the  preceding  season  to  $2.87^,  with  corresponding  reductions 
in  the  price  of  Old  Range  ores.  In  the  next  year  Mesabi  Bessemer 
ore  was  quoted  at  $3.50  per  ton,  in  1906  at  S4,  and  in  the  boom  of 
1907  at  $4.75  per  ton.     Since  then  there  has  been  a  decline. 

It  is  true  that  the  year  1904  was  a  year  of  depression  in  the  iron  and 
steel  industry,  and  that  inasmuch  as  this  depression  set  in  in  the  latter 
part  of  1903  it  probably  would  have  been  reflected  in  the  ore  indus- 
try even  if  the  producers'  agreement  had  not  been  abandoned  in  the 
season  of  1904.  Nevertheless,  the  average  prices  for  1904  were  by  no 
means  unremunerative.  As  shown  in  the  table  on  page  43,  the  total 
average  profit  on  all  Lake  Superior  ore  brought  down  from  mines  to 
lower  Lake  ports  in  the  year  1904  was  no  less  than  $0.36  per  ton. 
This  can  by  no  means  be  considered  as  a  low  return. 

In  view  of  all  the  foregoing  evidence,  there  can  be  no  question  that 
the  average  profit  of  $0.66  per  ton  shown  for  Lake  Superior  ore  for  the 
period  1902  to  1906  was  very  largely  the  result  of  artificial  conditions 
and  is  distinctly  in  excess  of  a  reasonable  profit  under  competitive 
conditions. 


Section  2.  Effect  of  excessive  ore  profits  on  competitoni  baying  ore  in 
the  open  market. 

Just  how  much  of  the  average  profit  of  $0.66  per  ton  on  Lake 
ore  above  shown  for  the  period  1902  to  1906  is  in  excess  of  a 
reasonable  profit  can  not,  of  course,  be  stated  in  the  absence  of  any 
general  agreement  as  to  what  is  a  reasonable  return  for  the  Lake  ore 
business  as  commonly  conducted,  nor  in  the  absence  of  more  definite 
information  as  to  investment.  If,  however,  it  be  assumed  that  of 
the  total  profit  of  $0.66  per  ton  no  more  than  $0.25  per  ton  is  in  excess 
of  a  fair  profit,  this  becomes  a  matter  of  considerable  importance  in 
the  manufacture  of  iron  and  steel  products. 

For  the  period  1902  to  1906  it  required  on  the  average  about  1.9 
gross  tons  of  Lake  ores  (Bessemer  and  non-Bessemer)  to  produce  a 
gross  ton  of  pig  iron  for  the  Lake  ore-using  districts  collectively. 
It  follows  that  if  the  excess  of  profit  is  assumed  at  $0.25  per  ton  of 
ore  it  would  amount  to  $0.47  per  ton  in  the  book  cost  of  iron. 
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Assuming  that  as  much  as  one-half  the  average  profit  was  in  excess 
of  a  reasonable  amount,  or,  say  $0.33,  this  would  amount  per  ton  of 
pig  iron  to  about  $0.61. 

It  is  obvious^  therefore,  that  these  excessive  profits  on  Lake  ore 
tend  directly  to  handicap  effective  competition  in  the  production  of 
pig  iron  and  steel  by  concerns  which  do  not  produce  their  require- 
ments, or  the  bulk  of  their  requirements,  of  ore.  This  policy  of  main- 
taining high  prices  for  ore  tends,  in  other  words,  to  put  the  whole 
iron  and  steel  market  on  an  inflated  cost  and  price  basis  to  the  prob- 
able disadvantage  of  the  consumer  and  to  the  certain  disadvantage  of 
the  small  nonint^rated  producer.  There  are  a  number  of  such  pro- 
ducers, especially  of  pig  iron,  and  the  fact  that  they  are  able  to  exist 
and  pay  prices  for  ore  which  would  return  any  such  rates  of  profit  to 
the  producer  is  an  indication  of  unreasonable  profits  on  finished  iron 
and  steel  products  by  at  least  some  steel  concerns  which  produce  their 
own  ore.  It  is  true  that  such  integrated  concerns  do  not  sell  much  pig 
iron  and  sell  veiy  little  crude  steel  on  the  open  market,  and  it  is 
conceivable  that  conditions  of  competition  in  the  sale  of  finished  steel 
products  might  be  such  that  these  excessive  antecedent  profits  on  ore 
would  largely  be  lost  as  the  result  of  low  sale  prices  of  finished  prod- 
ucts. That  this  has  been  the  case  in  general,  however,  is  clearly 
discredited  by  the  profits  of  the  Steel  Corporation  given  in  Part  I, 
where  it  is  shown  that  the  average  rate  of  profit  on  the  Corporation's 
total  investment  (this  comparison  including  profits  and  invest- 
ment in  transportation)  was  12  per  cent  for  the  period  1901  to 
1910.  Any  such  rate  of  profit  for  a  concern  handling  over  50  per 
cent  of  the  steel  business  of  the  country  must  be  considered  a  very 
liberal  one.  Of  course,  for  particular  products  where  unusual  condi- 
tions of  competition  were  met  the  results  might  depart  rather  widely 
from  this  average. 

Section  3.  Effect  of  excessive  ore  profits  on  costs  and  profits  of  finished 
steel  products. 

» 

Quite  distinct  from  the  effect  of  excessive  ore  prices  in  handicapping 
competition  in  the  production  of  iron  and  steel  is  the  effect  of  such 
prices  upon  costs  and  profits  of  finished  iron  and  steel  products  for 
the  same  companies  that  produce  their  ore.  From  the  point  of  view 
of  the  consumer,  as  well  as  of  the  independent  iron  and  steel  manu- 
facturer, an  excessive  profit  on  ore  is  an  important  matter.  As 
already  shown,  $0.25  per  ton  on  a  ton  of  ore  means  $0.47  in  a 
ton  of  pig  iron.  In  the  conversion  of  pig  iron  into  steel  ingots 
there  is  a  cumulative  increase,  while  in  the  conversion  of  ingots 
into  Bteel  rails  there  would  be  a  further  increase.  Starting,  there- 
fore, on  the  assumption  that  the  excessive  amount  contained  in 
this  average  profit  of  $0.66  per  ton  for  Lake  ore  was  $0.25  per  ton 
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of  ore,  this  excessive  profit  finally  becomes,  as  a  result  of  the  cumu- 
lative process  just  described,  about  $0.55  per  ton  on  a  ton  of  steel 
rails. 

If  it  be  assumed  that  of  the  total  average  profit  of  $0.66  per  ton 
as  much  as  one-half  is  in  excess  of  a  fair  profit,  the  cumulative  profits 
would  be  materially  increased. 

It  should  be  repeated  that  the  Bureau  in  these  computations  is  not 
attempting  to  say  to  just  what  extent  the  profit  in  question  is  unrea- 
sonable, but  instead  to  present  information  which  will  permit  of  indi- 
vidual opinion  on  this  point,  and  to  point  out  the  increasing  sig- 
nificance of  any  such  excessive  profit  in  the  successive  stages  of  iron 
and  steel  manufacture.  It  is  proper  to  state,  however,  that  the 
Bureau  regards  the  assumption  that  $0.25  per  ton  out  of  the  total 
average  profit  of  $0.66  per  ton  on  ore  is  excessive,  as  an  entirely 
conservative  estimate  of  such  excess,  and,  moreover,  regards  it  as 
entirely  possible  that  if  all  the  facts  were  definitely  known  more  than 
one-hdif  the  total  average  profit  of  $0.66  might  be  regarded  as  in 
excess  of  a  reasonable  return. 

Section  4.  Effect  of  excessive  ore  transportation  profits  of  Steel  Corpo- 
ration. 

The  foregoing  discussion  on  ore  relates  only  to  transfer  profits. 
A  further  and  exceedingly  important  consideration  arises  in  the  case 
of  the  Steel  Corporation  as  a  result  of  the  very  heavy  transporta- 
tion profit.  It  will  be  recalled  that  the  average  transportation  profit 
for  the  Steel  Corporation  on  its  own  ore  over  its  principal  ore^arry- 
ing  railroads  and  in  Lake  vessels,  as  computed  by  the  Bureau  for  the 
period  1902-1906,  amounted  to  $0.60  per  ton  averaged  on  the  total 
ore  deliveries  of  the  Steel  Corporation  at  lower  Lake  ports.  There 
can  be  no  question  that  this  transportation  profit  was  grossly  exces- 
sive. Convincing  evidence  of  this  is,  indeed,  afforded  by  the  fact 
that  the  Steel  Coiyoration's  principal  ore  roads,  the  Duluth  &  Iron 
Range  and  the  Duluth,  Missabe  &  Northern,  have  recently  reduced 
their  rates  by  20  cents  per  ton  for  the  haul  from  Mesabi  mines  to  upper 
Lake  ports,  which  was  formerly  $0.80  per  ton,  and  by  $0.30  to 
$0.40  for  the  Vermilion  mines,  which  formerly  had  rates  of  from  $0.90 
to  $1  per  ton ;  the  rates  from  both  ranges  are  now  $0.60  per  ton.  Since 
this  reduction  in  the  rate  does  not  involve  any  reduction  in  operat- 
ing expenses,  it  may  be  regarded  as  equivalent  to  an  admission  by  the 
Steel  Corporation  itself  that  the  former  rates  were  to  this  extent 
unreasonable.  In  the  Bureau's  opinion  the  present  reduced  rate  of 
60  cents  per  ton  is  still  excessive.  This  is  clearly  indicated  by  the 
phenomenally  low  ratio  of  operating  expenses  to  gross  earnings  for 
these  ore  roads.  Thus  the  1910  ratio  of  the  Duluth,  Missabe  & 
Northern  was  below  30  per  cent,  against  an  average  for  all  railroads 
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m  the  United  States  of  66  per  cent,  while  that  of  the  Duluth  & 
Iron  Range  RaiLroad  was  only  36.5  per  cent. 

Moreov^,  the  rates  of  the  Steel  Corporation  over  its  principal 
raihx)ad  south  of  the  Lakes,  the  Bessemer  &  Lake  Erie,  are  un- 
doubtedly excessive,  while  the  dockage  charges  at  lower  Lake  ports 
are  also  unduly  large.  There  is  no  reasonable  doubt  that  of  the 
average  transportation  profit  of  the  Steel  Corporation  in  the  trans- 
portation cost  of  its  ore  at  furnaces  of  $0.60  per  ton  at  least  as  large 
a  portion  may  be  regarded  as  excessive  as  in  the  case  of  the  average 
profit  of  all  companies  on  ore.  In  the  case  of  the  Steel  Corporation, 
therefore,  the  excessive  ore  profit  contained  in  pig-iron  costs  and  in 
successive  stages  may  be  regarded  as  at  least  double  that  due  to  ex- 
cessive transfer  profits  on  ore  for  all  companies  collectively. 

While  int^ration  of  industry  to  permit  of  large-scale  operations 
at  minimum  costs  is  undoubtedly  desirable,  these  enormous  profits 
of  the  Steel  Corporation  on  the  transportation  of  ore  present  a 
problem  of  very  great  importance.  It  is  obvious  that  so  long  as  these 
railroads  are  owned  by  the  Steel  Corporation  the  excessive  profits 
thus  earned  on  transportation  could  be  used,  if  necessary,  to  the 
very  great  disadvantage  of  competitors  in  the  sale  of  steel  products. 
It  is  true  that  owing  to  price  agreements  and  price  understandings  in 
the  steel  industry,  which  will  be  discussed  in  a  later  part  of  this 
report,  these  profits  have  been  retained  by  the  Steel  Corporation 
instead  of  being  thus  used  as  a  competitive  weapon.  Nevertheless, 
the  possibility  of  their  being  so  used  is  always  present. 

The  situation,  therefore,  is  this:  Integration  of  the  steel  industry 
with  respect  to  transportation  thus  far,  instead  of  working  to  the 
advantage  of  the  pubUc  in  the  form  of  lower  costs  to  all  shippers 
and  lower  prices,  has  inured  to  the  benefit  of  a  great  combination. 
On  the  other  hand,  to  let  the  Steel  Corporation  retain  this  advan- 
tage of  low  transportation  cost  and  to  let  this  work  itself  out  in 
the  form  of  lower  prices  might  be  undesirable,  because  it  would 
tend  to  give  the  Steel  Corporation  an  unreasonable  and  undesirable 
advantage  over  competitors  in  the  sale  of  finished  products. 

This  situation  clearly  raises  the  question  whether  the  interests 
of  the  public  may  not  require  the  segregation  of  these  railroad 
properties  from  the  Steel  Corporation.  It  might  be  argued 
that  such  a  s^regation  would  simply  mean  that  the  control 
of  these  railroads  would  remain  in  the  hands  of  the  interests 
who  dominate  the  policy  of  the  Steel  Corporation.  Such  s^regation, 
however,  at  least  would  prevent  the  transfer  of  the  profits  from  these 
railroads  to  the  treasury  of  the  Steel  Corporation.  It  would  thus  stop 
what  is  unquestionably  an  evil,  and  that  is  the  imposition  of  high 
rates  upon  competitors'  shipments,  which  puts  them  at  a  great  dis- 
advantage, while,  at  the  same  time,  forcing  them  by  reason  of  this 
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very  fact  to  contribute  unduly  to  the  profits  of  the  Steel  Corporation 
on  transportation.  If  the  connection  between  these  railroads  and 
the  Steel  Corporation  were  dissolved,  there  would  be  no  inducement 
to  the  Steel  Corporation  as  such  to  desire  unreasonable  rates.  On 
the  contrary,  there  would  be  an  inducement  to  keep  these  rates  at  a 
reasonable  level.  Under  this  arrangement,  moreover,  the  iron  and  steel 
making  concerns  using  these  railroads  would  be  substantially  on  an 
equal  basis  so  far  as  transportation  is  concerned. 

While*  in  the  case  of  integration  of  ordinaiy  manufacturing 
enterprises  it  may  be  entirely  proper  that  the  most  aggressive 
concern  should  reap  the  benefit  of  its  enterprise,  it  is  unques- 
tionably different  in  the  case  of  a  pubUc  utility,  such,  for  instance, 
as  a  r^road.  Competition  in  the  construction  of  railroads  is  often 
impracticable.  Moreover,  the  important  ore  railroads  of  the  Steel 
Corporation  were  obtained  not  through  superior  ability,  effici^icy, 
or  foresight,  but  simply  through  superior  conmiand  of  capital  as  a 
result  of  combination. 
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Vr  GENERAL  INDEX. 

Business  conditions:  ?>€•> 

Improvement  of,  in  1898 221 

Depressed,  effect  of,  upon  prices  for  iron  and  steel  products 349 
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Flogging,  in  Birmingham  district 2970, 2972 

Cru«  tr^Ltment  of,  in  Birmingham  district 2972-2976 

Alabama  statute  bearing  upon 2975 

Forms  of  punishment  of,  discussed 2970-2978 

Costs  of  food  for,  in  jails  and  convict  camps  compared 2979 

Houfidngof 2960,2981 

In  Birmingham  district,  various  legal  provisions  applicable  to 2966-2993 

Statement  of  J.  G.  Oakley  concerning 3109-3118 

Coon  tracks  used  for  purposes  of  illustration  by  Chairman  Stanley 254 

Corporations: 

Large,  usually  controlled  by  small  executive  or  finance  committee 779, 780 

Inferior  in  management  to  partnership,  according  to  Carnegie 2417, 2418 

Advantages  over,  in  management  of  partnerships 2407, 2648 

Cartels: 

Discussion  of 285-288 

Of  Germany,  discussion  of 1008, 1609 

Cortelyou,  George  B.,  Secretary  of  Treasurv,  deposit  with  banks  of  money  by..     242 

Costs: 

Of  conversion  of  iron  ores 7 

Of  producing  pig  iron 7 

Of  production  and  transportation 35, 36 

Of  producing  steel  rails,  increase  of 97 

Of  producing  steel  rails  in  1900 98, 99 

Of  production,  kept  down  by  power  of  combination 104 

Of  productk>n,  reauced  by  ownership  of  ores  and  transportation 113 

Of  production,  for  certain  years 146 

Of  production,  locality  of  plant  as  element  of 146 

Estimate  of,  for  production  of  steel  rails 194 

Increase  of ^  as  cause  for  maintaining  price  of  steel  rails ; . .     195 

Of  production,  in  various  countries  referred  to 281 

Labor,  in  steel  production 289 
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Costs— €k>ntinued.  Pafl*. 

Of  pig  iron  production 291 

Of  producing  steel  rails 339, 340 

Of  steel  rails 343,344 

Mill,  of  making  steel  rails,  various 344 

Depreciation  m  capital  as  element  of 367 

Of  producing  steel  rails,  according  to  Schwab  and  Carnegie 303 

Of  making  steel  rails,  estimated 425 

Easy  for  rival  mills  to  ascertain,  approximately 433 

Sheets  showing,  submitted  to  Commissioner  of  dorpora  tions  confiden  tially .  473-474 

Sheets  showing,  returned  by  Bureau  of  Corporations 498 

Relative,  of  producing  pig  iron  in  northern  and  southern  mills 973, 974 

Comparative,  production  at  Birmingham  discussed 984-988 

Of  iron  and  steel  production,  discussed 994 

In  actual  operation,  ma^  differ  widely  from  those  figured  out  on  paper 996 

Of  southern  pig  iron,  miscalculations  as  to 1030, 1031 

As  between  Birmingham  and  Pittsbuigh,  compared 1031 

Depreciation  as  element  of,  often  overlooked 1031 

Analytical  discussion  of. 1032,1033 

Comparative,  between  Birmingham  and  other  districts 1249, 1260 

Compared,  as  between  differont  localities  in  iron  and  steel  production. .  1254--1266 

Items  of,  in  detail,  int6rchanj|;ed  between  steel  and  iron  producers 1277 

Giving  items  of,  in  detail,  a  wise  practice  according  to  Schwab 1277-1278 

As  dependent  on  economic  processes 1290 

Of  steel  rails,  in  certain  years 1309-1311 

Of  steel  rails,  discussed  by  Schwab 1314 

Of  iron  and  steel  products,  reduced  by  consolidation 1317, 1318 

Of  producing  steel  rails,  because  of  rise  in  value  of  ores 1318 

Of  pioducing  rails,  relative  in  this  country  as  compared  to  others 1335-1339 

Of  lalxNr,  in  producing  a  ton  of  steel  rails ^ 1355-1357 

Of  producing  a  ton  of  steel  rails,  discussion  of 1357-1359 

Discuflsion  <rf,  by  Schwab 1393-1396 

Of  iron  and  steel  production,  further  discussion  of 140&-1414 

Most  important  secret  of  steel  trade 1731, 1732 

Question  of  reduction  of,  by  improved  processes. 2502, 2503 

Extract  concerning,  from  ^hwab's  testimony 2669, 2670 

Of  ores,  discussion  of 2670 

Indisposition  of  manufacturers  to  furnish 2670-2672 

Fadbties  for  ascertaining 2695, 2696 

Of  production,  varying  indifferent  countries 2735,2738 

Of  rjATiHIing  Mesabi  ores  in  transportation 4814 

Of  construction  of  Duluth,  Missaoe  &  Northern  Railroad 4821-4825 

Of  handling  ores  at  various  docks  on  Lake  Erie 4839-4841 

Of  production,  discussed  with  Kennedy 5089 

Of  woduction,  by  Tennessee  Coal  &  Iron  Co.,  in  comparison  with  certain 

other  plants 5090,5091 

Of  steel  production,  in  certain  foreign  countries 5095 

Of  production  Less,  if  i^oceases  combined  in  single  plant 5100 

Integration  to  reduce,  not  poeaible  by  combining  plants  widely  sepa- 

nted 5101,5102 

Of  production  of  structural  material 5118, 5119 

Of   production,  estimated   low   in   Carnegie's   contemplated  Conneaut 

plant :,. 5129,5130 

Of  production  of  iron  and  steel,  conditions  affecting 5312 

Of  iron  and  steel  products,  early,  of  Tennessee  Coal  &  Iron  Co.,  high,  ac- 
cording to  Bacon 5332 

Of  construction  of  plants  of  Tennessee  Coal  &  Iron  Co.,  Bacon's  esti- 
mates of 5335, 5336 

Of  production,  depreciation  charges  as  element  of 5340 

Low,  of  production  by  Tennessee  Coal  &  Iron  Co.,  due  to  proximity  of 

ores  and  coal 5347 

Of  production,  with  40  per  cent  ore,  discussion  of  with  Bacon 5354, 5355 

limit  t0{  in  depth  of  shaft  mining,  according  to  Bacon 5858, 5359 

IVorata  increase  of,  in  use  of  low-grade  ore 5396, 5397 

Of  concentzating  low-grade  ore 5404 

Of  preparation  for  ore  mining,  discussed  with  Cole 5452, 5453 

Of  deep  mining  for  ores,  discussed  with  Cole 5497 

Of  buying,  mining,  loading,  and  shipping  certain  ores 5483 
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Cost  of  living:  Pm«. 

Companson  of,  with  wages  in  Pittsburgh  district 2876 

Statistical  table  as  to 2993 

Cotton,  J.  B.,  statement  of 2225-2300 

Credit  of  United  States  Steel  Corporation  increased  by  its  size  and  connections.      113 

Criminal  laws  of  Alabama  criticized 2562-2564 

Cuba  as  source  of  supply  of  valuable  ores 403, 404 

D. 

Defense,  decision  of  President  as,  in  favor  of  United  States  Steel  Corporation. .      142 

Department  of  Justice: 

Filing  with,  of  Root-Gaiy  correspondence 139 

Letter  to,  of  President  Roosevelt,  referring  to  proposed  meiger 140, 141 

Deposits,  large,  by  Morgan  and  others,  to  save  panic  situation 242 

Directorates: 

Interlocking,  within  purview  of  investigation 296 

Interlocking,  of  United  States  Steel  Corporation  and  other  corporations. .  313, 317 
Common,  between  United  States  Steel  Corporation  and  Pennsylvania  Rail- 
road Co 329 

Interlocking,  effect  of 353 

Interlocking,  as  to  United  States  Steel  Corporation  and  International 

Harvester  Co 800,802 

Interlocking,  between  United  States  Steel  Corporation  and  International 

Harvester  Co 1642 

Interlocking,  discussion  of,  with  Hill 3243 

See  also  Statements. 

Directorships: 

Common,  in  United  States  Steel  and  other  companies 113, 114 

See  also  Statements. 

Discrimination: 

In  rates,  through  dock  charges 57 

In  freight  rates,  question  of,  discussed 2000-2004 

Dismantling  plants: 

Of  the  American  Steel  &  Wire  Co 25 

Policy  of,  defended 26 

And  rebuilding,  extent  to  which  done  by  United  States  Steel  Corporation.  228, 229 

By  subsidiaries,  prior  to  forming  United  States  Steel  Corporation 245,246 

Tube,  after  formation  of  National  Tube  Co 5079, 5080 

Dissolution  of  subsidiaries.  United  States  Steel  Corporation  has  power  to  effect. .      103 

Dividends: 

Earned  by  subsidiaries,  how  disposed  of 64 

Large,  on  certain  ore  roads 115, 117, 118 

Of  United  States  Steel  Corporation  for  series  of  years 262 

On  stocks  of  Tennessee  Coal  A  Iron  Co 862 

Four  per  cent  too  small,  considering  uncertain  nature  of  iron  and  steel 

business 995 

Paid  by  Tennessee  Coal  &  Iron  Co.,  during  control  of,  by  syndicate. .  5344,5346 
On  Tennessee  Coal  A  Iron  stock,  and  paid  oy  syndicate,  not  earned 5345 

Dixon,  George  D.,  statement  of 1982-2007 

Dock  chaises,  discussion  of  subject  of 4889-4891 

Dock  facilities  on  Lake  Superior,  ownership  of  .  ^^ 3164 

Dow,  Jones  &  Co.,  statement  by,   entitled,  * "X  Decade  in  United  States 
Steel" 3517-3544 

Dull  times  in  steel  production,  injurious  effect  of 47 

Duluth,  Missabe  &  Northern  Railway: 

Location  and  length  of 85, 86 

See  also  Railroads. 

Dupuy,  speech  of,  at  Gary  dinner 278 

E. 

Eagle,  H.  H.,  statement  of 3419-3431 

Earnings: 

Net,  of  United  States  Steel  Corporation  for  a  series  of  years 262 

Of  certain  railroads  transporting  ores. 4815-4817 

Question  of  dividend  rate  as  measure  of 4827 
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Earnings — Continued.  Pace. 

Of  varioiiB  dock  companies,  engaged  in  handling  ores 4841 

Of  BesBemer  &  Lake  Erie  Railroad  Go 4843 

Eastern  Minnesota  Railroad,  ownership  of ^ 87. 88 

Economies: 

Of  XJnitad  States  Steel  Corporation,  discussed 531-533 

Of  producing  iron,  with  reference  to  kind  of  ore  used 543-545 

Edison,  Thomas  A.,  experiments  of,  in  magnetic  reduction  of  ores,  etc.,  dis- 
cuflB»d 5481 

Employees  of  United  States  Steel  Corporation,  average  number 238 

Kifhariee  of  stocks,  in  consunmiating  mercer 5 

Export  business,  importance  of,  to  steel  inauatry ^. 206 

Export  trade: 

Important  ^tor  in  consolidation 221 

Percentage  of,  done  by  United  States  Steel  Corporation 224, 225 

Increaee  of,  since  organization  of  United  States  Steel  Corporation 225 

In  iron  and  steel  products,  advantages  of 226 

Not  included  in  percentage  of  entire  business  done  by  United  States 

Steel  Corporation 524 

Development  and  increase  of,  since  formation  of  United  States  Steel 

Corporation 1298 

Statement  as  to,  by  Farrell 2717-2721 

F. 
Failures: 

Produced  by  extreme  competition 78 

Of  Moore  and  Heinze,  referred  to 239 

Fairell,  James: 

Speech  of,  at  Gary  dinner 269 

Statement  of 2635-2765 

Statement  of,  as  to  dealings  with  small  manufacturers 2753-2755 

Federal  incorporation,  law  for,  mentioned  by  Gary 250, 535-537 

Fedeial  license: 

Law  for,  suggested  by  Gary 249, 250 

As  condition  to  doing  interstate  business,  discussion  of 536,  537 

Federal  Steel  Co.: 

Kinds  of  iron  products  of ^ 41 

Was  itself  a  holding  company  when  absorbed  by  United  States  Steel  Cor- 
poration         67 

Oxganization  and  capitalization  of 200, 201, 203 

Would  have  been  driven  out  of  business  but  for  consolidation 220 

Felton,  speech  of,  at  Gary  dinner 271 

Financial  condition  of  Tennessee  Coal  <&  Iron  Co.,  at.date  of  merger 1230-1232 

Fines  for  violation  of  pool  agreements,  payment  of 369, 370 

Finley,  A.  I.,  speech  of,  at  Gary  dinner 275 

Fitch,  John  A.: 

Rq>ort  of,  on  labor  conditions  referred  to 2844-2846 

Investigations  of,  into  labor  conditions  referred  to 2859-2862 

Statement  of 2873-2954 

Verification  by,  of  facts  stated  by  Brandeis 2910, 2911 

Shows  facts  stated  by,  ascertained 2911 

Fluctuations  in  prices  of  railroad  supplies,  during  recent  years 356 

Fordign  sales  of  steel  rails,  in  excess  of  domestic  sales 100 

Freer,  G.  M.,  statement  of 4785-4888 

Freight  charges  on  ores,  Birmingham  district 7 

Fieiriit  rates: 

On  ores,  paid  by  United  States  Steel  Corporation 22 

On  ores,  amount  of 28 

On  ores,  over  Great  Northern 54 

Over  certain  Minnesota  roads 56 

Same,  to  all  iron  and  steel  producers 56 

On  ores,  from  Mesabi  Range Ill 

Power  over,  of  United  States  Steel  Corporation 112 

Fair  and  reasonable,  what  are 114 

On  coal  and  coke,  over  steel  and  ore  roads 120, 121 

As  affecting  competition  between  certain  companies 220 

Low,  of  foreign  countries,  a  factor  in  international  competition 226 
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Freight  rates — Ck)ntiiiued. 

Same,  on  all  linee  for  ores  from  Meeabi  Range 236 

On  Mesabi  ores,  shown 378-381 

On  ores  and  coal,  comparison  of 409, 410 

On  various  ore  roads,  comparison  of 415, 416 

Reduction  of,  on  certain  ore  roads  explained 416-418 

For  ores,  no  complaints  with  respect  to 417 

Over  certain  ore  roads,  compared 499-441 

On  various  roads,  to  various  points,  for  ores 43^-449 

Prorating,  discussed 504 

On  ore  transportation,  discussion  of  by  Topping 1240-12^ 

On  ores  and  coal,  too  high  according  to  Topping 1244,1245 

On  southern  iron  and  steel  products,  too  high,  according  to  Topping. .  1244, 1245 

Reasons  assigned  by  Topping  for  not  entering  complaint  against 1246, 1247 

Reciprocal,  reason  between  iron  and  steel  makers  and  tailroads  for  not 

complaining  against 1248, 1249 

Further  discussion  of ,  by  Topping 1250-1254 

Discussion  of 1262-1264 

Fixed  by  conference  and  agreement 1404, 1405 

Increased  by  United  States  Steel  Corporation  on  its  own  roads 1405-1407 

Alleged  excessiveness  of,  over  Duluth,  Messabe  &  Northern  R.  R 1825, 1826 

On  ores,  discussed  with  Nelson 1948-1951 

Alleged  by  Senator  Oliver  to  be  excessive  on  certain  railroads 1956, 1957 

Proper  functions  of  general  freight  agent  in  fixing 1959, 1960 

On  ores,  carried  over  railroads  around  Pittsbuiig^,  owned  and  controlled  by 

United  States  Steel  Corporation •. 1967-1970 

Making  of,  not  a  science  according  to  Baird 1970-1972 

How  far  affected  by  question  of  back  haul 1972 

On  ores,  between  lake  ports  and  Pittsbui]^  district,  further  diacusaon  of .  107S-1977 

Considerations  governing  traffic  agents  m  making 1970-1979 

Function  of  traffic  managers  in  fixing,  according  to  Dixen 1982 

ChaTged  by  Pennsylvania  Railroad,  alleged  unfaimeas  of,  to  independ- 
ents   1983-1985 

From  Buffalo,  same  with  all  companies 1966, 1987 

On  iron  and  steel  products,  general  discussion  of 1988-2008 

Question  of  division  and  apportionment  of,  discussed  by  Dixon 190^1997 

Per  ton-mile  and  per  train-mile,  discussion  of  with  Dixon 1998-2000 

Question  of  discrimination  in,  by  Pennsylvania  Railroad,  discussed. .  2000-2004 

Division  and  apportionment  of,  again  discussed  with  Dixon 2005-2007 

On  ores,  conference  between  tnuffic  men  to  fix 2020, 2021 

High^  interest  in.  of  United  States  Steel  Corporation 2022 

Classification  and  tonnage,  of  freight  originating  in  and  around  PittobmA, 

and  movement  of  freight 2062-2076 

From  within  and  around  Pittsbuigh,  agreements  between  traffic  maiiagen 

concerning 2070-2084 

Allowances  of,  to  terminal  lines  at  Pittsbuiigt 2084-2086 

Participation  in  making,  of  industrial  traffic  associations 2086, 2087 

Participation  in  making,  of  freight  traffic  aasociataons 2087, 2088 

On  shipments  from  Birmingham  district 2106-2108 

Division  of,  as  between  originating  and  connecting  lines 2108-2111 

Govern  markets  of  Birmingham  district 2114 

Demand  for  division  and  apportionment  of,  between  Southern  and  Binning- 

ham  &  Sou  them  R .  R 2137-2140 

To  and  from  Birmingham  district,  further  discussion  of^  with  Qreen 2146-2152 

ExcessivenesB  of,  as  a  detriment  to  Pittrt>uigh  distnct,  according  to  Oli- 
ver   2165-2180 

Affected  by  competition  between  railroads  in  Birmingham  district. . .  2215-2223 

Early  contest  over,  between  Carnegie  and  other  interests 2382-2385 

On  ores,  carried  on  certain  railroads 4789 

On  ores,  of  certain  railroads,  as  shown  by  statement  compiled  by  Inter- 
state Commerce  Commission 4790-4800 

On  ores,  carried  on  certain  roads,  asserted  unreasonableness  of 4819 

Cost  of  construction  as  element  of 4827, 4828 

On  ores  and  coal  for  various  railroads 4830-4835 

On  ores,  over  various  roads,  comparison  of 4855,4856 

General  discussion  of  division  and  apportionment  of,  between  main  and 
terminal  lines 4883-4885 
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Freight  rates — Continued. 

On  mileage  basis,  from  and  to  various  points 4891-4905 

From  Pittsburgh  district  to  New  England  and  other  points,  discussed.  4894-4897 
Discriminating,  as  between  steel  products  and  other  commodities,  dis- 
cussed   4906-4912 

Division  of^  and  toimage,  on  certain  roads  subsidiary  to  United  States  Steel 

Corporation 4915-4918 

On  certain  ore-carrying  railroads,  further  discussion  of 5089-5041 

Just  and  reasonable,  how  determined  by  Pennsylvania  Railroad  Co. . .  504&~5070 
Greater  from  eastern  States  to  Pacific  coast  than  from  OrientaJ  countries. . .     5097 

On  ores  and  steel  products,  discussed  with  Kennedy 5105-^108 

Reasonable,  what  are,  according  to  Kennedy,  on  certain  ore-carrying 

roads 5108-5111 

On  articles  exported  or  imported,  as  comnared  to  internal  rates 5111-5115 

On  steel  products,  ores,  etc.,  as  comparea  with  other  rates 5111, 5112 

On  ores  and  steel  and  iron  products,  between  various  points 5195, 5196 

As  affecting  maricet  price  of  ores 5295, 5296 

High,  in  early  history  of  Tennessee  Coal  &  Iron  Co 5328 

As  a  measure  of  difference  of  prices,  at  points  of  production 5338, 5339 

Ecnwl  to  ''independents "  and  others,  according  to  Sellwood 5404-5406 

Frick,  H.  C,  participation  of,  in  purchase  of  stocks  of  Tennessee  Coal  &  Iron 

Co 129-135 

Frick,  H.  C,  Coke  Co.,  taken  over  with  Carnegie  Steel  Co.  at  oiganieation  of 
United  States  Steel  Corporation 66 

G. 

Gatfield,  James  R.,  Commissioner  of  Corporations,  conferences  between,  and 
United  States  Steel  Corporation 496, 497 

Gary  dinners: 

Gates  never  attended  any 55 

Described  by  Gary 72, 73 

Explained  by  Gary 74, 76 

Welfare  of  "our  men  "  discussed  at 81 

Representation  at 99 

As  occasions  for  conferences  on  prices 196 

Discussion  of 262, 263, 264 

Question  of  purpose  and  result  of,  discussed 265, 266, 267 

Purpose  of,  as  understood  abroad 281 

Purpose  of,  the  maintenance  of  reasonable  prices 281 

Suggestion  liiat  they  superseded  pools 320 

Came  about  through  consultations  about  prices 372 

Prices  freely  discussed  at  first  of 372, 373 

Subject  of  prices  discussed  at— Gayley 376, 377 

Attended  by  steel  producers  after  dissolution  of  pools 679 

Purposes  of,  and  transactions  at,  discussed  by  Topping 1265-1267 

Prices  discussed  at,  according  to  Schwab 1297 

Discussion  of  prices  at 2672-2679 

PmUicr  account  of,  by  Farrell 2761-2764 

Gary,  Elbert  H.: 

Statement  of 61-74 

Participation  of,  in  purchase  of  stocks  of  Tennessee  Coal  &  Iron  Co 129-135 

Dwiial  DV,  of  misrepresentation  to  President 140 

R^zetted  full  development  as  to  merger  not  made  before  Senate  Judiciary 

0:>mmittee 140 

Asserts  binding  force  of  moral  as  well  as  legal  obligations 148 

And  Frick,  knew  details  of  situation  of  Moore  &  Schley 167 

Would  have  voted  against  acquisition  of  Tennessee  Coal  &  Iron  stock  with- 
out Roosevelt's  consent 167 

View  of,  as  to  power  and  responsibility  of  Morgan 174 

Does  not  favor  Government  management 175 

Explains  why  more  stock  was  bought  than  needed  to  stay  panic 191 

Eany  connections  of,  with  steel  industry 200 

Did  not  think  favorably  of  Moore's  option  on  Cam^e  property;  Knew  of 

Gam^e's  option  at  much  smaller  estimate 207 

Was  coiMultea  by  lawyers  in  forming  United  States  Steel  Corporation 211 

Speeches  of,  at  Gary  dinners 265-268, 273 
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Gary,  Elbert  H.— Continued.  Pae». 

DiBcloeure  of  view  of,  of  honorable  business  methods 266 

Director  in  various  companies 296, 297 

Audiority  and  duties  of,  as  officer  of  United  States  Steel  Coloration 333 

Officer  in  both  United  States  Steel  Corporation  and  International  Harvester 

Co 800 

Contradicted  by  Ledyard 951, 952 

Views  of,  conforming  to  Roosevelt's  on  trust  question 1390, 1391 

Never  had  any  connection  with  pooling  agreements,  according  to  Temple. .    17 IS 
Asserted  to  have  opposed  ore-land  lease 3224 

Gary,  Ind.,  transportation  facilities  at,  owned  by  United  States  Steel  Corpanr 
tion 119 

Gates,  John  W. : 

Statement  of 1-59 

Conduct  of,  relating  to  meiger 189 

Stated  to  have  arrived  on  scene  after  consummation  of  deal 190 

In  scheme  merely  to  get  all  he  could  for  his  company 210 

Offer  of,  to  furnish  Moore  &  Schley  13,000,000  in  bonds 1078 

Gay  ley,  James: 

Statement  of 303-313,365-382,393-463 

Connection  and  duties  of,  with  United  States  Steel  Corporation 313 

"  Gentlemen 's  agreements  " : 

Prior  to  organization  of  United  States  Steel  Corporation 43 

Meaning  of,  discussed 320, 321 

Apportioned  and  allotted  output 321, 322 

Sometimes  in  form  of  signed  memoranda 321 

Differentiated  from  the  trust  by  Schwab 1285 

Were  really  pools 1286 

Further  discussed 1319 

Views  as  to,  of  Temple 1719 

After  termination  ofpools,  effectiveness  of 1738, 1739 
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Effect  of,  in  stopping  panic,  according  to  Perkins 1478, 1479 

Reasons  for  consulting  President  about,  stated  by  Perkins 1604 

Conference  concerning,  as  related  by  Perkins 1605, 1606 

Relation  to,  of  trip  of  Gary  and  Frick,  discussed  by  Perkins 1612-1617 

Su^estion  that  Payne's  involvement  led  to 1614, 1621 

Of  Tennessee  Coal  &  Iron  Co.  by  United  States  Steel  Corporation,  \-iewB 

aa  to,  of  Munsey 5196-5215 

Menitt,  Alfred,  statement  of 1845-1881 

Merritt,  Leonidas,  statement  of 1885-1934 

Mesabi  ores: 

Estimate  of  amount  of 85, 86 

See  also  Ores;  Statements. 

Mesabi  Range,  opening  up  of 57 

Miller,  A.  M.,  statement  of 2327-2329 

Mines  of  iron  ore  of  United  States  Steel  Corporation,  list  of,  referred  to 108 

Mining  for  ores,  relative  methods  and  costs  of .^; . .  1258, 1259 

Minnesota,  State  of,  as  intervenor  in  cases  before  Interstate  Commerce  Com- 
mission  233,234 

Minnesota  railroad  and  warehouse  commission,  investi^tionof  freight  rates  by  383-385 
Miimesota  tax  commission,  report  of,  on  valuation  of  iron  ores,  dated  1910.  3466^482 
Minute  book  of  executive  committee  of  United  Steel  Corporation,  disappear- 
ance of 1437 

Mitchell,  W.  S.,  statement  of 597-601 

Money  trust,  possibilities  of,  discussed  by  Gary 175 

Monopoly: 

Of  United  States  Steel  Corporation,  how  far  consists  in  control  of  ores. .  539--541 
Problem  of,  involves  consiaeration  of  the  whole  world's  products  and  mar- 
kets     5606 

Moore  &  Schley: 

Stock  interests  of,  in  Tennessee  Coal  &  Iron  Co 127 

Financial  embarrassments  of 129 

Indebtedness  of,  between  thirty  and  forty  million  dollars 134 

Failure  of,  only  prevented  by  purchase  of  entire  stock  of  Tennessee  Coal 

&  Iron  Co 135 

Would  have  made  an  assignment  had  only  90  been  offered,  according  to 

Gary 136,137 

Loans  of,  at  time  of  panic,  large  and  widely  distributed 141 

Large  amounts  of  Tennessee  Coal  &  Iron  stocks  held  by,  at  time  of  panic.      142 

Imminency  of  failure  of,  cause  of  trip  to  Washington 169 

Held  130,000  shares  Tennessee  Coal  &  Iron  stock,  and  owned  $30,000,000..      171 

Amount  of  indebtedness  of,  on  eve  of  panic 184, 185 

Discussion  of  embarrassments  of 901-903 

Financial  difficulties  of,  explained 924 

Estimate  of  liabilities  of 947 

Embarrassments  of,  arose  largely  from  accounts  outside  syndicated  stock. .      948 

Futile  schemes  suggested  as  to 950-952 

Books  of,  examined  by  experts  in  employ  of  United  States  Steel  Corpora- 
tion and  J.  P.  Morgan  &  Co 960,961 

Required  financial  aid  beyond  affairs  of  syndicate  in  Tennessee  Coal  &  Iron 

stock 963-965 

Amount  of  loans  to,  on  Tennessee  Coal  &  Iron  stocks 1051 

Embarrassments  of,  how  caused  and  how  relieved 1070-1073 

No  offer  of  a  loan  for  relief  of 1077, 1078 

Were  protected  from  loss  by  deposits  of  securities 1084-1089 

Failure  of  ^  not  prevented  by  merger 1098 

Reasons  given  why  loan  of  cash  not  sufficient  to  relieve 1109 

Discussion  of  various  loans  of 1110-1112 

Would  have  failed,  according  to  belief  of  Rooee^•elt 1388 
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Difficulties  of,  at  time  of  merger,  stated  by  Perkins 1420-1423 

Actually  insolvent,  according  to  Perkins 1479 

Moore,  Walter,  statement  of 1022-1028 

Mcreland,  W.  C,  statement  of 639-649 

Morsan,  J.  P. : 

Participation  of,  in  purchase  of  Tennessee  Coal  &  Iron  Go.  stocks 129-135 

Allegea  to  be  ready  to  risk  his  own  money  to  avert  panic 136 

Met  40  or  50  bankers  the  night  Gary  and  Frick  started  for  Washington 168 

Met  bankers  at  library  night  and  day  during  panic 169 

Omtrol  of,  over  banks 174 

Power  and  responsibilities  of,  according  to  Gary 174 

First  impressed  with  United  States  Steel  project  by  Charles  M.  Schwab. . .      205 

Participation  of,  in  organizing  United  States  Steel  Corporation 207 

Volunteered  to  manage  United  States  Steel  Corporation  syndicate 207 

Meeting  of,  with  Gary,  Ledyard  and  others 243, 244 

Not  visible  to  Hanna  during  merger  transactions 863-865 

Eulogy  on,  by  Ledyard 956, 957 

First  o£fer  to.  of  Tennessee  Coal  &  Iron  stocks 1081, 1082 

Suggestion  of,  to  Schwab,  that  latter  obtain  price  from  Carnegie 1279 

Constant  consultation  widi,  by  head  of  Unitea  States  Steel  Corporation .  1400, 1401 

Designated  as  godfather  of  United  States  Steel  Corporation 1401 

lifeHAver  in  panic,  according  to  Perkins 1423 

Presence  of,  at  meetings  <rf  finance  committee 1425 

Had  Schwab  reiterate  all  latter's  statements  made  at  banker's  dinner 1278 

Reasons  for  dominance  of,  given  by  Perkins 1488 

Saggeetion  of,  that  preferred  dividends  be  not  passed 1585 

Moigan,  J.  P.  d  Co.: 

Agents  for  exchange  of  bonds  for  stocks  of  Tennessee  Coal  &  Iron  Co 176 

As  bankers,  attended  directly  to  exchange  of  bonds  for  stocks  of  Tennessee 

Coal  A  Iron  Co 176 

Held  Tennessee  Coal  &  Iron  stocks  as  part  of  collateral  for  loans  amount- 
ing to  one  and  a  half  to  two  millions  of  dollars 1054, 1055 

Members  of,  present  at  all  meetings  of  directors  of  United  States  Steel 

Corporation 1403 

Members  of,  on  United  States  Steel  board  of  directors 1419, 1420 

Deposits  with,  by  United  States  Steel  Corporation 1425 

Predicted  leadership  of,  in  furnishing  funds  to  Trust  Co.  of  America. .  1689, 1690 

Large  withdrawals  of,  from  Trust  Co.  of  America  on  October  26,  1907 1701 

Valuation  of  tube  works  at  instance  of,  in  1898 , 5078 

Munsey,  Frank  A.: 

Statement  of 5179-5232 

Article  by,  in  magazine  based  on  information  furnished  by  United  States 

Corporation 5180,5184 

Reexamination  and  cross-examination  of,  after  principal  statement. . .  5221-5231 

N. 

National  Tube  Co.,  control  of  productions  by 41 

Nelson,  P.  H.,  statement  of 1934-1951 

Nickel  in  Cul^  ores,  as  element  of  value 107 

Nolen,  N.  W..  statement  of 822, 823 

Northern  Pacific  R.  R.,  interests  of,  in  Mesabi  ores 90 

O. 

Oakley,  J.  G.,  statement  of 3109-3118 

Officers  of  subsidiary  companies,  how  chosen 333 

Ojlebay ,  Earl  W. ,  statemen t  of 919-932 

Oil,  uses  of,  as  fuel  in  treating  ores 5488, 5489 

Olander,  O.  A.,  statement  of ,. .  2995-3031 

Oliver  Iron  Mining  Co.,  extensive  operations  of,  prior  to  and  since  organization 

of  United  States  Steel  Corporation 5449-5451 

Oliver,  Senator  George  T.,  statement  of 2157-2190 

Ore  lands: 

No  laree  ares  of,  for  sale  now  in  Southern  States 875 

Of  United  States  Steel  Corporation  how  acquired,  according  to  Merritt's 
Btory 1854-185 
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How  acquired,  by  United  States  Steel  Corporation,  through  Meiritts  and 

Rockefeller 1914-1939 

Expense  and  labor  involved  in  stripping 1936-1943 

Leased  by  Hill  to  United  States  Steel  Corporation,  history  of  title  to. . . .  3157-3163 

Leased  to  United  States  Steel  Corporation,  history  of  ownership  of 3166-3173 

How  title  to,  acquired  by  Great  jforthem  Ry.  Co 3176-3177 

Exploration  of,  bv  United  States  Steel  Corporation 3179, 3180 

Extent  of  ownership  of,  by  United  States  Steel  Corporation 3181 

Prc^g^ress  in  mining  and  developing 3191-3196 

All  available,  preempted 3196, 3197 

Further  discussion  with  Hill  as  to  values  of 3237 

State  of  Minnesota,  a  laige  owner  of 3241, 3242 

Estimated  price  at  which  now  purchasable,  in  Birmingham  district 6360 

What  areas  of,  available  to  purchasers  with  view  to  large  iron  and  steel  pro- 
duction     5383 

Ore  properties  of  United  States  Steel  Corporation,  great  increase  in  value  of.  259, 260 
Ores: 

Iron,  amoimt  of,  involved  in  merger 7 

Brown,  of  high  percentage  value 17 

Red  Mountam,  percentage  values  of 17 

Lake  Superior,  quality  of ! 22 

Mesabi,  quality  of 22 

Of  Great  Northern,  control  of,  by  United  States  Steel  Corporation 22 

Metliods  of  transporting 23 

Generally  owned  by  individual  companies  producing  iron  and  steel 63 

Mines  of,  owned  by  Lackawanna 63 

Bessemer,  come  principally  from  Lake  Superior  r^on 64 

Percentage  of,  controlled  by  United  States  Steel  Corporation 80 

Supply  of,  under  control  of  United  States  Steel  Corporation 82, 83 

Iron,  tariff  duties  on 83, 84 

Where  located,  value  and  qualities  of 83, 84 

Routes  followed  and  railroads  employed  in  transporting 82. 83 

Estimate  of  amount  of,  in  Mesabi  Rcmge 86, 86 

Mesabi,  accessible  to  independents 87 

Mesabi  interests  in,  of  independents 89 

Of  Mesabi,  percentage  of,  owned  by  United  States  Steel  Corporation 89 

Resources  of,  in  Cuba,  amount  and  quality  of 106, 107 

Owner^ip  of  supplies  of,  diversified 109, 110 

Percentage  of,  mined  by  different  companies 109, 1 10 

Exhaustion  of  supply  of 115 

Of  Tennessee  Cosu  &  Iron  Co.,  when  acquired  by  United  States  Steel  Cor- 
poration   124, 126 

Of  Tennessee  Coal  &  Iron  Co.,  amount  of,  unavailable 146 

Unmined,  valuation  of,  difficult 149, 150 

Large  bodies  of,  acquired  with  Minnesota  iron  mines 215 

Extensive  bodies  of,  acquired  by  United  States  Steel  Corporation  with 

Carnegie  Co 215 

Proportion  of,  controlled  by  United  States  Steel  Corporation 216, 216 

Many  not  at  first  supposed  valuable,  now  used 216 

Mesabi,  required  to  be  mixed  at  first  for  use 216 

Mesabi,  not  usable  at  first 216 

Prices  of,  affected  by  general  business  conditions 221 

Prices  of,  lower  prior  to  business  revival  in  1898 221 

Facilities  for  transportation  of,  in  Lake  Superior  region 232 

Lake  Superior,  tonnage  of  shipments  of,  for  long  series  of  years 306, 307 

Standara  for  estimating,  as  element  of  cost  of  production 356, 357 

Increase  in  cost  of,  as  element  of  increased  price  of  steel  rails 360 

Special  kinds  of,  reauired  for  Bessemer  steel  rails 360 

Great  increase  in  value  of,  sources  of  sujiply  of 362 

Decrease  in  facilities  for  procuring,  led  to  maintenance  of  prices,  accordine 

toGajrley 372,373 

Increasing  value  of,  important  factor  in  maintenance  of  prices 372, 373 

Mining  of,  on  I^ke  Superior,  beginning  of 393 

Properties  producing,  in  I^ke  Superior  rc^on ,  ownership  of 393-39S 

Properties  nearing,  in  Lake  Superior  region,  all  developed  within  last  25 
yeara 396, 397 
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VaiiatioDB  in  prices  of 396, 397 

Proportionate  ownership  of,  by  United  States  Steel  Corporation,  in  Lake 

Superior  region 397-399 

Constantly  lowering  of  grades  of,  in  use,  from  necessity 399, 400 

PkocesBes  of  treatment  of 399, 400 

Deposits  of,  in  various  States  and  in  other  countries 400, 401 

In  Cuba,  an  important  factor  in  iron  and  steel  situation 403, 404 

Agglomeration  of,  defined,  and  cost  of  given 403, 404 

DepoflitB  of,  in  other  countries 403-406 

Cuoan,  extensive  use  of 404, 405 

Available,  percentage  of,  now  owned  by  United  States  Steel  Corpora- 
tion   405, 400 

•  Of  Cuba,  accessibility  of,  to  water  transportation 405 

Tonnage  of,  over  certain  railroads 406 

Common  sources  of,  tend  to  unnatural  understanding  as  to  costs 432, 433 

Prices  of,  prior  to  consolidation  with  United  States  Steel  Corporation . . .  435-437 

Cost  of  transporting,  to  various  points 436, 437 

Royalties  on  increase  of 436, 437 

How  mined,  on  Mesabi  Range 458 

Loading,  cost  of,  at  Mesabi  mines 458 

Methods  of  loading  and  unloading,  discussed 458-460 

Acquired  by  United  States  Steel  Corporation,  valuation  of 480-487 

Percentage  of,  now  owned  by  United  States  Steel  Corporation 481 

Increase  in  vsJues  of,  due  to  concentrated  control 482 

Transportation  of,  controlled  by  United  States  Steel  Corporation 484, 485 

In  ground,  percentage  of,  owned  and  leased  by  United  States  Steel  Corpo- 
ration  485, 486 

Of  TenneoBee  Coal  &  Iron  Co.,  quantity  and  value  of 486, 487 

Cuban,  available 536 

Relative  utility  of  different  kinds  of 543-545 

Marketable,  percentage  of,  owned  by  United  States  Steel  Corporation.. .  547, 548 

Increased  prices  of,  discui»ed 843 

Prices  of,  nuctuating 844 

Truuportation  of,  important  factor,  in  iron  and  steel  industries 845-847 

Importance  of  limitations  upon  supply  of 867-868 

Values  of,  unmined 868, 869 

Estimates  upon  amount  of,  uncertain 870-^72 

Qualities  of,  from  various  sources  compared 872 

Proportion  of  fluxing  material  in,  not  important 872, 873 

In  Alabama,  royalty  values  of 875 

Character  of  veins  of,  described 889-891 

So-called  merdhant  miners  of 891 

Principal  bodies  of,  in  United  States  designated 972-993 

In  Birmingham  district,  qualities  of 992, 993 

For  sale,  practically  none  in  Birmingham  district 1000 

Deposits  of,  in  United  States  and  other  countries,  discussed 1028-1030 

Larger  resources  of,  in  Cuba 1028-1030 

Relative  cost  of,  in  different  sections 1227 

Few  are  self-fluxing 1227, 1228 

Possession  of  sources  of,  by  existing  companies  a  barrier  to  future  additions.     1291 

Deposits  of,  in  Cuba,  availability  of 1333, 1334 

Profits  on  investments  in,  shown  in  prices  of  steel  rails 1341, 1342 

Cuban,  prices  and  quantities  of 1343-1445 

Of  Sweoen,  superior  quality  of 1349 

Of  Tennessee  tknl  &  Iron  Co.,  resources  of,  not  stated  to  Roosevelt  by 

Prick  and  Gary 1379,1380 

Reduction  in  price  of,  predicted  on  certain  conditions 1413 

Discovery  ana  early  aeveloimient  of,  in  Mesabi  Range,  as  related  by 

Leonidas  Merritt 1885-1892 

ReUtive  values  of ,  at  different  periods 2391-2393 

Available  supplies  of,  now  beyond  reach  of  new  ventures 2491, 2492 

Meeabi,  views  as  to  value  and  availability  of,  by  Carnegie 2492-2494 

Free,  scarcity  of,  for  new  enterprises,  discussed 2499-2501 

Heavier,  used  in  England  than  in  United  States.. 2502 

Question  of  resort  to  those  with  lower  per  cent  of  iron 2502-2504 

Cuban,  ownership  of 2505 
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Covered  by  Hill  leases,  amount  and  quality  of 3151-3174 

Messaba,  nchnees  of 3184 

Available  supplies  of,  for  United  States,  discussed  by  Hill 3196-3200 

Question  of  exhaustion  of  supplies  of,  discussed  by  Hill 3205-3207 

Question  of  monopolization  of,  discussed  with  Hill 3207 

Ridmess  and  availability  of  low  grades  of 3208, 3209 

Low  grade,  estimates  of  quantities  of 3209 

Sorting  of,  for  shipment,  method  of 3210, 3211 

Available  resources  of,  again  discussed  with  Hill 3235-3237 

Mesabi,  can  now  be  used  without  mixing  with  hard  ores 3237 

Meeabi,  cheaply  mined  in  comparison  with  harder  ores 3237 

Principal  ports  on  Lake  Erie  from  which  shipments  of,  made 4786-4787 

Explanation  of  routes  of  shipments  of 4788 

Tnmsportation  of,  principal  Dusiness  of  certain  railroads 4789 

Holding  of,  by  Tennessee  Coal  &  Iron  Co.  discussed  with  Kennedy.  5091, 5092 

Valuation  of,  generally,  by  Munsey " .  5182-5187 

Of  Birmingham  district,  value  placed  upon  by  Munsey 5184 

Of  United  States  Steel  Corporation,  situation,  according  to  views  privately 

expressed  by  Geo.  F.  Baker 5188-5890 

Exhaustion  of  supplies  of,  discussed 5190, 5191 

Estimates  of  quantities  in  Birmingham  district,  by  Commissioner  of  Cor- 
porations    5225, 5226 

Percentage  of,  owned  by  Tennessee  Coal  A  Iron  Co.,  according  to  Bacon.  5329, 5330 

In  Birmingham  district,  location  and  position  of- 5335 

Bodies  of,  oelow  those  already  discovered,  possibilities  of,  referred  to  by 

Bacon 5339 

Reduced  percentage  of  metallic  contents  of,  now  in  use 5341, 5342 

Recent  acquisition  of,  by  Tennessee  Coal  &  Iron  Co 5350 

Of  available  richness,  country's  supplies  of,  in  sight,  discussed  with 

Bacon 5353-5355 

Undeveloped,  in  Birmingham  district,  large  bodies  of,  believed  by  Bacon 

to  exist 5356-5358 

Available  supplies  of,  in  Mesabi  Range,  according  to  belief  of  Sellwood. . .    5362 

Estimate  of  merchantable,  in  Minnesota  Ranges,  by  Sellwood 5363-5366 

Estimate  of,  owned  by  United  States  Steel  Corporation  in  Mesabi  Range, 

by  Sellwood 5364 

Values  and  market  prices  for,  accordin^^  to  Sellwood 5365-5369 

Mesabi,  mostly  preempted  and  ownea  by  United  States  Steel  Corpora- 
tion and  other  steel  producers 5366-5367 

Mesabi,  estimates  of,  by  Sellwood  further  discussed 5370-5372 

Tonnaee  of,  owned  by  respective  firms  and  corporations 5370-5372 

In  Utui,  eeftimates  of  tonnage  of,  by  Sellwood 5379 

Explorations  for,  in  United  States,  incomplete 5388-5391 

Of  low  grade,  in  Michi^n,  estimate  of  75,000,000,000  tons 5382 

World's  resources  of,  discussed  with  Sellwood 5392-5396 

Resources  of,  in  Michigan,  discussed  with  Sellwood 5398-5401 

Resources  of,  in  Unitea  States,  gone  over  again  with  Sellwood 5401-5403 

Of  Utah,  a^in  discussed  with  Sellwood 5411, 5412 

Of  California,  again  discussed  with  Sellwood 5412, 5413 

Of  Rocky  Mountain  region  discussed  with  Sellwood 5412 

Mines  of,  stripped  in  Mesaoi  Range,  discussed  with  Sellwood 5426-5428 

Of  Utah  motives  of  Gates,  Hill,  and  Harriman  in  having  explored,  dis- 
cussed with  Sellwood 5434,5435 

Decrease  in  metallic  contents  of,  in  use 5435, 5436 

Mines  of,  stripped  in  Mesabi  Range,  further  discussion  of,  with  Sell- 
wood  5437-5441 

Of  Lake  Superior  region,  estimates  by  Cole  of  holdings  therein  of  United 

States  Steel  Corporation 544^5448 

Of  Lake  Superior  region,  estimates  of,  by  Cole 5446-544^ 

Great  care  in  grading,  necessary 5452-5454 

Resources  of,  m  various  sections  and  countries,  discussed  with  Cole. . .  5455-546:5 

Of  Cuba,  enormous  deposits  of,  according  to  Cole 5456-5460 

Of  Cuba,  availability  of,  for  use  in  United  States 5458-5460 

In  the  ground,  valuations  of,  discussed  with  Sellwood 5464-5466 

Market  prices  for.  discussed  with  Sellwood 5466-5469 

Orig|inal  policy  oi  securing  supplies  of,  by  leasing 5471 

Mining  and  selling,  profitableness  of.  discussed  with  Sellwood 5472 
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ProceaB  of  exhaustion  of  supplies  of,  discussed  by  Sellwood 5474 

Concentration  of  supplies  of,  in  few  hands,  effect  of  upon  prices 5476, 5477 

In  ground,  values  and  prices  of,  again  ^one  over  with  Cole 5478, 5479 

Deposits  of,  in  various  States  and  districts,  again  discussed  with  Cole.  5479-5481 

Of  Lake  Champlain,  discussion  of  metallic  values  of,  with  Cole 5479-5481 

Of  low  grade,  to  be  made  commercially  valuable,  according  to  belief  of 

Cole 5482 

Deposits  of,  in  New  Jersey  and  Connecticut,  worked  before  the  Revolu- 
tion  5482,5483 

Denosits  of,  in  various  States  and  districts,  again  discussed  with  Cole.  5484-5486 

Of  New  York,  as  a  rule  not  at  present  merchantable. 5485 

Certain  Cuban  and  Mexican  deposits  referred  to 5486-^488 

Availability  of  deposits  of,  in  Utah,  California,  etc.,  discussed 5489, 5490 

Of  low  giaae,  future  treatment  and  availability  of,  discussed 5491 

Importance  of,  as  problem  presented  to  conmiittee 5491 

Of  low  grade,  cost  of  concentration  of,  discussed  with  Cole 5492 

Of  high  grade,  often  commingled  with  other  substances,  yet  ^etsily  separa- 
ble      5492 

Bessemer  and  non-Bessemer,  differences  in  values  and  prices  of 5493 

In  ground,  markets  for  and  prices  of,  further  discussed  witJi  Cole 5493 

Extent  of  deposits  of,  in  Michigan  and  Minnesota,  respectively 5494, 5495 

Practicability  of  deep  mining  for,  discussed 5495, 5496 

Deposits  of,  in  Gogebic  district,  formation  and  position  of 5496, 5497 

Practicability  of  largely  increasing  output  from  existing  mines 5498 

Possibilities  of  extensive  importations  of 5501, 5502 

Various  deposits  of,  firms  and  corporations  owning,  according  to  Cole.  5511-5513 
Overcapitalization: 

With  reference  to  United  States  Steel  Corporation  and  generally,  dis- 
cussed   528-531 

Of  United  States  Steel  Corporation,  discussed 1358 

Of  certain  plants,  as  stated  by  Kennedy 5083, 5088 

Of  Carnegie  Steel  Co.,  in  United  States  Steel  Corporation 1361-1363 

Output: 

Of  country's  mills,  less  than  capacity 265 

Of  mills  controllea  by  gentlemen's  agreements 322 

Necessarily  limited  by  combination 1294, 1295 

Panic:  ^• 

Of  1907— 

Steps  taken  to  stay 4,  9 

Conditions  produced  by,  explained  by  Gary 75,  76 

When  prevalence  of,  realized 128 

As  bearine  on  relief  of  Moore  and  Schley 136 

Local  to  Pittsburgh,  caused  by  the  Pittsburgh  Coal  &  Coke  Co.  contract. .       162 
Could  have  been  stayed  just  as  well  by  a  loan  of  bonds  as  by  Uieir  exchange 

for  stocks 170 

Of  1907,  effect  of,  upon  New  York  banks 173 

Of  1907,  operations  of  Morse  and  Heinze  proximate  cause  of,  according  to 

Gary 175 

Stayed  by  magic  words  from  Washington,  "All  is  well " 176 

Effect  upon,  of  Tennessee  Coal  &  Iron  merger 857 

Of  1907,  check  of,  consisted  largely  in  restoration  of  confidence,  according 

toHanna 885 

Discussions  of  methods  to  have  checked , .  889-891 

Discussion  of  whether  relief  of.  possible  otherwise  than  by  merger 889-801 

Discussion  of  conditions  attending 903-907 

Story  of ,  retold  by  Hanna 908-916 

Money  put  in  market  by  Morgan  and  Rockefeller  to  check 1910 

Preceded  in  1907  by  general  prosperity 911, 912 

Futfle  efforts  to  check,  prior  to  consummation  of  merger 913,  914 

Of  1907,  preceded  by  aistressing  financial  conditions 1058 

Desultory  discussion  of  episodes  of 1073-1077 

Strengthening  certain  financial  concerns  as  means  of  checking 1097, 1098 

Reiteration  of  story  of,  by  Schley 1104-1108 

Effect  of,  to  render  Tennessee  Coal  &  Iron  stocks  recurrent 1108-1110 


XXVin  GENEBAL  INDEX. 

Panic — Continued . 

Method  for  checking,  proposed  by  Frick  and  Gary  to  Roosevelt 1376 

Constant  receiving  sdanns  during 1377, 1378 

Main  matter  upon  which  attention  of  Roosevelt  fixed 1382, 1383 

Checked  by  restoration  of  confidence — Roosevelt 1389 

Of  1907,  how  an  acute  phase  of.  was  met  by  banks  and  trust  companies. . .     1472 

Of  1907,  worst  phases  ot,  described  by  Perkins 1472-1477 

Of  1907,  how  an  acute  crisis  of,  on  Oct.  24,  was  passed 1474 

How  absorption  of  Tennessee  Coal  &  Iron  Co.  operated  to  check,  according 

to  Perkins 1478,1479 

Imminency  of  insolvency  of  city  of  New  York  during  that  of  1907,  accord- 
ing to  Perkins 1480 

Of  1907,  passing  an  acute  crisis  of,  on  Monday,  Nov.  4 1484-1486 

Railroads  permitted  to  discriminate  in  fumisning  transportation  during. . .     1491 

Current  statement  as  to  cause  of,  denied  by  Perkins 1524 

Cause  of,  restated  by  Perkins 1525, 1526 

Of  1907,  gravity  of  situation  during,  not  known  to  Thome 1697, 1698 

Of  1907,  discussion  of  persons  involved  in,  and  incidents  of,  with'Mun- 
sey 5200-5225 

Payne,  Oliver  H.: 

Participation  of,  in  purchase  of  Tennessee  Coal  &  Iron  stocks 129-135 

Offer  of,  to  loan  $1,000,000 133 

Figuring  in  merger  noTOtiations 184 

Transactions  of,  with  Moore  A  Schley 1066-1068 

Penalties: 

Imposed  for  producing  in  excess  of  allotment 430, 431 

For  overproduction  of  steel  goods 661, 662 

Pennsylvania  Co. : 

A  holding  company  for  Pennsylvania  R.  R.  Co.  and  other  railroad  com- 
panies      5045 

Ownership  of,  in  stocks  of  Pennsylvania  Steel  Co.  and  Cambria  Steel  Co  5066-^5068 
Liberal  provisions  of  charter  of 5069 

Pennsylvania  R.  R.  Co. : 

Method  of  electing  directors  of 329 

Ownership  by,  of  stocks  in  iron  and  steel  companies 330, 331 

Uses  open-hearth  steel  rails,  purchased  from  various  concerns 358, 359 

Pennsylvania  Steel  Co. : 

Interests  of,  in  Cuban  ores 107 

A  principal  competitor  of  United  States  Steel  Corporation 193 

Pension  funa : 

Provision  for,  by  United  States  Steel  Corporation,  referred  to  by  Gary 238 

For  superannuated  employees  referred  to 292 

Statement  of  Farrell,  referring  to 2711 

Discussion  of,  by  Brandeis 2841 

Demoralizing  enects  of,  described  by  Brandeis 2865 

Provision  by,  in  cases  of  accident 2877-2879 

Of  United  States  Steel  Corporation,  calculated  to  curtail  freedom 2878, 2879 

Further  discussions  of 2949-2951 

Of  United  States  Steel  Corporation,  statement  concerning  details  of,  by 

Roberts 340^-3408 

Of  United  States  Steel  Corporation,  further  reference  to 3413-^16 

Pensions  and  sick  benefits,  system  of  United  States  Steel  Corporation  referred 
to 1651 

Percentages  of  various  participants  in  pools,  arranged  annually 668-669 

Perin,  Charles  P.,  statement  of.l 971-997, 1027-1033 

Perkins,  Geo.  W.: 

Relations  of,  to  J.  P.  Morgan 177 

Statement  oif,  to  press  referred  to 241 

Frequent  visits  of,  to  Bureau  of  Corporations 494, 495 

Visit  of,  to  Schley  just  prior  to  meiger 1093 

Statement  of 1418-1652 

Political  contributions  by,  discussed  without  results 1439-1448 

Desultory  and  fruitless  examination  of,  concerning  political  contribu- 
tions   1448-1459 

Refusal  of,  to  answer  questions 1457,1462 

Unique  plan  of,  for  raising  money  for  United  States  Steel  Ck)rporation.  1490-1494 
Denial  by,  of  press  reports  published  during  panic I?i04-1508 
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Statement  of,  concerning  bond-etock  conversion I5I3-I5I6 

Explains  discrepancies  in  present  and  former  testimony 1523 

Various  questions  on  finance  of  United   States  Steel   Corporation  an- 
swered    155^1564 

Discuasioti  of  paper  of,  read  at  Houghton,  Mich 1566-1576 

Refuses  to  discuss  his  personal  deiujngs  with  United  States  Steel  C^orpora- 

tion  stocks : 1591, 1592 

Thankful  that  he  is  not  a  lawyer 1605 

Statement  by,  of  facts  and  conditions  leading  up  to  merger 1618-1620 

Address  of,  on  Aug.  7, 1911^  discussion  of 1624 

Article  in  New  York  Times  attributed  to 1685, 1686 

Run  on  Trust  Co.  of  America  caused  by  reported  interview  with- 1687 

Stupidity  attributed  to,  by  Thome 1688 

Question  of  suit  against,  for  damages  discussed  by  Thome 1698, 1699 

Proof  furnished  by  Thome  of  responsibility  of,  for  Times  article 1699-1701 

Pig  iron: 

Cost  ol  making,  at  Birmingham 17 

Capital  invested  in  production  of,  in  Penxjsylvania 291 

Relative  cost  of  making,  in  different  districts 5195 

Pittsbui)^,  panic  in,  caused  by  Pittsburg  Coal  A  Coke  contract  with  United 
States  Steel  Corporation 162 

PittBbuig,  Bessemer  &  I^ke  R.  R.,  contract  of,  by  United  States  Steel  Corpo- 
ration         45 

Pittsbunh  district: 

Burdens  borne  by,  with  matter  of  transportation  described  by  Oliver.  2160-2165 
Advantages  of,  for  iron  and  steel  industry,  early  discovered  by  Came- 
eie 2174-2180 

PlftDt  ULcilities: 

General  discussion  of  subject  of 5060 

Public  interest  in  question  of 5065, 5066 

Plate  Association: 

Funds  of,  shown  by  bank  statement 597-601 

Canceled  checks  paid  to,  put  in  evidence 640-643 

Financial  record  with,  of  Jones  db  Laughlin  Steel  Co 641,642 

Business  of,  how  transacted 643 

Expenses  of,  how  paid 643 

How  conducted  and  supported 815 

Monthly  reports  to 823 

Political  contributions: 

Desultory  and  fruitless  inquiries  concerning 1448-1459 

Questions  relative  to,  ruled  out 1497-1499 

By  United  States  Steel  Corporation,  admitted 1499 

Discussion  of,  with  Camegie 2460-2463 

Pooling: 

In  steel  rail  prices,  effect  of ^ 347 

Agreements  lor,  prior  to  1900,  with  respect  to  percentages 371 

Pods: 

In  iron  and  steel  products,  prior  to  antitrust  act 318-320 

In  structural  steel  prior  to  1900 347 

In  various  iron  ana  steel  products  prior  to  1900 348 

Formed  to  fix  prices  prior  to  formation  of  United  States  Steel  Corporation. .      369 

Agreement  for,  between  lax^e  concerns 550-562 

Among  makers  and  dealers  m  wire  rope 562-573 

Methods  of  operating,  described 580^90 

In  steel  products,  methods  of  conducting 585-687 

In  steel  products,  similarity  in  all  agreements  governing 593 

Agreements  for,  not  signed  but  none  the  less  effective 594-596 

Agreement  for,  between  certain  concerns 623 

Agreements  for,  burned 628 

Percentage  of  business  controlled  by,  up  to  1906 630 

Prices  fix«i  by  agreements  under 632 

Agreements  covering,  for  what  purpose  burned 634, 637 

Conferences  to  establish,  in  1900 655, 656 

Agreements  under,  destruction  of 657, 658 

Agreements  for,  signed  in  New  York 669, 660 

Payments  of  penalties,  or  excesses  by  participants  in. .  .* 663, 664 
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Reports  made  to  participants  in 665-067 

Rearrangement  oi  percentages  in,  yearly 668, 609 

Methods  of  operating 676-679 

In  steel  plate,  controlled  over  75  per  cent , 687,  688 

Periodical  statements  rendered  to  members  of 694-782 

Purpose  of,  to  maintain  prices 809, 810 

Prices  fixed  by  agreemeiit  during  existence  of 811 

Monthly  reports  and  settlements  of 823 

Difficult  to  di£ferentiate,  from  gentlemen's  agreements 1286 

In  steel  products,  dates  of  formation  of,  and  membership  in 1710-1712 

Percenti^gee  in,  how  arrived  at 1712, 1713 

In  steel  industiy,  purp^oees  and  origin  of 1713 

Elaborate  and  mteresting  statement  concerning,  by  W.  C.  Temple . . .  1714-1747 

Necessity  for  continuous  operation  of  steel  plant,  one  excuse  for 1714 

Frequent  rotations  of  agreements  in 1716 

Total  lack  of  confidence  between  participants  in 1716, 1717 

Of  certain  associations,  explanation  of,  terms  of,  by  Temple 1727, 1728 

Destruction  of  minutes  of  meetings  of 1729 

President  of  United  States,  consent  of,  necessary  to  obtain  certain  information.      470 

Price,  C.  S.,  speech  of,  at  Gary  dinner 275 

Prices: 

To  purchasers,  how  effected  by  excessive  freight  rates 5 

Market,  of  stocks,  how  controlled » . . .         6 

Paid  for  Tennessee  Goal  &  Iron  stock  upon  merger 10 

Of  steel  rails,  during  several  years 21 

Of  steel  rail,  stability  of,  for  long  period 21 

Of  iron  and  steel  production,  demoralized 30 

Effect  on,  of  consolidation 38, 39 

Stability  of,  asserted  to  be  desirable 50 

Of  woven  wire,  not  uniform 52 

As  to  agreements  fixing 57 

Controfof ,  by  United  States  Steel  Corporation 58 

Whether  attempted  to  be  fixed  at  Gary  dinners,  discussed 73, 74 

Stability  of,  preserved  through  Iron  and  Steel  Institute 76, 77 

Maintenance  of,  denied  by  Gary 77 

Extreme  reduction  of,  prevented  by  exchange  of  information 7S 

Fluctuations  in,  not  beneficial 78 

Policy  of  concurrence  to  maintain,  denied  by  Gary 78 

Fluctuating,  alleged  opposition  to,  of  consumers 78, 79 

Governmental  control  of,  discussed 79 

Cooperation  as  affecting 80 

Part  played  respectively  by  bi^  and  little  company  in  fixing 80 

Power  of  Government  to  fix,  discussed ^0 

Of  armor  plate,  how  controlled 81 

Demoralization  of,  when  Federal  Steel  Co.  was  formed 91 

Demoralization  of,  in  1900 92 

Restoration  of,  after  organization  of  Federal  Steel  Co 92 

For  steel  rails,  maintenance  of,  at  $28  per  ton 92, 93 

Increase  and  maintenance  of,  after  organization  of  Federal  Steel  Co 92, 9S 

Relative,  at  home  and  abroad,  herein  of  "dumping" 93, 94 

In  various  countries,  compared 95, 96 

Of  steel  rails,  power  of  United  States  Steel  Corporation  to  raise 96 

C)f  Btoel  rails,  early  increase  of,  predicted 97 

Power  of  United  States  Steel  Corporation  exerted  to  hold  down 97 

Of  products  of  Tennessee  ( 'oal  &  Iron  Co 145 

Uniform,  for  steel  rails  at  mills. 194 

Of  steel  rails,  uniformity  of,  asserted  to  be  due  to  absence  of  competition.  194, 19') 

Easier  to  keep  down  than  to  raise 195 

Of  st4?el  rails,  allop:ed  to  have  been  maintained  by  concurrence  of  opinion.      195 

Discussed,  at  (Jary  dinners 196 

P^ffect  of  conferences  in  maintaining 196 

How  actually  reduced,  while  being  actually  maintained 197 

How  cut,  in  steel  business,  indirectly 198 

Of  ores  affected  by  general  business  conditions 221 

Reduction  in,  as  result  of  competition 221 

Of  steel  i)ro(lucts  during  a  lonjj  series  of  years 229, 230 
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Of  steel  rwls  in  certain  yeare 229, 230, 231 

Policy  as  to,  explained  by  Gary 237 

Control  of,  by  Government  discussed 251, 252 

Fixing  of,  by  Government  favored  by  Gary 253 

Discussion  of  at  Gary  dinners 262,263,264 

Consideration  of  increase  or  reduction  of,  at  Gary  dinners  denied 265 

Fixing,  not  purpoee  of  Gary  dinners,  according  to  Gary — ^ 267 

Consideration  of,  at  Grary  dinners 270 

Purpose  to  fix,  at  Gary  ainners  denied 270 

Reduction  of,  in  1911  to  meet  cut  of  Republic  Iron  &  Steel  Co 272 

Duty  to  notify  competitors  of  changes  of,  according  to  Gary 274, 275 

Very  little  fluctuation  in,  since  1907 278 

General  impression  that  maintenance  of,  purpose  of  Gary  dinners 281, 282 

Control  of,  oy  Government  referred  to 282 

Of  steel  rails  maintained  despite  differences  in  freight  rates 282, 283 

Discussion  of  control  of,  by  Government 284, 286 

Policy  of  United  States  Steel  Corporation  as  to 308, 309 

Agreements  between  Carnegie  and  other  companies  as  to 309 

Contaolled  by  terms  of  '^gentlemen's  afi:reements'' 322, 323 

Market  basea  upon  f.  o.  b.,  at  Pittsburgh 327, 328 

Of  products  of  United  States  Steel  Corporation,  how  fixed 331, 332 

Of  supplies  and  products  for  laige  corporations,  not  fixed  directly  by 

boards  of  directors 331-333 

Of  structural  material  varied 335 

Of  structural  steel,  fluctuations  in 336 

Of  Bupphes,  how  fixed  by  Pennsylvania  R.  R.  Co 337 

For  steel  rails,  fluctuations  in  certain  years 339 

Of  steel  rails  at  $28^  result  of  pooling 341 

Of  steel  rails  for  senes  of  years 343-350 

Violent  drops  in,  in  absence  of  pools,  prior  to  1900 348 

Maintained  Dy  pooling  agreements 348-349 

Of  iron  and  steel  products,  how  affected  by  business  depressions 349 

Of  railroad  supplies  other  than  steel  rails,  fluctuations  in 355 

For  steel  billets,  fluctuations  in 358 

Of  steel  rails,  drop  of,  in  1897  due  to  cut  by  Illinois  Steel  Co 366 

Agreements  necessary  for  maintenance  of 371 

Maintained  through  influence  of  United  States  Steel  Corporation 372 

Steadied  by  increasing  value  or  diminishing  supply  of  ores 373 

Of  steel  rails,  agreement  as  to,  prior  to  formation  of  United  States  Steel 

Corporation 375,  376 

Discussed  at  Gary  dinners — Gary 376 

Of  iron  ores,  variations  in 396, 397 

Of  steel  rails  in  certain  years 419-423 

For  steel  rails  fixed  by  agreement  between  makers  and  railroads 422 

Of  steel  products  fixed  by  agreements  at  various  times 429, 430 

For  steel  products  maintained  by  agreements 430-432 

Demoralized  at  times  through  spirit  of  retaliation 432 

Maintained  since  formation  of  United  States  Steel  Corporation,  mutual 

understanding 432,433 

Of  steel  rails,  uniformity  of,  maintained  by  mutual  understanding 461 

Modified  by  policy  of  ''cooperation " 475, 476 

United  States  Steel  Corporation  royalties  as  basis  for 529 

Schedule  of,  furnished  members  of  wire-rope  pool 565 

Cooperative,  for  railroad  supplies 591 

Unaer  pooling  arrangements  fixed  by  a  common  agent 594 

For  wire  rope  same  for  all  the  dealers 605-616 

list  not  adhered  to 606-616 

Of  steel  plates,  rise  in,  under  operation  of  pools 631 

Fixed  by  pools,  according  to  agreements 632 

Maintenance  of,  the  purpoee  of  pooling 670, 671 

Under  pooling  arrangements,  fixed  from  time  to  time 672-674 

Efforts  to  steady,  purpose  of  pooling 676, 677 

Maintenance  of,  considered  at  Gary  dinners 679, 688, 689 

Drop  in  increase  of,  cut  by  Republic  Iron  &  Steel  (^o 680 

Decline  in,  as  result  of  panic  of  1907 680, 690 

Interchange  of  views  as  to,  at  meetings,  after  end  of  ptwls 682, 683 
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Fixed  by  consensus  of  views  after  termination  of  pools 685, 686 

Notice  of  change  in,  after  tennination  of  pools 685,686 

How  changed,  without  an  agreement 691-694 

Maintained,  without  agreement  by  mutual  forbearance,  etc 691-694 

Maintenance  of,  purpose  of  pools 809, 810 

Fixed  by  agreement,  during  continuance  of  pools 811 

Of  ores,  increase  in  prices  of  discussed 843 

Of  ores,  in  different  years 843,844 

Market  of  Tennessee  Coal  &  Iron  Co.  steel  rails,  better  than  of  other 

makers 848,84ft 

Of  ores  unmined,  difficult  to  fix 868, 869 

Of  Tennessee  Coal  &  Iron  Co.  stocks,  sustained  by  syndicating  it 892-893 

Of  ores,  at  times  and  neriods 894, 895 

At  which  Tennessee  Coal  &  Iron  stock  went  into  the  merger 899, 900 

Of  Tennessee  Coal  A  Iron,  how  affected  by  panic 913 

In  various  localities,  on  iron  and  steel  products 1257 

For  steel  rails  and  other  j>roducts,  discussed  by  Topping 1269, 1270 

Attempts  to  fix  international,  referred  to 1273 

Maintenance  of,  an  effect  of  combination 12?^ 

Maintenance  of,  the  principal  purpose  of  a  trust 12S5 

Necessarily  affected  oy  combination 1294 

For  steel  rails,  fixed  by  custom  and  usage,  according  to  Schwab 1295, 1296 

For  steel  rails,  etc.^  in  other  countries 1304, 1305 

Of  steel  rails,  conflicts  concerning  prior  to  agreement 1310, 1311 

Of  rails  and  other  steel  products,  in  certain  years 1311-1313 

Of  steel  rails,  increased  upon  consolidation 1317,1318 

Fixing  of,  by  "gentlemen's  affreements" 1319, 1320 

Not  discussed  at  Brussels  conference,  according  to  Schwab 1332, 133:) 

Of  steel  rails,  discussion  of 1339, 1340 

Effect  upon  labor  of  reducing 1351-1353 

Of  ores,  reduction  in,  upon  certain  conditions  predicted 1413 

Relative,  of  Tennessee  Coal  &  Iron  Co.,  and  bonds  of  United  States  Steel 

Corporation 1603 

Of  harvesters,  domestic  and  foreign 1643, 1646 

Discussion  of,  among  steel  makers  after  dissolution  of  pools 1733 

Fixing  by  Government,  discussed  with  Temple 1744, 1745 

Fixing  by  Government,  again  discussed  witn  Temple 1746-1748 

Of  iron  ores,  comparatively  low  before  business  revival  in  1898 2421 

Of  steel  rails,  a  mere  matter  of  opinion  according  to  Carnegie 2423-2425 

Of  steel  rails,  desultory  discussion  of,  with  Carnegie 2429, 2430 

Fixing,  by  governmental  agency,  discussed 2440-2442 

Maximum,  plan  of  Carnegie  that  Government  shall  fix 2472-2475 

Exhorbitant,  power  of  monop>olies  to  extort 2477-2479 

Lower,  how  to  be  obtained  by  governmental  action 24S3 

Fixing,  by  governmental  agency  further  discussed 2484-2489 

Discussion  of,  at  Gary  dinners 2672-2679 

Maintenance  of,  by  agreement 2678-2681 

For  steel  rails,  discussion  of,  by  Farrell 2683-2694 

Question  of  maintenance  of,  again  discussed 2721, 2722 

Of  steel  rails,  relations  between  United  States  Steel  Corporation  and 

"independents"  as  to 2726,2728 

On  steel  rails,  domestic  and  foreim 2729-2732 

On  steel  products,  domestic  and  foreign 2731-2735 

For  barbed  wire^  domestic  and  foreign 2755-2760 

For  naval  supplies,  fiunished  by  R.  H.  Gray 2769-2775 

At  which  awards  made  by  Government 2793-2800 

Fair  market,  for  Government  supplies  of  iom  and  steel  products 2801-2803 

Of  ores,  covered  in  Hill  lease  of  ore  lands 3154 

Of  ores,  on  Mesabi  Range  again  discussed 3188 

Of  ores,  in  ground,  how  fixed  by  parties  to  Hill  lease 3227-3231 

Of  Mesabi  ores,  increased  by  discovery  of  method  to  use  ¥nthout  mixing 

with  other  ores 3237 

Discrimination  in,  by  United  States  Steel  Corporation,  discussed 3305, 3306 

Fixing,  by  Government,  impracticable  and  destructive  according  to  Hill.    3244 

Fluctuations  in,  attributable  to  some  extent  to  tariff 5075 

Fluctuations  in,  as  result  of  varying  demand 5075 


0£N£BAL  INDEX.  XXXIH 

Prices — Continued.  Paci^ 

To  puichaflers,  how  affected  by  freight  rates 5076 

Of  steel  rails,  discussed  with  Kennedy 5116-^118 

Fixing,  by  public  authority,  discussed  with  Munsey 5217-5222 

Of  ores,  in  various  years,  according  to  Sellwood 5372, 5373 

For  ores  fmther  considered  and  discussed  with  Sellwood 5472--5473 

For  ores,  gone  over  again  with  Sellwood 5476-5478 

For  ores  in  ground,  again  discussed  with  Cole 5478, 5479 

Production: 

Relative,  of  Tennesse  Coal  &  Iron  Co.  and  United  States  Steel  Corpora- 
tion       145 

Limitii^,  natural  effect  of  pools 670 

Limits  in  economy  of,  already  reached  according  to  Schwab 1290, 1291 

In  United  States,  as  compared  with  other  countries 1301, 1302 

Costs  of  in  Birmingham  aistrict,  comparative 5336-5338 

Profits: 

Of  United  States  Steel  Corporation,  on  operating  certain  railroads 233 

Equal,  on  less  production  me  present  policy  of  steel-rail  makers 374 

Enormous,  realized  through  flotation  of  securities 494 

Fair,  discussion  as  to  what  constitutes. , 1249, 1250 

Thecay  of  large,  on  steel  rails  deceptive — Schwab 1337 

What  consid^ed  fair,  in  steel  business 1715 

Of  tiansportation  in  Mesabi  Region,  according  to  Nelson 1944-1946 

Laige,  of  certain  railroads  in  Pittsburgh  district 2030-2032 

Fair,  on  steel  rails , 2420, 2421 

Exhorbitant,  in  steel  production 2425, 2426 

Of  Came^e  Steel  Co.,  great  increase  of,  explained  bv  Carnegie 2470 

Large,  of  Union  Supply  Co.,  a  subsidiary  of  United  States  Steel  Corpora- 

Uon 3084-3090 

Of  ore  transportation,  discussed  by  Hill 3214-3220 

Fair,  upon  pig  iron 5110 

Profit  sharing: 

System  of,  referred  to  by  Gary 238 

Throuj^h  stock  subscriptions,  statement  as  to,  by  Farrell 2705 

Of  United  States  Steel  Corporation,  criticism  of,  by  Fitch 2879 

Further  discussion  of,  by  Fitch 2948, 2949 

Plan  for,  of  United  States  Steel  Corporation,  discussed  by  Kennedy 5130 

Profit-sharing  plan  of  United  States  Steel  Corporation,  statement  in  detail  con- 
cerning, by  Roberts 3418,3419 

Publicity,  a  standing  policy  of  United  States  Steel  Corporation 237 

Public  press  excluded  from  Gary  dinners  because  of  fear  of  misrepresenta- 
tion          75 

Pyrites  containing  iron,  future  profitable  use  of,  predicted  by  Cole 5488 

R. 

Rail  pool  prior  to  antitrust  law 21 

Raiboads: 

Control  of,  by  Morgan  and  other  United  States  Steel  Corporation  interests.        49 

Interested  in  having  price  of  steel  rails  maintained 50 

Understanding  between,  and  steel  makers  denied  by  Grary 199 

In  Northwest,  controlled  by  Interstate  Commerce  Commission 217 

Project  of  Carnegie  Co.  to  build 312 

Policy  of,  to  favor  manufacturers  along  their  own  lines 337 

Whether  policy  of,  in  piuxrhasins  steel  rails  has  changed 346-347 

Interests  of,  promoted  by  general  prosperity 353 

Basis  of  policy  of,  to  pay  reasonable  price  for  steel  rails 366, 367 

Practice  of,  to  apportion  their  orders  for  steel  rails 375 

Graders  of,  between  Mesabi  Mines  and  Lake 470, 412 

Transporting  ore,  expensiveness  of  maintenance  and  operation  of 414, 415 

And  steamship  lines  engaged  in  ore  transportation 446, 447 

Ownership  of,  by  Tennessee  Coal  &  Iron  Co 1236 

Engl^^;ed  in  transportation  of  ores  and  coal,  and  their  respective  rates .   1242-1246 

Relative  charges  (^. 1262-1264 

Survey  and  construction  of  Duluth,  Missabe  A  Northern 1819-1825 

Padded  valuation  of  Duluth,  Missabe  &  Northern 1 831, 1845 

Con  and  capitalization  of  Duluth,  Missabe  &  Northern,  statement  of,  bv 
Merritt 1846-1850 

31572—12 3 
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Kailroade — Continued . 

Duluth,  Miesabe  &  Northern,  construction  of,  related  by  L.  Merritt. . .  1883-1903 

In  Mesabi  ore  re^on,  density  of  traffic  on 1937-1944 

Reaching  Mesabi  Range,  discussion  of,  with  Nelson 1934-1951 

Between  lake  ports  and  mills,  description,  construction,  and  operation 

of 1960,1965 

Controlled  by  United  States  Steel  Corporation  around  Pittsbuigh,  princi- 
pal traffic  of 1965, 1 966 

Owned  or  controlled  by  United  States  Steel  Corporation  around  Pittsbuigh, 

tonnage  of 1965-1970 

Terminal  connections  of  various,  around  Pittsburgh,  discussed 2006-2012 

Amount  of  ore  carried  by  certain,  from  Conneaut  to  Pittsburgh  district.  2021, 2022 

Complicated  mergers  and  consolidations  of,  around  Pittsburgh 2025-2028 

StocK  and  bond  issues  of  various,  in  Pittsbuigh  district 2027-2029 

Situations  of,  and  relations  between,  in  PittsBurgh  district 2036-2056 

Birmin^am  &  Southern,  alleged  by  Smith  to  be  only  a  plant  focility.  2099, 2100 

Sale  of  Birmingham  &  Southern  stock  explained 2101 

Advantages  ana  disadvantages  of  different,  in  Birmingham  district 2112-2114 

Distinguiahed  from  shippers  and  plant  facilities  by  Smith 2115-2129 

Coimnections  and  terminal  tiicilities  of  Southern,  at  Birmingham,  described 

by  Green 2137-2139 

In  Birmingham  district,  location  and  facilities  offered  by,  further  discussed 

with  Green 2146-2152 

Competition  between,  to  and  from  Birmingham  district 2182-2200 

Physical  connections,  stratencal  advantages,  etc.,  of  Atlanta,  Birming- 
ham &  Atlantic,  described  bjr  Atkinson 2191-2200 

In  Birmingham  district,  relative  fodlities  offered  by,  and  advantages 

of 2214-2223 

Ore,  litigation  of,  as  related  bv  Cotton 2230-2256 

Ore,  \Bige  increase  in  value  of,  since  construction 2248-2262 

Ore,  cost  of  reproduction  of,  according  to  Cotton 2272-2282 

Cost  of  building  and  litij^tion,  relatea  by  Brown 2319 

Discriminations  by,  against  Pittsbuigh 2382, 2383 

Built  from  Pittsburgh  to  Conneaut 2438, 2439 

Project  to  construct  from  Pittsburgh  to  Baltimore 2445 

Interests  of,  in  steel-rail  industry 2746, 2747 

For  transportation  of  ores,  expensive  to  build  and  maintain 3216-3220 

Foreigners  large  stockholders  in 3234, 3235 

Empk>yed  in  transportation  of  ores 4788, 4789 

Cost  of  construction  of  Duluth,  Missabe  &  Northern 4821-4825 

As  plant  fodlities,  discussion  of 4842 

Bessemer  &  Lake  Erie,  exclusively  owned  by  United  States  Steel  Corpo- 
ration     4854 

Chicago,  Lake  Shore  &  Eastern,  owned  by  United  States  Steel  Corporation.    4866 

Mileage  and  rates  of,  from  and  to  various  points 4901-4905 

Genend  question  of  control  of,  by  industrial  corporations,  discussed 4924-4930 

Not  an  essential  part  of  a  steel  plant,  according  to  Kennedy 5104, 5105 

Advantages  given  by  ownership  of,  by  United  States  Steel  Corporation.  5105, 5106 

Ownership  ot,  by  producers  of  steel  further  discussed 5130-^133 

Duluth  &  Iron  Kange,  ownership  of,  by  Minnesota  Iron  Co 5323 

Engaged  in  ore  traiuportation,  operations  of,  described  by  Sellwood  . .  5407-5409 

Northern  Pacific,  interests  of,  in  ore  deposits 5442 

Railroad,  steamship,  and  dock  companies,  directorships  in,  of  United  States 

Steel  interests 113,114 

Rails: 

Open  hearth,  production  of,  by  Tennessee  Coal  &  Iron  Co 145, 146 

(See  Steel  rails.) 
Rebates: 

Receipt  of,  by  United  States  Steel  CorporatLen  denied  by  Gary 248 

By  steel  companies,  on  export  trade 1518 

Hints  at  receipt  of,  by  Cam^e  Steel  Co 2498 

Reed,  J.  H.,  statement  bv,  as  to  nei^hi  tonnage 3593 

Reeves,  David,  speech  of,  at  Gary  dinner 278 

Regulation  of  interstate  commerce  by  Congress  pronounced  a  success 251 

Reuef  fund  for  disabled  employees  referred  to 292 

Relief  plan  of  United  States  Steel  ('orporation,  statement  concerning  details 
of,  by  Roberts 3398,3399 
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Report:  Pace. 

Of  Commiasioner  of  Corporationis  shows  tendency  toward  consolidation . .  467, 468 

Of  Bureau  of  Gorporations  (Part  I)  put  in  evidence 505 

By  commisBioner  of  pools,  to  participants 665-667 

Statistical,  fumished  concerns  after  pools  ended 669-671 

StatisticaK  still  fumished  after  termination  of  pools 678 

By  Perin  and  other  engineers,  put  in  evidence 973 

By    Perin    and    others,    constituting    committee    of    experts    on    ore 

resources 1034-1040 

Of  Senate  Judiciary  Committee,  on  ahsorption  of  Tennessee  Coal  &  Iron 

Co.  by  United  States  Steel  Corporation 1119-1144 

Showing  great  resources  of  Tennessee  Coal  &  Iron  Co 1232 

Of  Townsend,  Assistant  Attorney  General,  criticism  of 1518 

On  condition  of  Trust  Co.  of  America,  vain  efforts  by  Thome  to  obtain 1686 

Of  Minnesota  Tax  Commission,  in  1910 3466-3482 

Sfe  Statements. 

Republic  Iron  &  Steel  Co.: 

Comparison  of  advantages  of,  with  those  of  Tennessee  Coal  &  Iron  Co 8 

Has  equal  facilities  with  Tennessee  Coal  A  Iron  Co 19 

Resolution  authorizing  investigation  scope  of,  discusted 795-797 

Richmond,  R.  G.,  statement  of 562-573 

Roberts,  Percival,  jr.: 

Statement  by 313-364 

Directonhips  held  by,  in  various  companies 314 

Statements  of,  on  comparative  prices  for  material 591 

SUtement  of  (recalled) 3257-3310 

Rockefeller.  John  D.: 

Die^x»al  of  ore-bearing  property  in  Mesabi  Range  by 395, 396 

Connection  of,  with  Merritts  and  others  in  railroad  deal 1850 

Issue  of  bonds  to,  in  consolidation  of  mining  and  railroad  companies. .  1852-1854 

Fraudulent  practices  imputed  to,  in  procuring  stocks  of  Merritt  et  al 1856-1935 

Profits  of,  in  ore  land  deal  with  Merritts,  how  obtained 1885-1934 

SUtement  by  Cotton  as  to  Merritt  litigation  with 2229-2300 

Truisactions  between  and  Merritt  Bros.,  version  of  Cotton 2282-2300 

Transactions  of  with  the  Merritts  referred  to  by  Sell  wood 5378 

Transactions  of  with  the  Merritts  gone  over  with  Sellwood 5409-5411 

Roe,  James  P.,  statement  of 814-820 

Rolling  changes  are  expensive,  increasing  cost  of  production 47 

Roosevelt,  Theodore: 

Statement  of 1369-1392 

Belief  of,  that  he  acted  wisely,  reiterated 1392 

Roosevelt,  Theodore,  President: 

Interview  with,  for  Gary  and  Frick  arranged 137 

Details  of  interview  with,  of  Prick  and  Gary 138, 139 

Statement  of,  to  Gary  referring  to  contemplated  merger 139 

Misrepresentation  to  by  Gary  and  Frick,  denied 140 

Relations  of,  to  merger 165 

Acquiescence  of,  relied  on  as  constituting  an  estoppel 166 

Consent  of,  asserted  to  render  any  subsequent  action  by  Govemment  an 

outrage 166,167 

Was  informed  that  concern  about  to  fail  was  important 167 

Went  into  no  details  according  to  Gary 167 

Consent  of,  to  merger  termed  by  Gary  '^  constructive  statesmanship  " 176 

Consent  of,  to  merger  termed  ''Destmctive  statesmanship"  by  Stanley. . .      176 

Complimented  Cortelyou,  Secretary  of  Treasury 242 

In  doee  touch  with  United  Steel  Corporation  during  investigation  of 

latter 497 

Scheme  of,  for  Federal  supervision  of  corporate  agreements 250 

(congratulations  by,  upon  checking  panic,  prior  to  merger 885 

Contradiction  by  Schley  of  statements  in  letter  of,  to  At  tome  v  General .  1096, 1097 

Representations  to,  by  Frick  and  Gary ' 1369-1376 

Matters  not  brought  to  attention  of,  by  Frick  and  Gary 1377-1382 

Views  of,  on  trust  question 1385, 1386, 1391 

Congratulating  country  on  checking  panic 1390 

Root,  Elihu,  participation  of,  in  Tennessee  Coal  &  Iron  Co.  merger 138, 139 
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Royalties: 

On  ores,  before  and  after  consolidation 436, 437 

Rate  of,  how  far  governed  by  price  of  ore 462 

Payment  of,  for  ores,  preferable  to  outright  purchase,  accord  ing  to  Sell  wood .    ^367 

S.         . 

Sanitary  conditions  for  labor,  discussion  of,  by  Gary 238 

Schley,  Grant  B.: 

Statement  of 1041-1117 

Large  owners  individually,  of  Tennessee  Coal  &  Iron  stocks 1056 

Sent  for  Led  yard  at  suggestion  of  Payne 1079 

Description  by,  of  negotiations  for,  and  consummation  of  merger 1080-1083 

Interviews  between,  and  various  parties,  pending  meiger 1091-1096 

Speculative  discussion  b^,  on  meiger  transaction 1100-1104 

Schloss-Sheffield  Co.,  competitors  of  Tennessee  Coal  &  Iron  Co. 19 

Schwab,  Chas.  M.: 

Made  first  impression  with  Morgan  favorable  to  United  States  Steel  project.      20^ 

Interests  of,  m  various  companies 211 

Cablegram  from,  read  at  Gary  dinners 274 

Reports  by,  to  directors  of  Carnegie  Co.  of  ne^tiations  for  consolidation.  312, 313 

Testimony  of,  before  Ways  and  Means  Committee,  referred  to 362, 363 

Was  president  of  Carnegie  Co.  until  he  became  president  of  United  States 

Steel  Corporation 370 

Statement  of 1275-1367, 1393-1414 

Account  of  participation  of,  in  formation  of  United  States  Steel  Corpora- 
tion    127&-1283 

Address  of,  at  bankers'  dinner 1279-1283 

Views  of,  as  to  essentials  of  a  binding  contract 1286, 1287 

Letters  and  statements  of,  put  in  evidence  and  discussed 1308-1313 

letter  of,  to  Frick  put  in  evidence  and  discussed 1321-1323 

Scott,  I.  M.,  speech  of,  at  Gary  dinner 277 

Securities: 

Duty  of  national  bank  examiner  to  examine 187 

Inflated,  creation  of  an  important  purpose  of  consolidations 478, 479 

Inflation  of,  made  possible  by  elimination  of  competition 480 

Seldes,  George  H.,  statement  of 3072-3083 

Sell  wood,  Joseph: 

Statement  of 5361-^5443 

Further  statement  of 5464-5478 

Shelby  Steel  Tube  Co.,  absorbed  by  United  States  Steel  Corporation  since  lat- 
ter's  organization 214 

Shoemaker,  C.  B.,  statement  of 805-814 

Smith,  A.  R.,  statement  of 2096-2129,2214-2223 

Smith,  Herbert  Knox,  Commissioner  of  Corporations: 

Statement  of 465-548 

Statement  of  (recalled) 795-805 

Agreement  of,  to  furnish  data 803, 804 

Socialism,  Government  control  referred  to  as  an  approach  to 252, 253 

Statements: 

Rendered  by  commissioner  to  members  of  Plate  Association 694-782 

From  affairs  of  Plate  Association 823,824 

As  to  transportation,  tonnage,  rates,  etc.,  on  ores 1241 

From  book  of  Carnegie  Co 1367, 1368 

By  Roosevelt,  concerning  incidents  of  panic  of  1907 1369-1372 

By  Perkins,  about  bond  stock  conversion 1513-1516 

Of  La  Crosse  Plow  Co. ,  concerning  Townsend  report 1517 

.    From  Financial  Chronicle,  as  to  stock  prices 1623 

In  form  of  article  from  New  York  Timep,  inserted  by  Mr.  Littleton 1705 

.    bi  form  of  article  from  New  York  Sun,  produced  by  Boiling 1708. 1709 

By  Edward  A.  Bancroft,  on  behalf  of  International  Harvester  Co 1748-1756 

Of  lists  of  directors,  (Capitalizations  of  corporations,  remarks,  at  Gary 

dinners,  etc.,  presented  by  Mr.  Boiling 1756-1812 

Pertaining  to  pools,  produced  by  Chairman  Stanley 1812-1817 

In  form  of  table  showing  cost  of  reprodu<:tion  of  Duluth,  Missabe  &  North- 
ern Railroad,  produced  by  Martz 1844, 1845 
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Statements— CoDtinued.  Vagt. 
Of  capitalization,  revenues,  mileage,  dividends,  etc.,  of  variouH  ore  carry- 
ing railroads,  inserted  by  Chairman  Stanley 1958 

Fonn  of  letter  from  Michigan  board  of  tax  commissioners 2013, 2014 

In  form  of  report  of  State  board  of  tax  commissioners  of  Michigan 2014-2020 

From  Manual  of  Railroads  and  Corporation  Securities 2033-2035 

Of  ore  shipments  for  1910  to  Pittsburgh  districts,  produced  by  Baird 2057 

In  form  oi  petition  of  Louisville  &  Nashville  R.  R.  Co.  to  Interstate  Com- 
merce Commission 2129-2J36 

Showing  percentages  of  division  between  Southern  and  other  railroads.  2153-2156 

In  form  of  letter  from  Senator  Oliver  to  a  newspaper 2157-2160 

Of  Atkinson,  showing  railroad  connection  and  articles  transported  in  Bir- 
mingham district 2185-2187 

In  form  of  certificate  from  Minnesota  railroad  commission,  offered  by 

Cotton 2213, 2232 

In  form  of  correspondence  between  chairman  and  Cotton 2262, 2263 

In  form  of  report  of  appraisement  of  real  estate  of  Duluth,  Missabe  <& 

Northern  Ry.  Co 2300-2313 

In  form  of  circular  containing  list  of  industries,  etc 2315-2317 

By  ('amegie,  of  views  on  the  antitrust  act,  etc 2345-2348 

Of  agreement  as  to  ore  properties 2415- 

Of  F.  J.  McRae,  accountant 2545-2550 

In  form  of  statistical  abstract,  etc.,  inserted  by  Committeeman  Young. .  2627-2633 

Statistical,  of  imports  of  iron  and  steel 2652 

Showing  number  of  stock  subscribers  among  employees 2708-2710 

In  form  of  a  letter  from  R.  H.  Grey  to  Navy  Department 2784, 2785 

Of  Amalgamated  Steel  Workers,  read  by  Fitch 2883, 2884 

Statistical,  furnished  by  Fitch  on  labor  conditions 2889-2803 

Of  regularity  of  employment,  furnished  by  Fitch 2915, 2918 

Statistical,  showing  nationalities,  occupations,  etc.,  in  iron  mining  dis- 
trict    2927  2938 

As  to  cost  of  living  in  Pittsburgh,  furnished  by  Fitch 2954-2958 

Of  Christenson,  as  to  loss  of  employment 3019-3020 

By  Miss  Byington,  upon  labor  conditions  at  Homestead 3054-3057 

By  Seldes,  in  form  of  affidavits 3073, 3074 

Furnished  by  P.  J.  McArdle,  concerning  labor  matters 3142-3151 

Of  Commissioner  of  Corporations,  on  ore  resources,  criticized 3186, 3190 

Concerning  Hill  and  United  States  Steel  Corporation  leases 3247-3255 

Various,  in  form  of  letters  on  labor  conditions,  produced  by  Roberts. .  3277-3282 
With  diagTams,  statistics,  tables,  letten^,  telegrams,  ctr.,  furnished  by 

Roberts 3310^388 

Covering  pension  fund,  article  by  Fitch  from  Sur\'ey,  accident  relief  plan, 

etc 3431-3454 

By  Rukard  Hurd,  concemint;  valuation  of  Minnesota  iron  ores 3455-3466 

By  Ernest  F.  Burchard,  on  production  of  iron  ore  and  steel,  in  1910. .  3483-3516 
By  Dow,  Jones  &  Co.,  entitled,  "A  Decade  in  the  United  States  Steel " .  3517-3544 

By  C.  W.  Hayes,  on  iron  ores  of  the  United  States 3545-3589 

In  form  of  statistical  record  of  the  progress  of  the  United  Stat  op,  1800  1910. .     3590 

Of  E.  J.  Buffington,  minute  entnes  referring  to 3594-3601 

By  J.  H.  Reed,  as  to  freight  tonnage 3594-3601 

Snowing  tonnages  handled  at  Connaut  dock  in  1910 4839 

Compiled  from  records  of  Interstate  Commerce  Commission  from  roporti^  of 

Bessemer  A  Lake  Erie  R.  R.  Co 4844  4853 

Compiled  by  Inteistate  Commerce  Commission  from  reports  of  Elgin, 

JoUet  &  Eastern  Ry 4857  4865 

Compiled  by  Interstate  Commerce  Commission  from  reports  of  Chicago, 

Lie  Shore  A  Eastern  Ry.  Co 4867  4872 

In  form  of  report  by  Interstate  Commerce  Commission  on  investigation  of 

terminal  charges,  etc 4874  4883 

In  fwm  of  report  of  Interstate  Commerce  (-ommission  in  Lum  r.  Great 

Northern  Ry.  Co 4891-J894 

In  form  of  railroad  division  sheets 4899^901 

In  form  of  division  sheets  of  various  railroads 4905 

Compiled  from  reports  of  Lake  Terminal  R.  R.  ('o.  to  Interstate  Commorre 

Commission 4919,4920 

Compiled  from  reports  of  Newburg  &  South  Shore  Ry.  Co 4922,  4924 

Compiled  from  reports  of  Union  Railroad  Co.  to  Interstate  Commerce  Com- 
mission   4931-4935 
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Compiled  from  reports  of  Pittsbiu^h,  Bessemer  &  Lake  Erie  R.  R.  (.'o., 

to  interstate  Commerce  Commission 4936 

Covering  business  and  operations  of  United  States  Steel  Corporation  and 

various  subsidiary  industrial  corporations,  and  railroad  companies.  4937-5034 
Showing  tonnage  of  shipments  of  Ilhnois  Steel  Co.  shipped  on  Elgin,  Joliet  & 

Eastern  R.  R.  Co 5033, 5036 

In  form  of  memorandum  showing  certain  railroad  distances 5042-5043 

Of  Carnegie  Steel  Co.,  showing  production  for  years  1910,  1911 5070, 5071 

*  In  form  of  Tenth  Annual  Report  of  United  States  Steel  Corporation. . .  5232-5283 

Containing  data  of  steel  exports 5134-5139 

In  form  of  Minnesota  tax  assessment,  put  in  evidence 5366, 5373^5375 

Of  ore  tonnage  offered  by  Sellwood  and  put  in  evidence 5377 

In  form  of  compilations,  showing  annual  percentage  production  by  United 

Steel  Corporation 5514^5516 

In  form  of  compilations,  showing  ore  deposits  of  Lake  Superior  districts.  5517-5523 
In  form  of  article  by  C.  K.  Leith,  entitled,  **  Iron-Ore  Reserves  of  Michi- 
gan"   5524-5539 

In  form  of  extract  from  testimony  of  £.  II.  Gary,  before  Industrial  Com- 
mission     5540 

In  form  of  certain  letters 5541, 5542 

In  form  of  compilations  of  total  iron  and  steel  production  of  country 5541 

Showing  interlocking  directorates  and  corporate  capitalizations,  in  tabu- 
lated form 5543 

Showing  common  stock  and  bond  ownership  of  certain  railroad  com- 
panies  5545, 554(» 

In  tabulated  form,  giving  statistical  data  in  connection  with  interlocking 

directorates - 5545-5547 

In  form  of  extracts  from  "American  Metal  Market  and  Daily  Iron  and 

Steel  Reporter  " 5548-5562 

Statistics,  how  obtained  by  Commissioner  of  Corporations 471-174 

Stetson,  Francis  Lynde,  relations  of,  to  J.  P.  Moigan 177 

Steam-shovel  mines  confined  to  Mesabi  Range 107 

Steel  and  iron  industry,  progress  in,  from  chaotic  to  organized  conditions 2416 

Steel  production,  large  capital  required  to  enter 339 

Steel  products: 

Prices  of,  fixed  by  agreements 429-431 

Kind  of,  made  by  Tennessee  ('oal  &  Iron  Co 1236 

Steel  rails: 

Open-hearth  process  of  making ^^ 

Percentage  made  of,  by  United  States  Steel  Corporation 21 

Stability  of  prices  of,  for  long  period 21 

Prices  of,  at  different  periods 34 

C/omparative  cost  of  producing 34, 35 

Manufacture  of,  by  various  subsidiaries  of  United  States  Steel  (  orporation. .        6^^ 

Early  increase  in  price  of,  predicted 98 

Cost  of  producing  in  1900 98,99 

Mill  prices  of,  for  series  of  years 194 

Superior  advantages  of  Tennessee  Coal  <&  Iron  Co.  in  making 194 

Price  agreement  as  to,  between  nations  denied  by  Gary 226, 227 

Prices  of,  in  certain  years 229, 230, 231 

Prices  of,  as  affected  by  freight  rates 282 

Prices  charged  for,  in  foreign  trade  and  to  insular  possessions 28;^ 

Division  of  tonnage  of,  between  certain  railroads 308 

Policy  of  United  States  Steel  Corporation  in  fixing  prices  of 308, 309 

Diversity  and  fluctuations  in  demand  for 310 

Power  to  fix  purchasing  prices  of,  for  Pennsylvania  R.  R.  Co 332, 3;i3 

Power  to  fix  selling  price  of,  for  United  States  Steel  Corporation 332,33,'J 

Open  hearth,  higher  priced  than  Bessemer 334, 335 

Tonnage  of,  used  by  Pennsylvania  R.  R.  Co 335 

Explanation  by  Roberts  of  uniformity  in  prices  of 3:^7,  :W 

Fluctuations  in  prices  of.  in  certain  years 3:^9 

Price  of,  at  $28,  result  of  pooling 341 

Prices  oif,  for  series  of  years 343-^^^ 

Price  of,  at  $28,  considered  reasonable  by  Ri)>>ertB 355 

Open  hearth,  used  by  Pennsylvania  R.  R.  Co.,  obtained  from  \'arioii8  con- 
rern.s * IW,  ;i59 
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Steel  rails— Continued.  ?•!•• 

Open  hearth.,  plants  turning  from  Beesemer  to  making  of 360 

Open  hearth,  process  for  makinCj  described  by  Roberts 360 

Production  and  sale  of,  a  specialized  businesei 361, 362 

Competition  in  production  of,  always— -Gayley 366 

Drop  in  price  of,  due  to  action  of  luinois  Steel  Co.  in  1897 366 

Uniformity  of  price  of,  due  to  amicable  understanding 367, 368  • 

Percentage  of  market  for,  allotted 367-373 

Prices  of,  in  certain  years 419-423 

Bessemer,  difference  in  price  between,  and  open  hearth 421 

Oi>en  hearth,  difference  in  price  between,  and  Bessemer 421 

Prices  of,  fixed  by  a^ement  between  makers  and  railroads 422 

Costs  of  making,  estimated 425 

Agreements  at  various  times  fixing  prices  of 429, 430 

Uniformity  in  prices  of,  maintained  by  mutual  understanding 461 

Business  of  Tennessee  Coal  &  Iron  Co.  in,  prior  to  merger 848, 849 

Laige  sales  of,  by  Tennessee  Coal  &  Iron  Co 848, 849 

Made  by  Tennessee  Coal  &  Iron  Co.,  ready  market  for 1233 

Advantage  of  making,  by  open-hearth  process 1234, 1235 

Prices  of,  fixed  by  custom  and  usage  according  to  Schwab 1295, 1296 

Cost  of  producing,  and  export  prices  for 1314, 1316 

Sales  of,  in  Canada,  at  121  per  ton 1316,1317 

Proposition  to  advance  price  of,  discussed  by  United  States  Steel  board  . .     1403 

Desultory  discussion  of  sale  and  price  of,  by  Carnegie 2429, 2430 

Public  interest  in  having  best  quality  used 2681-2683 

Prices  for,  discussed  by  Farrell 2683-2604 

Prices  of,  again  discussed 2722-2724 

Comparative  cost  of  making,  in  United  States  and  abroad 2739 

Maintenance  of  prices  for,  further  considered 2741-2747 

Method  of  selling,  to  railroads 2761, 2762 

And  other  steel  products,  Great  Northern  a  large  purchaser  of 3238 

Uniformity  of  price  of.  for  long  period,  discussed  with  Wood 5068-5069 

Character  of,  produced  by  Tennessee  Goal  &  Iron  Co 5090 

Cost  and  profits  of  making  and  selling 5115-5118 

Defective,  discussed  with  Kennedy 5121-5123 

Breakage  of,  accounted  for  by  Kennedy 5122-5124 

Stockholders: 

Of  Tennessee  Coal  &  Iron  Co.  at  time  of  merger 5 

Minority,  how  cared  for  in  merger  transaction 189, 190 

Stocks: 

Of  Tennessee  Coal  &  Iron  Co. — 

Amount  and  par  value  of 1314 

Loss  on  stocks  of,  in  merger 14 

As  collateral 15 

Market  quotations  on 16, 17 

Now  owned  almost  entirely  by  United  States  Steel  Corporation 18 

Creating  a  market  for,  by  consolidation 59 

Ownership  by  United  States  Steel  Corporation  of,  as  means  of  controlling 

competition 64 

Of  Tennessee  Coal  &  Iron  Co. — 

Frequentlv  offered 126 

How  rated  in  exchange  for  bonds  of  United  States  Steel  Corporation..      133 
Consummation  of  agreement  by  United  States  Steel  Corporation  to 

purchase - .  143, 144 

Held  by  Moore  &  Schley,  exchanged  for  bonds  from  United  States  Steel 

Corporation  treasury 169 

Of  Tennessee  Coal  &  Iron  Co. — 

Disappearance  of,  from  market 172 

Held  by  Moore  &  Schley 183 

Offered  freely  after  merger 186 

Said  to  have  been  depreciated  by  a  conspiracy 188 

Market  value  of,  at  date  of  panic 191 

Of  United  States  Steel  Corporation,   at  time  of  organization  and  since, 

market  value  of 259, 260, 161 

Of  subsidiary  companies,  mostly  held  by  United  States  Steel  Corporation .  519-521 
Of  United  States  Steel  Corporation,  how  held 519-521 
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Stocks — Continued . 

Of  Tennessee  Coal  &  Iron  Co. — 

Market  prices  of  ^  during  life  of  syndicate  only  nominal 855, 856 

Occasional  dealings  in,  by  others  than  syndicate 858-860 

New  issues  of,  for  improving  properties  of  Tennessee  Coal  &  Iron  Co 900, 901 

Of  Tennessee  Coal  A  iron  Co. — 

Designated  as  *' peg"  or  "contraband" 903 

Pressure  upon  those  free  as  well  as  upon  those  syndicated 953, 954 

Of  minority  in  Tennessee  Coal  A  Iron  Co.,  had  to  be  taken  in  on  the  deal.  965, 966 
Of  Tennessee  Coal  &  Iron  Co . ,  control  in,  held  prior  to  S3mdicate  by  Kessler .  1043 
New  issue  of,  by  Tennessee  Coal  &  Iron  Co..  taken  by  second  syndicate .  1Q43-1047 
Of  Tennessee  Coal  &  Iron  Co . ,  how  held  at  aate  of  mei^r,  and  by  whom .  1047-1049 

One-half  of  50,000  issue  of,  rehypothecated  by  Moore  A  Schley 1050 

Of  Tennessee  Coal  &  Iron  Co. — 

Not  accepted  as  collateral,  unsupported 1052-1053 

Exact  financial  status  of,  variable 1054 

Large  holding  of,  by  Schley  &  Kessler,  outside  syndicate 1059, 1060 

Locating  all  issues  of,  at  time  of  panic 1060, 1061 

Free,  of  Tennessee  Coal  &  Iron  Co.,  mostly  held  by  Schley  A  Kessler. .  1063-1065 
Of  Tennessee   Coal   &   Iron   Co.,  constantly  discriminated   against  by 

banks 1063-1065 

'^ Hammering"  those  of  Tennessee  Coal  &  Iron  Co.,  before  and  during 

panic 1068.1069 

Of  Tennessee  Coal  &  Iron  Co. — 

Sale  of,  discussed  lone  prior  to  panic 1077, 1078 

Syndicate  members'  frequent  aiscussions  of,  disposing  of 1078 

Syndicated,  of  Tennessee  Coal  A  Iron  Co.,  first  offer  to  sell  to  United  States 

Steel  Coiporation 1081, 1082 

Of  United  States  Steel  Corporation,  rose  in  market  after  consummation  of 

merger 1104 

Of  Tennessee  Coal  A  Iron  Co.,  uncurrent  during  panic 1108-1110 

Phenomena  of  markets  for,  discussed 1111-1113 

Of  Tennessee  Coal  A  Iron  Co. — 

Object  of  syndicate  in  keeping  *' pegged, "  or  tied  up 1237, 1238 

** Pegged/ '  condition  of,  svndicate  responsible  for 1237 

WTietner  Moore  A  Schley  held  majority  of,  deemed  by  Perkins  unim- 
portant      1524 

Of  subsidiary  conipanies,  how  held 1528, 1529 

Of  United  States  Steel  Corporation — 

Depression  in  price  of,  during  operation  of  bond  stock  conversion.  1581-1583 

Buying  and  selling  of,  by  directors 1590 

Of  Tennessee  Coal  A  Iron  Co. — 

Market  price  of,  at  time  of  meiger 1621-1623 

Amount  of,  held  bv  Trust  Co.  of  America 1695 

Of  Duluth,  Misaabe  A  Northern  R.  R.  Co.,  earlv  historjf  and  transfers  of.  1828-1830 

Amount  of,  and  how  issued  by  subsidiaries  of  Carnegie  Steel  Co 2370-2372 

Speculation  in,  condemned  by  Carnegie 2539-2541 

Ores,  of  Great  Northern,  how  held 3232,3233 

Amount  of,  issued  for  absorption  of  Carnegie  Steel  Co 6701-5104 

Stoddard,  G.  H.,  statement  of 574, 575 

Structural  steel,  fluctuations  in  prices  of 536 

Subsidiaries: 

Various,  absorbed  by  United  States  Steel  Corporation,  mentioned 67 

Are  still  separate  corporations,  conclusion  to  contrary  notwithstanding, 

see 1529,1553 

Noncompetitive  agreements  with 1631-1640 

Subsidiary  companies: 

Inquiry  concerning 122 

Officers  of,  how  chosen 333 

Supplies,  explanation  by  Roberts  of  policy  of  railroads  in  purchasing 337-339 

Syndicate: 

To  buy  Tennessee  Coal  <&  Iron  Co.  made  up  in  Morgan's  office 15 

In  control  of  Tennessee  Coal  A  Iron  stocks 128, 129 

In  Tennessee  Coal  A  Iron  Co. — 

Comp>eed  mostly  of  very  wealthy  men 134 

StooK.  question  of  enlaigement  of,  during  panic 142 

Amount  held  bv 1^ 

To  form  United  States  Steel  Corporation,  profits  to 264, 255, 256 
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Syndicate — Continued.  Page. 

In  Tennessee  Coal  &  Iron  Co.,  formation  of 842, 843 

Puipoee  in  forming 851, 852 

In  Tenneesee  Coal  &  Iron  Co. — 

Powers  of 851-853 

Names  of  members  of 853 

Amount  of  stock  held  by 854 

Of  Tennessee  Coal  &  Iron  Co. ,  financial  ability  of  members  of 855 

In  Tennessee  Coal  &  Iron  Co.  stock  composed  of  practical  men  in  iron  and 

steel  industry 886, 887 

Control  of  operations  and  development,  the  purpose  of 887 

In  Tennessee  Coal  &  Iron  Co. ,  not  at  liberty  to  sell  less  than  entire  holding . .      896 

Agreement  of,  in  Tennessee  Coal  &  Iron  Co.  stock 917, 918 

Not  a  speculative  arrangement 927 

In  Tennessee  Coal  &  Iron  Co. — 

Composed  of  men  financially  strong 928 

Stocks  fw,  obtained  from  Kessler 1043 

Each  member  of,  purchased  and  paid  for  his  own  stock 1043 

How  started 1042-1043 

Members  of,  men  of  financial  strength 1044 

Formed  to  develop  property,  not  to  speculate 1044 

Second  in  Tennessee  Coal  &  Iron  Co.  stocks,  formation  and  purpose  of.  1045-1047 
In  Tennessee  Coal  &  Iron  Co.,  plans  and  financial  conditions  of,  further  dis- 
cussed   1113-1115 

Formation  of,  encouraged  by  great  mineral  resources  shown  in  report  of 

engineers 1226, 1227 

Members  composing,  entirely  solvent 1228, 1229 

In  Tennessee  Coal  &  Iron  Co.,  development  and  profit,  not  speculation, 

purpose  of 1237 

Ptfticipation  of  Oakleigh  Thome  as  member  of 1654-1656 

Improvements  added  by,  to  Tennessee  Coal  &  Iron  Co 5342, 5343 

T. 

Tarifif  duties: 

As  element  of  power  of  United  States  Steel  Corporation 113 

No  obstacle  to  importation  of  steel  rails,  accordmg  to  Schwab 1317 

Discussion  of,  with  Schwab 1336-1338 

Real  purpose  of,  increased  profit,  according  to  Schwab 1345, 1346 

Discussion  of,  with  Carnegie 2446-2450 

Desultory  discussion  of 2459-2462 

Further  discussion  of 2463,2464 

In  Dingley  Act,  effect  of 2471,2472 

Taking  off  ol,  on  ores  disciissed 2505 

On  ores 2728 

On  ores  and  steel  and  iron  products 2728, 2729 

On  tubes,  effect  of,  upon  competition  and  prices 5076, 5077 

Effect  of,  to  stimulate  excess  of  construction  and  overproduction 5077 

Effect  of,  as  to  tendency  to  enter  into  combinations 5077, 5078 

Effect  upon,  of  reduced  import  and  export  freight  rates. .  .v 5115 

Taxation: 

Question  of.  considered  by  United  States  Steel  Corporation 1450, 1451 

Question  of  the  relation  of  United  States  Steel  Corporation  to  legislation 

pertaining  to,  in  various  States 1451-1454 

On  ore  lancu  and  leases,  payment  of 3241 

Of  railroads  in  Minnesota 4825,4826 

Temple,  W.C: 

As  commissioner  of  pool,  received  reports  from  various  concerns 616-618 

Statement  of 1 709-1748 

Tennessee  Coal  &  Iron  Co.: 

History  of,  and  connection  with,  of  Gates 1 

Absorption  of,  by  United  States  Steel  Corporation 2 

Advantageous  situation  and  workable  qualities  of  resources  of 8 

Value  of  properties  of 8, 10 

6^:inning  of  negotiations  for  sale  of 11 

Oner  of  $150  per  share  of^  by  Morgan 13 

Stocks  of,  depreciated  prior  to  merger 13 

Values  of  Red  Mountam  ores  of 13 

Not  a  holding  company,  but  has  subsidiaries 18 
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Tenneesee  Coal  &  Iron  Co. — Continued.  P«<e- 

Prospects  for  success  of,  at  date  of  meiger 20, 21 

Statement  concerning,  by  Gary 69 

Capitalization,  resources,  products,  etc.,  of,  given  by  Gary 69,  TO 

Statement  concerning  acquisition  of,  by  Gary 12^150 

Statement  by  Ganr  as  to  resources  of 124 

Capitalization  ana  assets  of 125 

Facilities  of,  for  mining  and  making  steel 125 

Stocks  of,  frequently  offered 126 

Negotiations  for  purchase  of  controlling  interest  in 126, 127, 129-135 

Fimincial  condition  of,  at  date  of  m^er 144 

Report  of  estimated  value  of  properties  of 147 

Investment  in  property  of,  profitable 147 

Estimated  value  of  resources  of 147, 148 

Property  of,  not  for  sale  since  merger  consummated 149 

Purchase  of  stocks  of,  consummate  by  exchange  of  bonds 150 

Stocks  of,  a  disturbing  factor  in  market 150 

Amount  of  stocks  of,  held  by  Moore  &  Schley 171 

Stocks  of,  taken  out  of  market 172 

Indebtedness  of.  paid  as  result  of  merger 180 

Stocks  of,  had  checkered  career 187 

Market  value  of  stocks  of,  at  date  of  panic 191 

Advantages  of,  over  United  States  Steel  Corporation  in  cost  of  production 

of  steel  rail8 194 

Acquisition  of,  referred  to,  by  Roberts 357 

Quality  of  steel  rails  made  by,  preferred  by  railroads 401, 402 

Acquisition  of,  considered  six  months  before  purchase 402 

Open-hearth  furnaces  of 412 

Aosorption  of.  not  investigated  by  Biu-eau  of  Corporations 487 

Acquisition  or,  as  perfecting  monopoly  of  United  States  Steel  Corporation  544-546 

Syndicate  in  stocks  of,  formation  of 842, 843 

Development,  the  purpose  of  syndicate  in  acquiring  control  of 845 

Minerals  the  most  valuable  assets  of 846 

Large  sums  spent  in  development  of  properties  of 84S-850 

Large  sums  spent  for  improvement  of,  by  syndicate 849. 850 

Not  taken  over  by  syndicate  for  purposes  of  speculation 849-853 

Lar^e  orders  booked  bv,  for  1908  delivery 850 

Dividends  on  stocks  of 862 

Financial  affairs  and  condition  of,  prior  to  merger 862, 863 

Net  income  from  operations  of 883, 884 

Nothing  short  of  control  of,   by  Ignited  States  Steel  Corporation  cod- 

sid  ered 897 ,  898 

Stocks  of,  designated  as  "peg "  or  "contraband " 903 

Stock  subscriptions  to.  easily  obtainable  just  prior  to  panic 912, 913 

Peculiar  advantages  oi  location  of  properties  of 921, 922 

Large  expenditures  by  syndicate  in  improving  properties  of 922, 923 

Improvements  of  properties  of,  about  complete  at  date  of  merger 931, 932 

Full  par  price,  necessary  to  prevent  failure  of  Moore  and  Schley 949 

Pressure  upon  free  stocks  of,  as  well  as  upon  those  syndicated 953, 954 

Minority  interest  in  stocks  of,  had  to  be  taken  in  on  deal 965, 966 

Holdings  of,  of  iron  ore  and  coal  as  per  expert  report 979 

Always  short  of  capital,  prior  to  passing  into  hands  of  syndicate 995 

Discussion  of  amount  ana  quality  of  ore  holdines  of 1000-1009 

Percentage  of  ores  owned  by,  in  Birmingham  district 1001 

Discussion  of  coal  properties  of 1002-1009 

Question  of  percentage  of  entire  ore  supply  controlled  by 1027-1029 

Stocks  of,  not  acceptable  as  collateral,  unless  strongly  supported  by  other 

stocks 1052,1053 

Sale  of  stocks  of,  discussed  long  prior  to  merger 1077 

Reasons  why  stocks  of,  had  limited  market  value,  explaine<l 1099, 1100 

Strong  position  of,  in  relation  to  other  properties 1114, 1115 

Financial  condition  of,  when  syndicate  was  formed 1228, 1229 

Physical  condition  of,  poor  when  syndicate  was  formed 1228, 1229 

New  issues  of  stocks  of,  for  improvements 1229, 1230 

Financial  condition  of,  at  date  of  mei^er 128(m232 

Explanation  of  location  of  properties  of 1235-1237 

Effect  of  absorption  of,  upon  panic  conditions 1478, 1479 
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Tennenee  Goal  &  Iron  Co. — Continued.  Fmgt, 

Abe(»rption  of,  not  prime  purpoee  of  stock  transaction,  according  to  Per* 

kins: 1486-1488 

Control  of,  first  offered  to  United  States  Steel  Corporation  long  before 

panic 1549,1550 

Value  of  stocks  of,  market  and  intrinsic,  at  date  of  mer^r,  discussed 1603 

Question  of  taking  over,  considered  Ions  before  absorption  of 1604 

V^alue  of  properties  of,  taken  over  by  United  States  Steel  Corporation,  ac- 
cording to  Kennedy 5092-5094 

Value  placed  by  Munsev  upon  ore  resources  of 5191, 5192 

Businees,  operations  ana  control  of,  during  early  history 5325-^237 

Capitalization  of,  and  dividends  paid  by,  prior  to  United  States  Steel 

merger 5333 

Early  acquisitions  by,  of  ore  and  coal  resources 5333 

Bad  management  of  business  of,  prior  to  merger,  according  to  Bacon 5345 

Chief  values  of,  underground 5346, 5347 

Plants  of,  at  time  of  meiger,  not  up  to  date 5347, 5348 

Thompson,  Edsar,  Co.: 

Growth  of  business  of,  prior  to  formation  of  United  States  Steel  Corpora- 
tion  303, 304 

PropertieB  belonging  to,  prior  to  purchase  by  United  States  Steel  Corpora- 
tion   304,305 

Steel  rails  an  important  product  of 368 

Thome,  Oakleigh: 

SUtemeat  of 1652-1702 

Confefence  between,  and  Perkins  on  October  22,  1907 1661-1701 

Personal  securities  of,  pledged  during  panic 1679-1681 

Statement  by,  in  press  of  November  6,  1907 1682 

Letter  to,  from  M.  E.  Stone 1687 

Not  participant  in  conferences  over  Trust  Co.  of  America 1694 

Tonnage: 

And  division  of  rates  of  various  railroads  subsidiary  to  United  States 

Steel  Corporation 4915-4918 

Of  Elgin,  Joliet  &  Eastern  R.  R 5035, 5036 

Of  B^eemer  &  Lake  Erie  R.  R.  Co.,  statistical  statement  of 5037 

Topping,  John  A.: 

Speech  of,  at  Gary  dinner 271 

Statement  of 1225-1273 

Participation  of,  in  negotiations  for  merger 1238-1240 

Townsend,  Burdette  D.,  report  of,  to  Department  of  Justice  on  International 
Harvester  Association 825-839 

Townsend  report,  quotations  from,  read  in  evidence 1643-1649 

Trade  publications: 

The  principal,  named 281 

Standard,  m  iron  and  steel  business 1271, 1272 

Transportation: 

Of  ores,  controlled  by  United  States  Steel  Corporation 22 
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August  2, 1912*— Befeired  to  the  Houbo  Calendar  and  ordered  to  be  printed. 


Mr.  Stani^t  (for  Messrs.  Babtlett,  Beall,  Littleton^  McGilli* 
CUDDY,  and  himself),  from  the  Special  Committee  to  Investigate 
Violations  of  the  Antitrust  Act  of  1890  and  other  Acts,  submitted 
the  following 

REPORT. 

The  undersigned  members  of  the  Committee  to  Investigate  Violar- 
tions  of  the  Antitrust  Act  of  1890  and  other  Acts,  respectfully  submit 
the  following  views  in  answer  to  House  resolution  148,  adopted  May 
4, 1911,  which  is  as  follows: 

Resolvedy  That  a  committee  of  nine  Members,  to  be  elected  by 
the  House,  be,  and  is  hereby,  directed  to  make  an  investigation 
for  the  purpose  of  ascertaimng  whether  there  have  occurred  vio- 
lations oy  the  United  States  Steel  Corporation,  or  other  corpora- 
tions or  persons  as  hereinafter  set  out,  of  the  antitrust  act  of 
July  second,  eighteen  hundred  and  ninety,  and  the  acts  supple- 
mentary thereto,  the  various  interstate-commerce  acts^  ana  the 
acts  relative  to  the  national-banking  associations,  which  viola- 
tions have  not  been  prosecuted  by  tne  executive  officers  of  the 
Government;  and  if  any  such  violations  are  disclosed,  said  com- 
mittee is  directed  to  report  the  facts  and  circumstances  to  the 
House. 

Said  committee  is  also  directed  to  inveatigate  the  United  States 
Steel  Corporation,  its  organization  and  operation,  and  if  in  con- 
nection tnerewith  violations  of  law  as  aforesaid  are  disclosed,  to 
report  the  san^e. 

Said  committee  shall  inquire  whether  said  Steel  Corporation 
has  any  relations  or  affiliations  in  violation  of  law  with  the  Penn- 
sylvania Steel  Company,  the  Cambria  Steel  Company,  the  Lacka- 
wanna Steel  Company,  or  any  other  iron  or  steel  company. 

Also  whether  said  Steel  Corporation,  through  the  persons  own- 
ing its  stock,  its  officers  or  agents,  has  or  has  had  relations  with 
the  Pennsylvania  Railroad  Company,  or  any  other  railroad  com- 
pany, or  any  coal  companies,  national-banking  companies,  trust 
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companies,  insurance  companies,  or  other  .corporate  organizar 
tions  or  companies,  or  with  the  stockholders,  directors,  or  other 
officers  or  agents  of  said  companies,  or  with  any  person  or  per- 
sons, which  nave  caused  or  have  a  tendency  to  cause  any  of  Uie 
results  following: 

First.  The  restriction  or  destruction  of  competition  in  produc- 
tion, sale,  or  transportation. 

Second.  Excessive  capitalization  and  bonding  of  corporations. 

Third.  Combinations  created  by  ownership  or  control  by  one 
corporation,  or  the  stockholders  or  bond  holders  thereof,  of  the 
stock  or  bonds  of  other  coq)orations,  or  combinations  between 
the  officers  or  agents  of  one  corporation  and  the  officers  or  agents 
of  other  corporations  by  duplication  of  directors  or  other  means 
and  devices. 

Fourth.  Speculations  in  stocks  and  bonds  by  agreement  among 
officers  and  agents  of  corporations  to  depress  tne  value  of  the 
stocks  and  bonds  of  other  corporations  for  the  purpose  of  acquir- 
ing or  controlling  same. 

Fifth.  Profits  through  such  speculation  to  officers  or  agents  of 
such  corporations  to  tne  detriment  of  the  stockholders  and  the 
public. 

Sixth.  Panics  in  the  bond^  stock,  and  money  markets. 

Said  committee  shall  in  its  report  recommend  such  further 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

Said  committee,  as  a  whole  or  d;^  subcommittee,  is  authorized 
to  sit  during  sessions  of  the  House  and  the  recess  of  Congress, 
to  employ  clerical  and  other  assistance,  to  compel  the  attendance 
of  witnesses,  to  send  for  persons  and  papers,  and  to  administer 
oaths  to  witnesses. 

The  Speaker  shall  have  authority  to  sign  and  the  Clerk  to 
attest  suDpoenas  during  the  recess  of  Congress. 

Under  the  original  resolution,  by  the  terms  of  which  this  committee 
was  empowered  to  conduct  this  investigation,  it  was  particularly 
charged  with  the  duty  of  determining  whether  the  organization  and 
operation  of  the  United  States  Steel  Corporation  was  in  violation  of 
the  Sherman  antitrust  law.  The  committee  proceeded  to  diligently 
inquire  into  this  question,  and  was  eliciting  evidence  on  that  subject 
when  the  Department  of  Justice,  stimulated  by  the  revelations  made 
in  the  hearings  and  relying  upon  much  of  the  evidence  brought  out 
before  the  committee,  instituted  a  proceeding  in  the  United  States 
court  seeking  the  dissolution  of  the  corporation.  The  committee  care- 
fully considered  what,  if  any,  effect  such  a  proceeding  would  have  upon 
the  original  purpose  and  duty  of  the  committee  to  make  a  finding  as 
to  whether  the  corporation  and  its  conduct  was  in  violation  of  the 
Sherman  antitrust  law;  and  the  c  mmittee  unanimously  resolved,  on 
the  9th  day  of  December,  1911,  as  follows: 

The  committee  has  had  under  careful  consideration  the  objeo 
tions  made  by  the  United  States  Steel  Corporation,  through  its 
counsel,  to  the  further  prosecution  of  this  investigation.    The 
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resolution  under  which  this  committee  is  proceeding  directs  the 
conmiittee — 

First.  To  inquire  into  and  report  as  to  whether  the  United 
States  Steel  Corporation  is  in  its  organization  or  operations  act- 
ing in  violation  of  the  antitrust  law. 

Second.  To  inquire  into  and  report  violations  of  the  interstate- 
commerce  acts  and  amendments  thereto,  and  to  the  acts  relating 
to  national-banking  associations. 

Third.  To  inquire  into  the  restriction  or  destruction  of  com- 
petition by  reason  of  the  relations  of  the  United  States  Steel 
Corporation  and  its  officers  with  other  companies. 

Fourth.  The  excessive  capitalization  and  bonding  of  corpora- 
tions. 

Fifth.  Combinations  created  by  holding  companies,  interlock- 
ing directorates,  and  other  devices. 

dixth.  Combinations  to  depress  the  value  of  stocks  and  bonds 
for  the  purpose  of  acquiring  them. 

Seventh.  Panics  in  the  bond  and  stock  markets. 

And  the  committee  is  also  directed  to  recommend  such  further 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

The  objection  made  by  the  counsel  for  the  Steel  Corporation 
to  the  further  continuance  of  the  investigation  was  based  upon 
the  ground  that  the  Government  had  filed  a  bill  in  the  courts  of 
New  Jersey  against  the  United  States  Steel  Corporation,  seeking 
its  dissolution  under  the  antitrust  law.  As  to  this  objection,  it 
is  our  unanimous  opinion  that  the  committee  should  continue 
the  investigation  as  if  no  proceeding  on  the  part  of  the  United 
States  Grovemment  were  now  pending  against  said  corporation, 
but  not  for  the  purpose  of  determining  the  questions  involved  in 
the  action  brought  oy  the  Government  against  the  United  States 
Steel  Corporation,  and  anv  inquiry  into  the  subjects  embraced  in 
that  action  should  be  made  for  the  purpose  of  enabling  the  com- 
mittee to  recommend  such  further  legislation  as  in  its  opinion  is 
desirable.  Touching  all  other  matters  the  committee  will  pro- 
ceed as  heretofore. 

The  United  States  Steel  Corporation  is  a  confederation  of  previously 
existing  consolidations. 

At  the  time  of  the  organization  of  the  Steel  Corporation,  the  pro- 
duction of  iron  and  steel  by  unrelated  units — small,  separate,  and. 
independent  concerns — competing  one  with  another  in  the  various 
branches  of  the  industry,  had  already  been  superseded  by  these  con- 
solidations which  had  obtained  a  monopoly  of  many  branches  of 
the  business,  but  were  not  large  or  powerful  enough  to  control  the 
industry  as  a  whole. 

These  companies  were  associated  by  banking  and  other  connections 
into  ** groups."  A  sjmdicate  organized  by  J.  P.  Morgan  &  Co.  finally 
consolidated  these  "groups"  into  the  United  States  Steel  Corpora- 
tion, the  securities  of  the  constituent  concerns  being  deposited  in 
the  United  States  Trust  Co.,  and  upon  that  basis  the  stocks  and  bonds 
of  the  corporation  were  issued. 
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FBBIOD  OF  OOHPBTITION. 

For  a  brief  period,  roughly  speaking,  from  1892  to  1897,  the 
manufacture  and  sale  of  iron  and  steel  approached  a  normal,  legal, 
and  legitimate  status.  Prior  to  this  time  pools,  gentlemen's  agree- 
ments, and  preferential  contracts  had  been  almost  universal  and 
embraced  to  a  greater  or  less  extent  every  phase  and  department 
of  the  business.  In  describing  conditions  prevailing  prior  to  the 
formation  of  the  Steel  Corporation  one  of  its  directors,  Mr.  Percival 
Roberts,  jr., says:  ''It  was  a  case  of  coming  together  and  breaking  again. 
That,  I  think,  was  my  experience  from  1876  to  1900."  All  the  rail 
makers  in  America  were  atvarious  times  parties  to  such  agreementSythey 
covered  finished  and  semifinished  steel — ^beams,  plates,  sheets,  axles, 
structural  shapes  of  all  kinds,  wire  nails,  bolts,  cotton  ties,  and  articles 
constructed  of  iron  in  every  shape  and  form.  (Hearings,  p.  431.) 
Such  pools  and  agreements  provided  for  the  restraint  of  output  by 
allotting  a  fixed  percentage  of  capacity  to  each  of  the  contracting 
plants,  and  prices  were  determined  in  schedules  by  which  all  parties 
covenanted  to  abide.  Competition  was  restrained  or  prevented 
by  an  infinite  variety  of  devices,  too  numerous  for  description  here. 
Tlie  Carnegie  Co.  was  at  one  time  under  contract  not  to  engage 
in  the  bridge  business.  (MacRae  report,  3662.)  The  Standard 
Oil  interests,  under  threat  of  going  into  the  tube  business,  received 
rebates  on  tin  plate.  The  New  Jersey  Iron  &  Steel  Co.  was  paid 
$5,000  per  month  conditioned  upon  their  making  no  structural 
steel,  and  the  Illinois  Steel  Co.  received  $150,000  per  annum  to 
keep  their  hands  off  the  manufacture  of  cotton  ties.  Steel  billets 
were  sold  at  so  much  below  the  market  price  upon  condition  that  they 
should  not  be  resold  before  going  through  some  subsequent  stage 
of  manufacture,  or  when  fabricated  into  finished  products  not  to 
be  sold  in  competition  with  like  products  made  by  the  vender. 
The  parties  to  these  agreements  and  the  inventors  of  these  various 
and  ngenious  devices  for  the  artificial  increase  in  price  were  per- 
fectly cognizant  that  such  schemes  and  covenants  were  neither  legal 
nor  enforceable,  and  admit  with  somewhat  surprising  candor  their 
thorough  appreciation  of  the  fact  that  they  were  industrially  per- 
nicious or  morally  wrong. 

No  man  had  a  more  accurate  knowledge  of  the  character  and  effect 
of  such  agreements  than  Charles  M.  Schwab,  president  of  the  Carnegie 
Co.  and  subsequently  of  the  United  States  Steel  Corporation.  **No 
man/'  says  he,  ''has  a  clearer  appreciation  than  myself  of  the  evil 
that  lurked  in  the  trust  scheme.  ♦  ♦  *  It  was  founded  on  mis- 
conception and  promoted  along  the  lines  of  self-destruction.  Its 
fimdamentai  principles  were  the  restraint  of  trade,  increaae  of  price, 
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and  the  throttling  of  competition — a  trinity  that  would  wreck  any 
proposition,  business,  political,  or  social.'' 

Aware  of  the  legal  and  ethical  status  of  these  conventions,  their 
existence  was  often  denied  and  always,  as  far  as  possible,  concealed. 
These  pools  or  secret  agreements  were  enforced  through  a  com- 
missioner, who  was  the  custodian  of  all  documents  and  papers  con- 
taining the  necessary  statistical  data  for  prorating  allotments  of 
production,  the  schedules  fixing  prices,  and  rules  and  r^ulations 
for  settling  differences  between  the  high  contracting  parties.  His 
place  of  business  was  known  qnly  to  those  immediately  concerned. 
In  ld04,  when,  as  Mr.  Temple  states.  Judge  Gary  concluded  that  it 
was  no  longer  desirable  or  necessary  to  have  such  agreements  in  the 
hands  of  even  a  single  trusted  and  cautious  custodian,  and  the  com- 
missioner destroyed  every  vestige  of  evidence  which  might  incrimi- 
nate  himself  or  his  confreres,  but  continued  to  discharge  the  duties 
of  his  office  for  several  years  thereafter.     (Hearings,  p.  1730.) 

"Remember,"  said  the  commissioner,  of  the  plate  and  structural 
steel  pools,  ''there  was  always  present  the  flying  off  the  track  of  any 
members  of  these  associations;  there  was  always  present  the  fear  that 
the  law  might  be  violated  or  something  illegal  done." 

The  Celubman.  A  fear  of  that  kind  ? 

Mr.  Temple.  Oh,  there  is  no  question  about  it.  I  will  admit 
freely  that  point,  so  far  as  I  myself  am  concerned.  (Hearings, 
p.  1722.) 

THE  ADDYSTON  PIPS  CASE. 

The  Associated  Pipe  Works  does  not  seem  to  have  been  so  success^ 
fal  in  eluding  the  vigilance  of  the  law.    It  differed  from  the  plate  and 
structural  associations  in  the  details  of  its  operations,  but  sought  the^ 
same  results  by  somewhat  cruder  and  less  effective  means. 

In  December,  1896,  the  United  States  filed  a  bill  in  equity  in  the 
Eastern  District  of  Tennessee,  the  complaint  being  based  upon  sections 
1  and  2  of  the  Sherman  Act,  and  praying  for  the  dissolution  of  this 
concern  and  the  seizure  of  its  goods  in  transit. 

The  l^ality  of  such  contracts  was  discussed  at  length  in  an  elab- 
orate decision  rendered  by  Judge  Taft,  Justice  Harlan  and  Judge 
Lurton  (now  Justice  Lurton)  concurring. 

This  decision  was  unanimously  affirmed  by  the  Supreme  Court  in 
December,  1899. 

The  legal  status  of  such  pools  and  associations  was  elaborately 
discussed  both  in  the  Circuit  and  Supreme  Courts.  The  ingenuity  of 
the  defenders  of  and  apologists  for  monopoly  seems  to  have  been 
exhausted  by  the  able  counsel  who  appeared  for  the  pipe  pool  in  this 
case.  It  was  ui^ed  that  if  there  was  any  restraint  of  trade,  it  was  con- 
fined to  the  parties  to  the  agreement;  that  it  was  "partial,"  and  not 
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the  restraint  contemplated  or  interdicted  by  the  statute;  that  it  was 
not  an  unreasonable  restraint;  that  modem  business  conditions 
rendered  such  agreements  necessary;  in  effect,  that  it  operated  to 
"steady"  prices,  to  prevent  violent  fluctuations  and  "ruinous 
competition." 

The  answer  to  such  excuses  for  the  law's  violation  was  sweeping  and 
conclusive.  "  Upon  this  review  of  the  law  and  the  authorities,"  said  the 
court,  "we  can  have  no  doubt  that  the  association  of  the  defendants, 
however  reasonable  the  prices  they  fixed,  however  great  the  com- 
petition they  had  to  encounter,  and  however  great  the  necessity  for 
curbing  themselves  by  joint  agreement  from  committing  financial 
suicide  by  ill  advised  competition,  was  void  at  common  law  because 
in  restraint  of  trade  and  tending  to  a  monopoly."  (85  Fed.  R.,  291.) 
And,  again: 

It  is  certain  that  if  the  contract  of  association  which  bound 
the  defendants  was  void  and  unenforcible  at  the  common  law 
because  in  restraint  of  trade,  it  is  within  the  inhibition  of  the 
statute  if  the  trade  it  restrained  was  interstate  (85  Fed.  R., 
pp.  278-279). 

After  the  decisions  in  the  Addyston  Pipe  and  other  similar  cases, 
there  was  no  longer  a  mere  ''dread  that  the  law  might  be  violated"; 
there  was  the  certainty  that  such  associations  were  flagrantly  illegal 
and  it  became  more  and  more  apparent  that  their  existence  could 
not  always  be  successfully  concealed. 

In  the  latter  part  of  1896  and  the  early  part  of  1897  in  par- 
ticular, there  was  a  rather  general  abandonment  of  such  combi- 
nations. Thus  the  collapse  of  the  wire-nail  and  billet  pools  was 
soon  followed  by  the  disruption  of  the  steel  rail  pool  itself;  a 
number  of  other  similar  agreements  were  also  aoandoned  at 
least  temporarily  about  this  time.     (H.  K.  S.  Rept.,  p.  75.) 

For  a  brief  period  such  agreements,  it  appears,  were  partially  dis- 
continued or  broken  by  the  contracting  parties,  and  many  manu- 
facturers of  iron  and  steel  sought  to  conduct  a  successful  business  by 
the  methods  which  generally  prevail  in  smaller  and  ordinary  indus- 
trial and  commercial  operations.  It  became  what  the  engineer, 
Julian  Kennedy,  aptly  calls  "  a  buyer's  market";  that  is,  the  manu- 
facturer was  to  a  degree  dependent  upon  the  preference  of  the  con- 
sumer, and  the  excellence  and  cheapness  of  the  article  offered  for 
sale.  Purchasers  were  again  able  to  obtain  bona  fide  bids  from 
actually  competing  concerns.  (Hearings,  p.  5077.)  This  condition 
was  reflected  in  the  lessening  of  cost  to  the  consumer  and  of  profits 
to  the  producer.  To  avert  this  condition,  to  secure  the  advantages 
of  the  old  pools,  to  prevent  or  at  least  effectually  restrain  competition, 
and  at  the  same  time  escape  the  serious  pains  and  penalties  denounced 
by  the  Sherman  Act,  was  the  delicate  and  difficult  problem  at  this 
time  confronting  the  manufacturers  of  steel. 
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This  hard  and  intricate  task  inyolved  vast  expenditures  and  the 
most  radical  and  sweeping  changes  in  the  whole  commercial  and  coi^ 
porate  make-oip  of  this  business.  Under  the  advice  of  the  most 
astute  counsel  and  the  »gis  of  powerful  banking  institutions,  a 
scheme  was  finally  elaborated  which  for  the  time  being  exceeded  the 
expectations  of  the  most  avaricious  of  its  inventors. 

Hitherto  the  output  of  many  separate  and  distinct  concerns  had 
been  limited  and  the  price  fixed  by  a  commissioner  possessing  plenary 
powers  to  enforce  these  pooling  agreements  or  punish  their  infraction. 
Under  the  new  arrangement  it  was  not  necessary  to  resort  to  these 
covert  and  perilous  conventions.  Instead  of  pooling  rails  or  plates 
produced  by  numerous  plants^  (hey  pooled  ihe  plarUs  (hemadves. 
This  was  accomplished  by  the  simple  device  of  an  ''exchange  of 
securities/'  through  the  organization  of  holding  companies. 

OOHTBOL   OF   OUTPUT   OF    8TJBSIDIABIBS    OF    TTNITBD    STACTS 

STBBL  OOBPOBATION. 

The  holders  of  stocks  and  bonds  of  various  tube  plants,  claiming 
to  control  about  90  per  cent  of  the  country's  capacity,  turned  their 
securities  over  to  a  syndicate  formed  by  J.  P.  Morgan  &  Co.,  and 
in  return  therefor  received  stock  in  an  incorporated  consolidation  of 
all  these  plants,  known  as  the  '  'National  Tube  Company."  (H.  K.  S. 
Rept.,  p.  143.)    Or  as  stated  by  John  W.  Gates: 

The  National  Tube  Co.  was  an  acquisition  of  the  principal 
tube  mills  of  the  United  States  into  one  concern,  whereby  they 
could  get  a  very  handsome  profit  out  of  the  manufacture  of  tubes, 
and  that  had  been  done  bv  Mr.  Morgan. 

Mr.  Beall.  There  had  Seen  a  combination  of  those  tube  mills 
by  which  competition  had  been  largelv  destroyed,  resulting  in 
an  increased  price  of  their  product,  had  there  not! 

Mr.  Gates.  I  would  jay  85  or  90  per  cent  of  the  total  tube 
tonna^  in  the  United  States  was  in  the  National  Tube  Co.  at 
that  tmie.     (Hearing,  p.  41.) 

An  examination  of  the  minutes  of  these  companies  establishes 
beyond  doubt  that  the  control  of  prices  and  the  restraint  of  competi- 
tion was  the  predetermined  and  definite  purpose  for  which  these 
various  and  scattered  tube  mills  were  acquired  and  assembled  imder 
one  corporate  control. 

On  January  15,  1001,  just  prior  to  the  formation  of  the  United 
States  Steel  Corporation,  Mr.  Converse,  then  president  of  the  National 
Tube  Co.,  and  afterwards  a  member  of  the  board  of  directoiB  of  the 
United  States  Steel  Corporation,  declared  : 

It  is  well  hnown,  the  tendency  lately  so  conspicuous  to  estab- 
lish a  community  of  ownership  or  a  unified  control  over  great 
industries,  as  the  only  means  of  restraining  destructive  compe- 
tition, led  to  the  incorporation  of  various  great  companies. 
~  >,  p.  4278.) 
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From  75  to  85  per  cent  (see  Gaiy,  hearings, p.  63, and  Gates, hearings, 
p.  228)  of  all  the  wire  rod  and  nail  mills  of  the  country  hitherto  under 
the  control  of  separate  and  distinct  corporations,  and  in^iulginf;  in  such 
competition  as  was  not  restrained  by  the  various  wire  and  nail  pools, 
were  consolidated  into  the  American  Steel  &  Wire  Co. 

The  American  Tin  Plate  Co.  took  over  the  makers  of  tin  plate  and 
secured  absolute  control  of  about  73  per  cent  of  the  tin-plate  business. 

The  makers  of  sheet  steel  formed  the  American  Sheet  Steel  Co., 
with  70  per  cent  of  the  entire  business. 

Steel  hoops  and  cotton  ties  were  made  by  the  American  Steel  Hoop 
Co..  which  managed  to  produce  all  forms  of  steel  bands  and  hoops. 

The  manufacture  of  bridge  and  structural  steel  of  all  kinds  was 
controlled  by  the  American  Bridge  Co.  In  a  short  time  baling  and 
fencing  wire,  horseshoes,  and  horseshoe  nails,  pipes,  sheet  iron,  tin 
plate,  building  materials — in  fact,  almost  every  conceivable  article 
fabricated  from  iron  or  steel — was  controlled  by  some  one  of  these 
huge  consolidations,  holding  a  more  or  less  monopolistic  position. 

The  board  of  directors  of  one  corporation,  capitalized  often  at 
milUons  and  hundreds  of  millions,  took  the  place  of  the  chosen  rep- 
resentatives of  the  old  concerns  from  which  they  were  created,  and 
the  chairman  of  the  board  of  directors  or  of  the  finance  and  executive 
committees  assumed  the  duties  once  discharged  by  the  secret  com- 
missioner. Pooling  agreements,  while  still  maintained,  were  no 
longer  essential  in  dictating  the  price  or  determining  the  output. 
Their  few  straggling  competitors  who  failed  or  refused  to  join  these 
overmastering  combinations,  as  a  rule,  exerted  but  little  influence 
upon  the  industry.  The  effect  of  these  compact  and  powerful  com- 
binations on  the  markets  was  marked  and  immediate. 

EFFECT  UPON  PRICES. 

The  American  Steel  &  Wire  Co.  of  New  Jersey  was  organized  in 
January,  1899.  In  1898,  prior  to  the  formation  of  this  concern,  wire 
nails  had  been  selling  at  from  SI. 25  to  $1.50  per  keg.  By  June  in 
the  same  year,  the  price  had  reached  $2.10  and  within  eight  months 
thereafter  it  was  raised  to  $3.20  per  keg.  The  maximum  price  in 
1898  was  $1.50;  in  1899,  it  was  $2.95,  and  the  next  year  $3.20. 
(Hearings,  p.  5560.)  Wire  rods  brought  $21  per  ton  in  1898;  in  1899 
they  reached  $31.50,  and  by  1900  $50  per  ton.  This  result  is  the 
more  surprising  when  it  appears  that  there  was  but  little  difference 
in  the  production  and  demand  for  nails  and  rods  in  1898  and  1899. 

Wire  rods,  Pittsburj^h:  Tma. 

ProductioD  1898 1,071,683 

Production  1899 1,036,390 

(Hearings,  p.  5564.) 


IKYESTIGATION  OF  UNITED  STATES  STEEL  CORPOBATION.  9 

In  three  years  there  was  a  rise  of  SI  .80  per  keg  in  wire  nails,  and  in 
1900  tliere  were  produc  ed  7,233,979  kegs  of  naib,  or  a  profit  to  the  con- 
solidation, assuming  tlie  1898  price  to  have  been  fair,  of  $13,021,162.20. 
(Hearings,  p.  5560.) 

Kails,  fencing,  and  other  forms  of  wire  are  made  from  wire  rods. 
In  1898  there  were  produced  in  this  country  1,071,683  tons  of  wire 
rods  (see  p.  5564).  In  June,  1898,  the  Pittsburgh  price  of  wire  rods 
was  $20  per  ton;  in  January,  1900,  this  price  had  risen  to  S50  per 
ton,  with  a  total  production.  1898  to  1900,  of  2,954,372  tons. 

The  American  Tin  Plate  Co.  was  incorporated  in  December,  1898. 
0)mmercial  tin  plate  is  made  by  coating  steel  sheets  (black  sheets), 
and  these  in  turn  are  rolled  from  sheet  bars.  Sheet  bars  and  tin 
plate  showed  a  like  increase  upon  the  consolidation  of  the  sheet-steel 
and  tin-plate  mills. 

In  November,  1898,  tin  plate  sold  for  $2.95. per  box.  This  com- 
pany was  organized  in  December  of  that  year.  By  January  the  same 
plate  sold  for  $3.34.  In  30  days  thereafter  it  reached  $4.2 1^,  and 
from  September  till  the  close  of  the  year  ir  remained  stationary  at  $5 
per  box.     (Kept.  Ind.  Com.,  vol.  1,  p.  868.) 

"MSBOSB  VALX7B '»  CAPTTALIZED  BY  THE  TTOTTEB  STATES  STEEL 

COEFOBATION. 

So  well  satisfied  were  the  syndicates  who  had  evolved  tBis  plan 
for  what  Mr.  Converse  calls  "community  of  ownership  or  unified 
control  over  great  industries  as  the  only  means  of  restraining  destruc- 
tive competition  "  that  they  began  to  treat  this  ingenious  and  ille- 
gal device  as  a  lawful  institution,  no  doubt  reassured  in  this  posi- 
tion by  the  failure  of  the  Government  to  proceed  against  them,  and 
in  their  future  operations  they  failed  to  discriminate  between  the 
cost  of  construction  or  the  intrinsic  value  of  these  properties  and 
earning  capacity  due  entirely  to  "community  of  ownership  and 
unified  control,"  or  "potential  value,"  as  James  Gayley  calls  it. 
This  "combination  value"  of  the  various  companies  since  acquired 
by  the  Steel  Corporation  has  been  capitalized  as  a  tangible  asset, 
stocks  issued  and  bonds  sold,  all  based  upon  this  new  device,  as  a 
perfect  and  permanent  evasion  of  all  laws  prohibiting  combinations 
in  restraint  of  trade. 

The  earning  power  of  the  American  Steel  and  Wire,  the  Tin  Plate, 
National  Tube,  and  other  companies  was  enormously  increased  by 
virtue  of  the  complete  monopoly  which  resulted  from  assembling 
practically  all  of  the  manufacturers  of  such  commodities,  as  lx)rse- 
shoos,  nails,  fencing  wire,  sh^t  steel,  and  tin  plate  for  roofing  or 
kitchen  utensils,  under  one  control. 

The  gains  incident  to  the  difference  in  the  price  of  such  things  sold 
under  competitive  and  monopolistic  conditions  were  but  a  small  part 
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of  the  amount  actually  secured  by  these  companies  and  by  the 
Morgan-Moore  and  other  syndicates. 

To  illustrate:  If  under  normal  conditions  these  various  plants 
acting  separately  could  earn  10  per  cent,  and  acting  collectively 
they  could  earn  100  per  cent,  then  by  discarding  any  form  of  physical 
valuation,  either  the  original  cost  or  the  cost  of  reproduction,  and 
taking  as  their  sole  standard  the  new  and  artificially  created  earning 
power,  due  entirely  to  the  consolidation,  and  for  that  reason  aptly 
termed  "combination  value,"  then  10  assembled  plants  were  worth 
10  times  as  much  with  the  acquired  monopoly  of  the  business  as  the 
same  10  plants  would  have  been  worth  acting  separately  and  in 
competition.  And  these  inunense  aggregations  were  created  and 
capitalized  upon  that  principle;  neither  in  the  incorporation  of  the 
Steel  Corporation  nor  of  the  subsidiaries  which  preceded  it,  now 
under  discussion,  has  there  been  any  serious  attempt  to  deny  that 
the  greater  part  of  the  securities  of  these  companies  had  any  other 
element  of  value. 

"Everybody  knows,"  said  W.  H.  Moore,  of  the  Moore  syndicate, 
"what  they  are  getting  when  they  get  common  stock  (in  the  Tin 
Plate  Co.).  They  know  they  are  not  getting  anything  that  repre- 
sents assets."  (Reports  Industrial  Commission,  vol.  l,  p.  963; 
hearings,  pt.  63.) 

Judge  Gary,  testifying  before  the  Ways  and  Means  Committee, 
"guesses"  the  same  thing  is  true  of  the  Steel  Corporation  itself. 

Mr.  Cochran.  Of  this  whole  sum,  $1,782,000,000,  was  not 
$1,000,000,000  at  least  capitalized  profits,  as  distinguished  from 
original  investment  ? 

Mr.  Gary.  I  should  have  to  guess  at  that;  but  I  should  guess 

Ses,  including  increases  in  v^ue.     (See  Hearings  Ways  and 
Leans  Committee,  1908  and  1909;  see  hearings,  pt.  63,  p.  240, 
Appendix.) 

The  Commissioner  of  Corporations  gives  an  interesting  account  of 
the  method  by  which  these  companies  "capitalized"  and  recapital- 
ized their  profits : 

In  the  organization  of  the  American  Steel  &  Wire  Co.  of  Illi- 
nois, in  March,  1898,  each  $100  of  the  stock  of  the  Consolidated 
Steel  &  Wire  Co.,  one  of  the  constituent  concerns  (and  itself  a 
consolidation  of  seven  plants),  received  $175  of  preferred  stock 
and  $175  in  common  stock  of  the  new  company,  or  $350  of  new 
securities  for  every  $100  of  the  old.     (See  Com.  Rept.,  p.  6.) 

'^A  few  months  later  each  $100  of  the  preferred  stock  of  the  American 
Steel  &  Wire  Co.  of  Illinois  received  $100  in  preferred  stock  and  $60 
in  common  stock  of  the  American  Steel  &  Wire  Co.  of  New  Jersey, 
while  each  $100  of  the  Illinois  concern's  common  stock  received  $120 
in  common  stock  of  the  New  Jersey  concern.  Thus  each  $100  stock 
of  the  old  consolidated  company  became  $490  in  the  stock  of  the 
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New  Jersey  concern.  In  the  final  merger  of  the  latter  company  into 
the  Steel  Corporation  each  $100  par  value  of  the  preferred  stock  re- 
ceived $117.50  in  preferred  stock  of  the  Steel  Corporation,  while  each 
SlOO  (par  value)  of  the  common  stock  received  $102.50  in  United 
States  Steel  common  stock.  In  other  words,  every  $100  par  value 
of  the  stock  of  the  Consolidated  Steel  &  Wire  Co.  was  finally  trans- 
muted into  $528.50  par  of  Steel  Corporation  securities.  (Com.  Rept., 
p.  176.) 

The  reflections  of  the  commissioner  over  a  like  method  of  capitali- 
zation of  ore  properties  applies  as  forcibly  to  operating  plants.  The 
capitalization  of  the  appreciation  in  value  (of  ore)  in  the  absence  of 
competitive  ownership  presents  a  problem  of  far-reaching  importance. 
Assume,  for  instance,  for  the  purposes  of  argument,  that  the  Steel 
Corporation  could  prove  an  actual  appreciation  in  its  ore  property  of, 
say,  $100,000,000.  This  would  mean  that  a  considerable  part  of  such 
appreciation  must  be  attributed  to  the  concentration  of  control  of 
such  property,  since  under  scattered  and  competitive  ownership  there 
is  always  a  tendency  on  the  part  of  some  holders  to  sell  at  a  very 
small  profit  rather  than  carry  their  property  without  a  return  thereon, 
and  thus  keep  down  values.  If  it  were  conceded  that  such  apprecia- 
tion could  properly  be  capitalized  and  used  as  a  basis  for  distributing 
profits,  then  there  is  nothing  to  prevent  further  recapitalization,  at  a 
still  greater  appreciation,  at  some  time  in  the  future  when  the  value 
may  be  still  more  greatly  influenced  by  the  concentration  of  control. 
"In  this  way,  it  wiU  be  seen,  a  great  concern,  like  the  Steel  Corpora- 
tion, might  repeatedly  recapitalize  its  natural  [and  one  may  add, 
other  resotirces],  and  use  this  capitalization  in  such  a  way  as  to  really 
conceal  its  true  rate  of  profit." 

Thus,  to  capitalize  and  recapitalize  this  property  involves,  therefore, 
as  just  stated,  problems  of  vital  interest  to  the  public."  (H.  K.  S. 
Kept.,  p.  325.) 

OVBBCAFZTALIZATION. 

In  some  instances  stocks  were  not ''  watered  "  in  the  ordinary  accept- 
ance of  that  term ;  they  were  literally  deluged.  The  cost  of  construct- 
ing or  reproducing  the  several  plants  constituting  the  combine  was 
inconsequential  as  compared  with  the  value  of  this  new  device  for 
enjoying  with  immunity  an  old  and  hitherto  forbidden  privilege — an 
absolute  monopoly  in  a  valuable  and  necessary  article  of  commerce. 

KATIONAL  TUBE  CO. 

"The  National  Tube  Co.  was  an  acquisition  of  the  principal  miUs  of 
the  United  States  into  one  concern,  whereby  they  could  get  a  very 
handsome  profit  out  of  tl}e  manufacture  of  tubes,  and  that  had  been 
done  by  Mr.  Morgan."    Mr.  Gates  does  not  tell  us  how  Mr.  Morgan 
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managed  to  make  this  handsome  profit,  but  it  is  easily  ascertained 
from  a  casual  inspection  of  the  organization  and  operation  of  this 
concern. 

Before  acquiring  these  plants  Morgan  &  Co.  employed  Julian 
Kennedy,  of  Pittsburgh,  a  most  capable  engineer  of  long  experience 
in  the  construction  and  operation  of  steel  works  both  in  America  and 
in  Europe  and  Asia,  and  instructed  him  to  make  a  careful  estiniate 
of  the  value  of  these  plants. 

The  tubepeople  wanted  to  get  together,  as  I  understand  it 
[says  Mr.  Kennedy]  with  a  view  to  ending  this  condition  of 
affairs  [free  and  unrestricted  competition],  and  they  entered  into 
negotiations  with  J.  P.  Morgan  &  Co.,  of  New  York,  to  combine 
them  into  a  larger  company.    *    ♦    * 

The  tariff  on  tubes  was  S40  per  ton,  which  was  practically 
a  Chinese  wall,  and  the  tube  people  were  small  in  niunbersfor  a 
while  and  their  profits  got  very  aonormal  and  very  fancy,  and  a 
great  many  other  people  jumped  into  the  tube  business.  It  is 
a  business  that  is  not  necessarily  very  highly  organized,  and  men 
could  get  in  very  quickly  and  with  a  small  amount  of  capital,  if 
necessary;  so  a  great  many  tube  plants  started.  Some  of  them 
were  small,  but  aU  were  active,  and  we  got  an  overproduction, 
and  business  became  very  much  demorcdized,  as  I  noticed.  I 
had  occasion  to  go  around  aU  the  tube  plants  about  that  time 
and  examine  them.    *    *    * 

About  that  time,  I  think  1898  or  1899 — ^I  can  not  fix  the  date 
exactly — it  was  just  prior  to  the  formation  of  the  National  Tube 
Co.,  whenever  that  was.  I  visited  all  the  works  and  naturally 
talked  with  all  the  people  and  found  them  very  much  discour- 
aged.   *    *    * 

GeneraUy  it  was  a  buyer's  market,  as  we  call  it,  and  the  tube 
people  were  very  mucn  in  the  blues.  *  »  *  The  buyer 
could  pretty  nearly  dictate  his  own  price  at  that  time. 

The  Chairman.  At  whose  instance  did  you  do  that? 

Mr.  Kennedy.  In  connection  with  another  gentleman  em- 
ployed by  Messrs.  J.  P.  Morgan  &  Co.,  of  New  York. 

The  Chairman.  To  appraise  the  tube  works  of  this  country? 

Mr.  Kennedy.  Not  to  appraise,  exactly. 

The  Chairman.  To  fix  a  valuation  ? 

Mr.  Kennedy.  The  works  were  not  bought  on  that  valuation, 
but  to  give  our  opinion  as  to  valuation  as  a  guide  to  it,  as  I  under- 
stood it. 

The  Chairman.  What  was  the  valuation  of  the  National  Tube 
works  at  that  time  ?    *     *    *     Was  it  in  excess  of  $19,000,000  ? 

Mr.  Kennedy.  I  should  say  not.  *  *  *  i  only  appraised 
the  plants,  and  considered  them  as  going  plants,  including  the 
expense  of  starting  and  organization,  but  nothing  for  good  wiD 
or  possible  effects  of  combination.  That  was  distinctly  left 
out.  *  *  ♦  I  simply  took  the  physical  value  of  the  plants  as 
^oing  plants,  including  the  cost  of  construction  and  cost  of  start- 
mg — tne  diseases  of  infancy,  which  are  a  part  of  the  cost  of 
construction. 
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The  Chairman.  Did  these  plants  have  any  ore  or  anything  of 
that  kind  you  did  not  appraise  ? 

Mr.  KsNNEDT.  I  think  not;  we  did  not  consider  that,  anyway. 

The  Chairman.  Do  you  know  what  per  cent  of  the  tube  busi- 
ness was  included  in  tnis  organization,  approximately  ? 

Mr.  Kennedy.  I  do  not  know  exactly,  but  it  was  nearly 
all.  *  ♦  ♦  I  should  have  said  90  per  cent,  but  I  would  not 
be  positive.     (Hearings,  pp.  5076-5079.) 

The  most  important  companies  acquired  were  the  National  Tube 
Works  Co.,  with  plants  at  McKeesport  and  Pittsburgh,  Pa.;  and 
the  Riverside  Iron  Works  with  plants  at  Wheeling  and  Benwood, 
W.  Va.,  and  SteubenviUe,  Ohio.  *  *  ♦  The  remaining  plants 
were  those  of  the  following  companies :  Pennsylvania  Tube  Co.,  Pitts- 
bui^h,  Pa.;  Oil  City  Tube  Co.,  Oil  City,  Pa.;  National  Galvanizing 
Works,  Versailles,  Pa.;  Syracuse  Tube  Co.,  Syracuse,  N.  Y.;  Dela- 
ware Iron  Co.,  New  Castle,  Del. ;  Allison  Manufacturing  Co.,  Philar 
delphia.  Pa.;  Cohoes  Tube  Works,  Cohoes,  N.  Y.;  Ohio  Tube  Co., 
Warren,  Ohio,  and  Morristown,  Pa. ;  American  Tube  &  Iron  Company, 
Middletown,  Pa.,  and  Youngstown,  Ohio;  Chester  Pipe  &  Tube  Co., 
Chester,  Pa.;  Oil  Well  Supply  Co.,  Pittsburgh,  Pa. 

These  smaller  plants  entering  the  consolidation  had  an  annual 
capacity  of  about  650,000  tons  of  iron  and  steel  wrought  pipe. 
*  *  ♦  The  aggregate  capacity  of  the  National  Tube  Works  and 
the  Riverside  Iron  Works  was  about  350,000  tons. 

In  the  consoUdation  of  these  plants,  all  purely  finishing  mills,  there 
was  no  opportunity  for  ** integration"  with  the  economies  incident 
to  it.  Plants  necessarily  separate  and  distinct  from  their  nature, 
one  corporate  control  and  ownership  could  not  coordinate  them,  as 
blast  furnaces,  converters  and  rolling  mills  are  operated  together,  so 
that  the  molten  metal  by  a  continuous  process  passes  from  the  blast 
furnace  into  the  converter  and  thence  to  the  rolls,  without  interruption 
or  delay,  till  still  hot  it  emerges  a  finished  plate  or  rail  or  other  finished 
product. 

**This  business,"  says  JuKan  Kennedy,  "is  not  necessarily  very 
highly  oi^anized  and  with  a  small  amount  of  capital.  Small  or 
large,  each  miU  bought  its  raw  material  cold,  usually  billets,  and  con- 
verted them  into  tubes.  A  small  mill  could  operate  relatively  as 
economically  as  a  large  one."  These  works  were  simply  held  together 
by  a  ''coDMnimity  of  ownership''  under  one  corporate  control. 

During  the  boom  season  men  had  gone  mto  the  business  hurriedly 
and  some  of  the  plants  were  suffering  from  the  'diseases  of  infancy," 
a  great  many  more  were  afflicted  by  the  less  curable  and  more  serious 
maladies  of  old  age. 

Kennedy  inspected  these  plants  in  1898  or  1899;  the  Steel  Corpora- 
tion acquired  them  in  1901,  and  by  1907,  6  out  of  the  17  works  above 
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enumerated  were  abandoned,  and  according  to  the  Commissioner 
of  Corporations,  ' '  the  reconstruction  of  the  McKeesport  works  of  the 
National  Tube  Co.  involved  an  expenditure  of  several  millions  of 
dollars." 

In  answer  to  a  request  from  the  committee,  the  corporation  has 
furnished  it  a  list  of  its  plants  abandoned  or  dismantled.  The  fol- 
lowing brief  description  of  six  of  the  plants  which  formed  the 
National  Tube  Co.  and  were  ''shut  down  and  dismantled"— 
demolished  in  from  two  to  six  years  after  they  were  acquired — is 
taken  from  that  record: 


Sabsidiary  company 
owning  plant. 

Location  of  plant 

Date 

originally 

built. 

Date 
aban- 
doned. 

Product  made. 

Anooal 
tonnage 
capacity 
at  date 
of  aban- 
donment. 

National  Tube  Co... 

Alliaon  works,  Philadelphia,  Ta. 

American  works,  Middletown, 

Pa. 

Chester  works,  Chester,  Pa 

Cohoes  works,  Cohoes,  N.  Y 

Oil  City  works.  Oil  City,  Pa 

Yoimgstown    works,    Voimgs- 

town,  Pa. 

1866 

1880 

1877 
1876 
1886 
18S6 

1907 

1907 

1905 
1907 
1903 
1907 

Charcoal  boiler 

tubes. 
Wrought  pipe... 

14,000 

114,000 

47,000 

• . . . .  do  •••••••••• 

14,700 
68,900 

.....  do  •.••«••.•. 

35,000 

These  plants  were  of  all  of  an  old  type  of  construction,  and  in  every  instance  the  supply  of  steel  required 
for  their  operation  had  to  be  shipped  in  to  them.  This  condition  of  affairs  resulted  in  high  costs  of  mano- 
tBctun  at  these  plants.  To  have  continued  the  plants  in  operation  would  have  necessitated  their  beio; 
rebuilt  at  an  early  date  and  equipped  with  modem  facilities.  But  even  to  have  done  this  would  not  have 
resulted  in  much  economy  in  cost  of  operation,  because  of  the  isolation  of  these  plants  from  the  source  of 
steel  supply  and  the  disadvantage  of  their  location  for  distribution  of  product.  Accordingly,  the  company 
in  1903  decided  to  and  commenced  the  construction  of  ejctensions  to  its  plants  at  McKeesport,  Pa.,  and 
Lorain,  Ohio,  and  concentrated  at  these  2  plants  the  manufacture  of  the  tonnage  previously  produced 
at  the  abandoned  plants.  Both  McKeesport  and  Lorain  produce  steel  from  the  ore  up,  and  so  are  8elf> 
contained  plants.  The  6  old  plants  were  not  shut  down  and  dismantled  until  facilities  had  been  (Ully 
installed  at  McKeesport  and  Lorain  to  care  for  a  tonnage  equivalent  to  that  produced  at  the  old  plants. 
The  extensions  to  the  McKeesport  and  Lorain  plants  added  460,000  gross  tons  annually  to  the  company's 
output,  considerably  more  than  the  tonnage  of  the  abandoned  plants. 

We  are  not  left  in  doubt  as  to  the  motive  and  the  sole  motive  for 
the  consolidation  of  these  concerns;  it  is  stated  by  its  president, 
Mr.  Converse,  and  spread  upon  the  company's  minutes. 

It  is  well  known  the  tendency  lately  so  conspicuous  to  establish 
a  community  of  ownership  or  a  unified  control  over  great 
industries  as  the  only  means  of  restraining  destructive  competition 
led  to  the  incorporation  of  various  great  companies. 

Julian  Kennedy,  acting  for  J.  P.  Morgan  &  Ck).,  having  visited  and 
carefully  inspected  these  plants,  and  after  taking  into  consideration 
the  physical  value  of  the  plants  as  going  concerns,  ajid  allowing  an  ad- 
ditional amount  for  the ' '  diseases  of  infancy,"  ' '  the  valuation  we  made 
was  a  little  higher  (than  a  physical  valuation)  because  anybody 
reproducing  that  plant  would  have  to  run  it  almost  for  a  year  in  get- 
ting the  organization  perfected  and  the  machinery  adjusted,  which 
is  part  of  the  construction  cost,  although  not  always  considered  that/' 
After  including  everything  of  actual  tangible  value,  "but  nothing  for 
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good  will  or  the  possible  effects  of  combination/'  he  reported  to 
)Ir.  Moi^gan  that  the  actual  value  of  these  plants  did  not  exceed 
$19,000,000,  and  that  the  owners  were  demoralized  and  disheartened; 
that  it  was  a  buyer's — a  consumer's  market. 

Undismayed  by  this  dismal  prospect,  J.  P.  Morgan  &  Co.,  with  an 
amazing  audacity,  launched  this  new  $19,000,000  monopoly  on  its 
course  with  a  total  capitalization  of  $80,000,000,  and  for  their  valued 
services  in  thus  restraining  the  previously  obnoxious  and  '^destructive 
competition,"  received  as  coifipensation  securities  of  this  concern 
aggregating  $20,000,000,  or  one  million  more  than  the  total  value  of  all 
the  17  tube  plants,  1  in  need  of  reconstruction  and  6  "old  style," 
"isolated,"  and  "not  equipped  with  modern  facilities,"  or  on  the  verge 
of  being  "shut  down  and  dismantled." 

To  the  uninitiated  this  would  appear  to  be  an  utterly  impossible 
task.  Under  the  circumstances,  the  sudden  and  instant  prosperity  of 
the  National  Tube  Co.  is  an  object  lesson  of  no  little  moment,  iUus- 
trating  the  immense  power  of  an  absolute  monopoly,  no  matter  how 
inferior  or  defective  or  obsolete  the  plants,  or  how  incapable  the 
management  and  operation.  With  all  the  essential  elements  of  fail- 
ure, antiquated  plants,  badly  located  and  burdened  by  this  huge 
overcapitalization,  nevertheless: 

"  The  National  Tube  Co.  was  one  of  the  most  successful  concerns  of 
the  United  States  Steel  Corporation,  and  by  the  time  it  was  acquired 
by  the  latter  its  common  stock  had  a  high  market  value  because  of 
ike  company's  earning  power.  For  the  year  ending  June  30,  1900,  the 
profits  of  this  company,  after  deducting  all  expenses,  exceeded 
$14,600,000,  and  after  deduction  for  depreciation,  bad  debts,  etc.,  the 
net  earnings  were  $13,878,000."  This,  it  will  be  seen,  was  at  the  rate 
of  35  per  cent  on  the  $40,000,000  of  preferred  stock  outstanding  and 
the  rate  of  17  per  cent  in  the  total  capitalization  of  $80,000,000,  or 
more  than  73  per  cent  of  the  actual  value  of  the  entire  property. 

In  order  to  illustrate  the  purposes,  methods,  and  effect  of  such  con- 
solidations, we  have  described  somewhat  in  detail  the  organization 
and  operation  of  the  National  Tube  Co.  In  discussing  the  other  con- 
cerns forming  the  so-called  "Morgan  group,"  this  is  not  necessary, 
owing  to  the  fact  that  the  same  scheme  for  throwing  together  into  one 
mass  "of  unrelated  units,"  efficient  and  inefficient,  new  and  obsolete 
plants  under  one  control  and  into  one  heavily  overcapitalized  corpora- 
tion, characterized  all  the  operations  of  J.  P.  Morgan  &  Co.  in  the 
steel  industry.  The  control  established  by  the  organization  of  the 
National  Tube  Co.  as  a  practical  monopoly,  the  prohibitive  duty  of 
$40  per  ton  imposed  by  the  tariff,  and  the  enormous  profits  of  the 
National  Tube  Co.,  as  exhibited  by  its  earnings  for  the  year  1 900, 
clearly  demonstrate  its  power  to  raise  or  lower  the  price  to  the 
consumer. 


16         INVESTIGATION  OF  UNITED  STATES  STEEL  COEPOBATIOH. 

AHEBICAN  BBIDOE  CO. 

The  American  Bridge  Co.,  through  banlrng  connections,  waa 
affiliated  with  the  Federal  Steel  and  the  National  Tube  Co..  these 
three  companies  be^  ng  spoken  of  as  the  Morgan  companies.    ^   *   * 

The  American  Bridge  Co.  falls  in  the  same  general  class  with 
the  American  Tin  Plate  Co.,  the  American  Sheet  Steel  Co., 
American  Steel  &  Wire  Co.  and  the  National  Tube  Co.,  in  that  it 
was  a  consolidation  of  previously  competing  concerns. 

The  plants  entering  the  combination  were  unrelated  units 
dependent  upon  the  larger  steel  manufacturers  for  the  steel  which 
constituted  their  raw  material^  and  the  comjHiny  vxls  conspicuously 
undeveloped  from  the  standpoint  of  intearation  of  j^rodudive  proc- 
esses. It  was  concerned  with  a  specialty;  that  is,  as  the  name 
indicates,  the  erection  of  bridges.  It  also  engaged  extensiyely 
in  the  erection  of  steel  construction  for  buildings. 

Its  annual  capacity  was  about  600,000  tons.  It  did  not  have 
as  high  a  degree  of  control  as  some  of  the  other  consolidations 
here  discussed.     QI.  K.  S.  Rept.,  pt.  2,  p.  93.) 

The  organizers  of  this  company  attempted  to  prevent  such  competi- 
tion as  might  result  from  a  lack  of  ''complete  control/'  by  various 
devices  and  contracts  in  restraint  of  trade. 

A  certain  Mr.  Ladd  seems  to  have  secured  some  sort  of  control  or 
option  on  the  27  companies  which  were  to  be  consolidated  in  the 
Ajnerican  Bridge  Co.  From  the  minutes  of  this  company  (May  4, 
1900)  it  is  evident  that  one  of  the  principal  assets  which  he  proposed 
to  deliver  to  the  new  concern  was  an  agreement  entered  into  by  all  the 
former  owners  not  to  compete  with  this  new  concern  for  a  period  of£0  years. 

This  agreement  provides  that  the  vendors  or  their  agent,  the  party 
of  the  first  part,  further  agrees  to  procure  and  deliver  to  the  bridge 
company  proper  agreements  in  writing  and  in  form  acceptable  to  the 
bridge  company    *    *    *    to  the  effect  that — 

Said  party  of  the  first  part  and  said  persons,  respectively, 
wiXl  not  during  the  period  of  20  yearSj  direcUy  or  indirecUyj  mthout 
the  consent  in  writing  of  the  bridge  company,  engage  or  be  interested 
in  the  business  of  ondge  building,  or  manufacturing  or  selling 
structural  iron  or  steel,  either  individually  or  as  copartners,  in  any 
firm  or  as  agents  for  others,  or  as  officers,  directors,  or  stock- 
holders of  any  corporation  or  association  other  than  the  bridge 
company  or  its  successors,  in  any  State,  district,  or  Territory  of 
the  United  States,  or  any  of  its  possesssions,  except  the  Territory 
of  New  Mexico.    *    *    * 

It  was  further  provided  that — 

''The  $30,000,000  preferred  stock  issued  shall  represent  the 
plant  values  as  arrived  at  by  audit  and  appraisal,  and  $10,000,000 
cash  working  capital.  Of  the  $30,000,000  common  stock,  one 
half,  or  $15,000,000,  will  go  with  the  $30,000,000  of  preferred  and 
the  other  half  or  $15,000,000,  wiU  go  to  J.  P.  Morgan  <fe  Co.,  as 
commission^  and  which  they  will  use  for  the  purpose  of  forming 
their  syndicate  for  themselves  and  to  indemnify  me  for  my 
efforts.'^'    ♦    ♦    ♦ 
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Upon  the  absorption  of  this  company  the  United  States  Steel  Cor- 
poration was  subrogated  to  its  rights  under  this  contract. 

As  will  be  hereafter  most  apparent,  the  one  thing  most  feared  and 
dreaded  by  these  various  consolidations  was  competition  by  the  Car- 
negie Co.,  actual  or  possible,  and  the  Carnegie  Co.  was  in  the  bridge 
business.  "Destructive  competition '^  might  reasonably  be  appre- 
hended at  any  time  unless  the  "Ironmaster"  was  in  some  way  satis- 
fied, the  following  recital  from  the  report  of  the  board  of  directors 
of  the  Carnegie  Co.,  April  23, 1900,  explains  the  terms  and  conditions 
under  which  Carnegie  was  induced  to  keep  out  of  the  bridge  business. 

Mr.  L.  C.  Phipps.  Most  everyone  present,  I  think,  under- 
stands the  proposition  of  selling  the  Keystone  Bridge  Works  to 
the  Ajnerican  Bridge  Co.  I  tnink  it  would  be  well  to  incor- 
porate in  our  minutes  the  proposition  made  by  the  promoter, 
Mr.  Ladd,  under  date  of  April  2,  1900. 

Simultaneously  with  the  purchase  of  the  Keystone  plant  an  agree- 
ment was  entered  into  by  the  contracting  parties  whereby  the  bridge 
company  was  to  purchase  51  per  cent  of  all  materials  required  and 
''to  enjoy  from  the  Carnegie  Co.  at  terms  or  rates  more  advantageous 
ihan  the  terms  or  rates  at  which  the  Carnegie  Co.  wovld  seU  similar 
nuUerials  to  any  other  cusUmierJ' 

The  following  colloquy  between  Mr.  Lynch  and  Mr.  Schwab,  then 
president  of  the  Carnegie  Co.,  throws  much  additional  light  on  the 
transaction. 

Mr.  Ltnch.  I  rather  favor  the  comnany  retaining  this  depart- 
ment. If  the  matter  has  been  carefully  gone  over  by  the  other 
members  of  this  board  and  the  steel  company  board  has  approved 
of  the  sale  and  transfer,  then  I  would  vote  for  it. 

*  «  «  «  *  «  4t 

Mr.  Schwab.  The  proposition  has  been  considered  very 
carefully.  Mr.  Carnegie  approves  and  also  Mr.  Henry  Phipps. 
It  is  our  opinion  thai  we  are  getting  a  very  good  price  for  Keystone 
($2,000,000  in  preferred  atid  $1,000,000  m  common  stock  of  the 
bridge  company),  and  the  contract  which  we  are  to  make  giving 
us  50  per  cent  of  the  steel  to  be  purchased  by  the  consolidated 
company  will  prove  a  very  beneficial  thing  for  us.  If  the 
bridge  company  does  not  take  75  per  cent  of  the  bridge  works 
in  the  United  States,  we  are  then  privileged  to  build  a  works 
of  our  own.  If  we  continued  in  the  bridge  business  we  would 
most  certainly  have  to  rebuild  the  Keystone.  (Min.  board 
directors  Carnegie  Co.  June  6, 1900,  MacRae's  Rept.,  p.  4101.) 

It  appears  from  the  records  of  the  United  States  Steel  Corporation, 
which  took  over  this  plant  a  few  months  after  this  statement,  that  Mr. 
Schwab  by  no  means  overstated  the  case. 

All  except  the  Walker  plant  were  old  and  very  much  run 
down.  Especially  was  this  the  ca^e  with  the  largest  one — (he 
Keystone.  It  was  of  an  old  and  obsolete  type  and  production 
cost  excessively  high. 

MMd"— H.  Bept  1127, 62-2 2 
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This  old  concern  was  carried  on  the  books  of  the  Carnegie  Ck>.  at  the 
time  at  a  valuation  of  $50,000.     (MacRae's  Kept.,  p.  2618.) 

The  Keystone  was  not  the  only  one  of  these  bridge  plants  ixrhich 
''would  most  certainly  have  to  be  rebuilt"  or  dismantled;  the  sellers 
and  purchasers  seem  to  have  agreed  on  the  obsolete  and  worthless 
condition  of  10  out  of  27  of  these  plants.^ 

It  then  appears  that  10  out  of  27  of  these  ''unrelated  units" 
"conspicuously  undeveloped  from  the  standpoint  of  productive 
processes"  were  "old  or  obsolete/'  or  their  production  cost  was 
"excessive,"  or  about  to  "fall  down"  and  some  seemed  to  combine 
several  of  these  defects. 

Had  they  been  new  and  up  to  date,  no  legitimate  advantage  could 
possibly  have  accrued  to  J.  P.  Morgan  &  Co.,  and  subsequently  to 

1  The  JbUowfxig  detailed  and  tabulated  statemeot  made  by  tbe  United  States  Sted  Oorporatloii  shows 
the  ooDdltion  ofthese  plants  Immediately  after  they  were  acquired: 

HU  of  ptanU  abandoned  5y  wMHary  companUi  of  UnUed  BtaUt  8ted  Oorpcraiion  from  Apr.  i.  t90i 

to  Jmi9  tt  t9tt. 


Subsidiary  company 
owning  plant. 

Location  of  plant. 

Date 

originally 

buUt. 

Date  aban- 
doned. 

Product  made. 

•^flDual 
totmago 

aban- 
dkxnad. 

Amsrioan  Bridge  Co. 

Rochester  plant,  Rochester, 
N.Y.I 

Eevstone  plant,  Pittsburgh, 

Pittsburgh  plant,  Pittsburgh, 

Pa.« 
Walker    plant,    Pittsburgh, 

Pa.« 
Youngstown  plant,  Youngi- 

town,  Ohio." 
BuiZalo  plant,  Buffalo.  N.  Y.*.. 
Columbus  plant,  Columbus, 

Ohio." 
La  Fayette  plant,  La  Fayette, 

Ind.> 
Schults  plant,  MoKees  Rooks, 

Pa.« 
Milwaukee  plant,  MUwaukee, 

Wis.« 

1672 

1865 

1878 

1899 

1888 

1883 
1886 

1891 

1850 

1875 

Apr.,  1900 

Feb.,  1906 

Dec..  1908 

Apr.,  1904 

May,  1904 

Apr.,  1904 
Feb.,  1906 

Hay.  1904 

Feb.,  1903 

Jan.  1910 

Fabricated 
structural 
material. 

do 

Gnm 
Cow. 
•.«0 

48,200 

16.000 

U,000 

12,900 

6^400 
4.»0 

3,200 

9,600 

16,700 

r 

do.... 

•  «  •  »  mUOv^****  •  «  *  •  * 

•  ••  •  •QO- ••••••••«■ 

....  .QO.  «••«  ...... 

....  .uw.  .••«  ...... 

.....do.. ......... 

.....dO.a.. ■«•.... 

....  .do...... .  .... 

>  Very  old  and  obsolete:  buildings  about  ready  to  fsll  down.  Could  not  operate  profitably.  The  ^nrnirarn 
output  of  the  above  six  plants  abandoned  because  they  were  old,  obsolete,  and  no  lancer  profitable  to  opciw 
ate,  was  transferred  to  and  taken  care  of  by  the  new,  modem,  and  up-to-date  plant  oonstnicted  by  the 
company  at  Elmlra,  N.  Y.  These  six  old  plants  served  largely  oentraiand  northern  New  York  State  and 
New  England.  Elmlra  was  chosen  as  the  point  of  concentration,  as  nearly  all  raw  steel  from  Plttaburgh 
for  above  territory  is  shipped  through  Elmiia.  The  new  plant  at  Ehnira  has  a  capacity  of  64,000  eras 
tons  annually. 

•  These  were  all  Pittsburgh  district  plants.  All  except  the  Walker  plant  were  old  and  very  mu^  run 
down.  Especially  was  this  the  case  with  the  larnst  one.  Keystone.  It  was  of  an  obsolete  tm  and  pro- 
duction cost  excessively  high.  Instead  of  rebuilding  any  or  all  of  these  plants  it  was  conduded  to  coDoai- 
trate  the  output  at  a  single  plant  hi  the  Pittsburgh  district  Acoordlnoy  the  Ambridge  plant  (near  Pitt^ 
bureh)  was  oonstnicted  and  all  available  euuipment  and  facilities  oT&e  old  plants  removed  to  it.  The 
Ambridge  plant  is  modem  in  every  particular  and  has  an  annual  capaoi^  of  200,000  croas  tons  of  *>»««N4 
flibricated  materiaL 

•  These  were  small  highway-bridge  plants;  they  were  poorly  arranged  and  their  coets  were  high.  As 
extension  was  built  to  the  Canton  (Ohio)  plant  and  the  tonnage  oapadty  of  the  two  plants  wis  tianateiad 
to  and  taken  care  of  at  that  point. 

•  These  plants  were  totally  destroyed  by  fire  on  Feb.  24, 1903,  and  Jan.  8. 1910,  respectively.  The  Sdmlta 
plant  was  entirely  and  the  Milwaukee  plant  largely  on  leased  ground,  and  it  was  decided,  tberelDre,  not  to 
rsbuild.  Moreover,  the  tonnage  capacity  of  these  plants  was  taken  care  of  by  the  new  plants  at  AataridflS 
and  Gary,  which  were  under  oonstruotion  at  the  tune  of  the  respective  fires. 
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the  Steel  Corporation,  by  operating  under  a  community  of  ownership, 
according  to  Julian  Kennedy,  in  every,  way  qualified  to  express  a 
competent  and  disinterested  opinion.  Asked  if  it  was  necessary 
that  a  bridge  plant  be  large  or  ''integrated''  in  order  to  economically 
manufacture  structural  shapes,  he  replied: 

No ;  it  is  not  necessary  to  be  extremely  large.  A  moderate  sized 
plant  does  very  well  within  its  range  of  sizes.  It  can  not  build 
as  large  work  as  larger  plants,  of  course.    *    *    * 

There  is  not  much  manufacturing  in  a  bridge  plant.  There  is 
not  much  chance  for  one  works  to  operate  cheaper  than  another.  It 
is  an  assembling  proposition,  holes  to  punch  and  rivets  to  drive,  and 
one  plant  can  do  this  character  of  work  about  as  cheaply  as  another. 

The  Chairman.  The  only  way  in  which  the  price  of  bridge 
and  structural  materials  could  be  maintained  would  have  been 
to  take  over  these  concerns  whether  they  were  dismantled  or  not  ? 

Mr.  Kennedy.  I  think  so;  yes.     (Hearings,  p.  5082.) 

From  the  nature  of  the  business  no  material  advantage  was  gained 
by  consolidation,  and  the  dilapidated  condition  of  the  plants  engaged 
in  it  rendered  efficient  or  aggressive  competition  manifestly  impos- 
sible, and  therefore  every  effort  and  every  sacrifice  was  made  to 
restrain  or  placate  competitors. 

The  agreement  to  give  $3,000,000  par  value  in  bonds  for  an  old 
and  admittedly  obselete  and  dilapidated  plant,  to  bind  themselves  to 
purchase  51  per  cent  of  their  raw  material  from  the  Carnegie  Co.,  upon 
the  condition  that  it  would  keep  out  of  the  bridge  business,  is  con- 
clusive proof  of  the  excessive  price  at  which  the  bridge  company  was 
forced  to  buy  its  peace  of  Mr.  Carnegie,  notwithstanding  the  fact 
that— 

The  American  Bridge  Co.,  through  banking  connections,  was 
affiliated  with  the  Federal  Steel  and  National  Tube  Co. 

Morgan  &  Co.  were,  by  resolution  of  the  board  of  directors  of 
the  bridge  company,  appointed  its  fiscal  agents  and  bankers. 
(Mm.  board  directors  American  Bridge  Co.,  May  11,  1900, 
MacRae's  Kept.,  p.  4173.) 

Not  one  pound  of  steel  would  the  bridge  company  have  purchased 
from  Carnegie  which  could  have  been  secured  from  the  Federal  Steel. 
Transactions  between  those  members  of  the  same  ^' group"  were  in 
the  nature  of  ''intercompany  profits." 

J.  P,  Morgan  himself  was  a  director  in  the  Federal  Steel  Co.  Bobert 
Bacon  and  Charles  Steele,  of  the  firm  of  Morgan  &  Co.,  were  directors 
in  both  companies. 

The  similarity  between  the  Federal  Steel  Co.  and  the  Carnegie 
Co.  extended  to  the  character  of  their  output,  the  principal 
products  of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines,  and,  like  its  Pittsburgh 
rival,  many  oi  its  best  customers  were  themselves  steel  manu- 
facturers.    03.  E.  S.  Rep.,  pt.  2,  p.  88.) 
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And 

The  Federal  Steel  Co.  owned  the  Illinois  Steel  Co.,  which  made 
structurals,  Z's,  channels,  angles,  blooms^  billets,  ingots,  bars, 
and  pretty  nearly  everything  along  that  line.  (Hearings,  pi.  1, 
p.  41.) 

Nevertheless,  these  ''unrelated  units,"  dependent  upon  the  larger 
steel  manufacturers  for  the  steel  which  constituted  their  raw  mate- 
rial, bound  themselves  to  purchase  the  greater  part  of  that  material 
from  the  most  dreaded  rival  of  the  Federal  Co.  (see  Hearings,  p.  220), 
although  that  company  made  ready  for  assembling  iron  and  steel  in 
every  conceivable  form  which  any  bridge  company  could  require. 
Judge  Gary  admits  the  Federal  Steel  was  deficient  in  not  having 
sufficient  finishing  mills  to  make  it  a  perfectly  good  proposition. 
(Hearings,  p.  204.)  Finishing  mills  were  their  most  coveted  custom- 
ers and,  having  alUances  through  stock  ownership  or  otherwise  with 
tube  and  wire  mills,  consumers  of  structural  shapes  were  the  most  cov- 
eted of  all.  This  company  had  not  the  monopoly  possessed  by  the 
tube  company;  its  plants  were  equally  as  antiquated  and  as  badly 
located,  and  it  was  weighed  and  trammeled  by  the  inexorable  de- 
mands of  the  powerful  Carnegie  Co. 

This  property,  as  we  have  seen,  was  promoted  by  one  Gifford  Ladd, 
and  as  stated  by  the  Commissioner  of  Corporations — 

Of  the  $14,500,000  total  cash  capital  provided  approximately 
$12,690,000  was  expended  for  plants  and  working  capital,  this 
amount  including  the  $5,500  paid  the  promoter.  This  left  net 
cash  balance  on  nand  of  $1,832,000. 

For  services  rendered  in  assembling  these  plants,  which  were  bought 
outright  for  $12,670,000,  together  with  a  covenant  by  the  vendors  not 
to  engage  in  the  bridge  or  structural  steel  business  anywhere  in  the 
United  States,  outside  of  New  Mexico,  J.  P.  Morgan  &  Co.  and  other 
promoters  received  securities  of  the  reorganized  company  of  the  par 
value  of  $15,000,000  or  $2,130,000  more  than  the  actual  value  of  all 
the  plants,  good  wiU  included, 

J.  P.  Morgan  &  Co.  were  not  the  only  financiers  who  at  this  time 
reaped  a  rich  harvest  from  the  consoUdation  of  hitherto  distinct  or 
unrelated  units  in  the  steel  industry. 

From  a  financial  point  of  view  there  were  four  groups — 
"Morgan,"  '^Moore,"^ 'Tamegie,"  and  "Rockefeller.'^  (Com. 
Kept.,  pt.  2,  p.  10.) 

The  National  Steel,  American  Sheet  Steel,  American  Tin  Plate,  and 
American  Steel  Hoop  Cos.  were  all  "Moore"  concerns.  (Com.  Kept., 
p.  10,  pt.  2.) 
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THE  NATIONAL  8TEXL  00. 

The  National  Steel  Co.  produced  semifinished  products,  and  owing 
to  its  close  relations  to  the  steel  hoop,  sheet  steel,  and  tin-plate  com- 
panies, all  ''Moore  concerns"  organized  by  the  same  syndicate,  it 
found  in  these  finishing  mills  a  ready  market  for  its  product  and  in 
this  respect  had  a  decided  advantage  over  the  Federal  Steel  Co. 

The  total  cash  value  of  the  property  and  cash  assets  acquired  by 
the  company  at  its  organization  over  and  above  its  underlying  bonds 
did  not  exceed  the  S26,000,000  preferred  stock  issued. 

In  addition  to  the  preferred  this  company  issued  $32,000,000  of 
common  stock,  all  of  which  was  admittedly  pure  water,  $5,000,000  of 
which  went  to  promoters,  the  balance  was  given  as  a  bonus  to  the 
purchasers  of  preferred  stock. 

This  company  subsequently  acquired  certain  ore,  steamships,  and 
other  properties.  The  Commissioner  of  Corporations  estimates  the 
total  value  of  its  tangible  property  on  April  1,  1901,  at  $39,898,000. 

AHBBICAN  8TEBL  HOOP  OO. 

The  organization  of  the  (American  Steel  Hoop)  company  was  con-- 
ducted  by  W.  H.  Moore  in  connection  with  New  York  bankers.  C.  S. 
Guthrie,  then  president  of  the  company,  in  testimony  before  the 
industrial  commission  in  October,  1899,  said  that  the  organization  of 
the  American  Steel  Hoop  Co.,  the  American  Tin  Hate  Co.,  and  the 
National  Steel  Co.  was  '' substantially  the  same  in  every  respect." 
This  means  that  the  promoters  determined  upon  a  cash  valuation  of 
the  plants  and  then  gave  the  purchasers  the  option  of  cash  or  taking 
preferred  stock,  up  to  the  amount  of  such  cash  valuation  of  the  prop- 
erty, with  an  equal  amount  of  common  stock  thrown  in  as  a  bonus. 

All  of  the  common  stock  of  the  company  at  its  organization  was 
nothing  but  "water — the  capitalization  of  future  hopes."  "It  will 
be  noted  that  the  issue  of  the  common  stock  exceeded  that  of  the  pre- 
ferred by  $5,000,000.  This  went  to  the  promoters  for  'organization 
expenses.'"     (Rept.  Com.,  pt.  2,  p.  139.) 

It  was  primarily  a  combination  of  previously  competing  concerns, 
and  a  desire  to  hmit  competition  arid  afford  a  large  profit  to  pro- 
moters was  undoubtedly  the  ruling  motive  in  its  organization. 
(H.  K.  S.  Rept.,  pt.  1,  p.  1.) 

This  company  was  a  consolidation  of  nine  concerns,  etc.  The  com- 
missioner of  corporations  places  a  value  of  $11,000,000  on  these  nine 
plants,  but  with  the  qualification  that  this  estimate  is  probably  too 
liberal  (p.  185). 

The  excessive  overcapitalization  of  this  and  like  concerns  in  the 
"Moore  group"  was  thoroughly  understood  by  the  Steel  Corporation. 
At  a  meeting  of  the  board  of  du*ectors  of  the  Carnegie  Steel  Co.  Judge 
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Reed,  president  of  one  of  these  ''Moore  companies"  and  closely 
identified  with  the  organization  of  all  of  them,  made  the  following 
important  observation  in  reply  to  a  proposal  to  consolidate  the  Steel 
Hoop  with  other  companies: 

Then  the  question  came  up  as  to  the  propriety  of  making  a 
consolidation  instead  of  a  lease,  but  that  mvolved  the  same 
diflSculty,  because  any  stockholaer  who  was  not  satisfied  with 
the  consolidation  covla  demand  an  appraisement;  and  an  aj^praise- 
ment  at  any  time  of  these  properties  to  decide  what  the  stock  is  worth 
wovM  he  embarrassing  to  say  (he  least     (McRae  Rept.,  p.  4056.) 

When  this  company  could  not  buy  a  competing  plant  bodily,  it 
paid  it  to  stay  out  of  the  business. 

Hoop  steel,  especially  cotton  ties,  was  its  specialty  (Com.  Rept., 
pt.  2,  p.  3),  and  being  unable  to  take  over  the  costly  Illinois  Steel  Co., 
it  paid  it  $  150,000  annually  to  keep  out  of  the  cotton-tie  business. 
(McRae's  Rept.,  p.  4056.) 

The  consolidation  of  the  nine  constituent  concerns  forming  the 
American  Steel  Hoop  Co.  at  approximately  300  per  cent  of  their 
actual  value  was  simply  the  capitalization  of  the  power  to  fix  the  price 
of  steel  hoops  and  cotton  ties,  which  the  promoters  sought  to  attain 
by  this  merger. 

AHEBICAN  SHEET  STEEL  CO. 

The  American  Sheet  Steel  Co.  was  a  combination  of  164  sheet  mills 

and  a  few  open-hearth  and  puddling  furnaces.     The  Conmiissioner  of 

Corporation  values  an  ordinary  sheet  mill  at  $40,000,  or  $6,500,000  for 

the  mills.     ''The  additional  plants  of  the  company  could  not  have 

been  worth  more  than  a  few  million  dollars/'  in  the  opinion  of  the 

Commissioner  of  Corporations.     (H.  K.  S.  Rept.,  pt.  2,  p.  141.)     He 

says: 

Tliis  company  was  virtually  a  counterpart  of  the  American 
Tin  Plate  Co.,  in  that  it  was  organized  to  consolidate  previously 
competing  concerns  and  in  that  it  was  engaged  in  uie  manu- 
facture of  practically  a  single  product — sheets.  Its  annual 
capacity  was  in  the  neighbomood  of  500,000  tons,  this  repre- 
senting about  70  per  cent  of  the  country's  total  capacity  at  the 
time  of  its  organization.  The  element  of  integration  was  hardly 
present  in  its  case.     (Rept.  Com.  of  Corp.,  pt.  1,  p.  91.). 

Tliese  164  "unrelated  units,"  valued  at  $6,500,000,  with  other 
properties  of  comparatively  small  value — "a  few  millions" — ^were 
consolidated  and  capitalized  at  $52,000,000.  Forty-nine  million  dol- 
lars of  the  stock  was  actually  issued. 

This  company  is  in  every  respect  a  ''counterpart"  of  the  American 
Tin  Plate  Co.,  and  any  analysis  of  the  motives  or  methods  of  the  pro- 
moters of  the  latter  concern  will  apply  with  equal  force  to  the  Sheet 
Steel  Co. 
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AMEBIOAN  TIN  PLATE  OO. 

Tin-plate  mills  are  absolutely  '^unrelated  units";  there  is  no  pos- 
sible economy  in  either  the  physical  or  corporate  consolidation  of 
these  concerns.  The  cost  of  producing  tin  plate  remains  the  same 
whether  the  mills  are  owned  or  operated  separately  or  collectively. 

Julian  Kennedy,  speaking  from  actual  experience,  demonstrates 
the  impossibility  of  cheapening  the  cost  of  producing  tin  plate  by 
merger  of  the  plants. 

The  CHAiRif AN.  Is  there  any  company — can  a  man,  for 
instance,  operate  10  or  12  mills — the  rolls— used  in  the  manu- 
facture of  tin  plate  approximately  as  cheaply  as  he  could  a 
thousand  f 

Mr.  Kennedy.  Yes;  there  is  not  much  difference.  ♦  ♦  ♦ 
In  making  tin  plate  you  roll  that  plate  on  a  mill,  and  if  you  want 
to  make  twice  as  much  tin  plate  you  put  another  mill  on  the  side, 
and  if  you  want  to  make  10  times  as  much  you  put  on  10  mills. 
You  keep  on  adding,  like  looms  in  a  woolen  mill.  In  other 
words,  before  you  get  to  the  bar  there  is  a  long  sequence  of 
operations — melting  the  ore,  converting  in  open-hearth  fur- 
naces, casting  it  into  ingots — and  there  is  a  big  investment  in 
mines,  which  is  considered  essential  to  start  in  with.  *  *  * 
But  with  a  tin  mill  a  man  can  start  in  with  6  hot  mills  and  make 
his  product  as  cheaply  as  if  he  had  60,  proportionately.  *  *  * 
OnDnarily  sheet  iron  would  come  under  the  same  conditions; 
bridge  work  would  be  similar.     (Hearings,  pp.  5127-5128.) 

Notwithstanding  the  fact  that  no  legitimate  advantage  or  con- 
ceivable economy  could  possibly  accrue  from  the  consolidation  of 
these  plants,  the  American  Tin  Plate  Co.,  in  the  latter  part  of  1898, 
"acquired  practically  every  tin-plate  concern  in  the  country,  giving 
it  an  almost  complete  monopoly  of  that  branch  of  the  industry.'' 
(H.  K.  S.,  Kept.,  pt.  2,  p.  3.) 

The  American  Tin  Plate  Co.  typifies  that  class  of  consolidations 
which  were  distinctly  lacking  from  the  standpoint  of  integration 
of  productive  processes  ana  which  were  pnmarily  designed  to 
control  or  eliminate  competition  in  the  sale  of  products.  (H.  EL 
S.  Rept.,  pt.  2,  p.  90.) 

The  promoters  of  this  concern  fail  to  assign  any  other  reason  for  its 
organization  than  the  deliberate  purpose  to  create  and  secure  a 
monopoly  in  the  manufacture  of  tin  plate. 

Judge  Reid,  president  of  the  company,  and  now  a  director  in  the 
United  States  Steel  Corporation,  when  testifying  before  the  Industrial 
Commission,  frankly  admits  the  intention  of  the  promoters  to  control 
prices  by  the  merger  of  these  mills. 

Q.  What  led  to  the  organization  of  the  American  Tin  Plate 
Co.? — ^A.  Well,  the  competition  between  the  old  companies  had 
become  So  strong  the  business  was  fast  drifting  into  a  condition 
where  there  was  little,  if  any,  profit.  (Rept.  Indust.  Com.. 
voL  1,  p.  866.) 
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YTilliam  Griffith,  a  manufacturer  of  tin  plate,  states: 

Well,  they  (the  Tin  Plate  Co.)  have  accomplbhed  their  purpose 
so  far  as  the  advance  of  prices  is  concemedf.  There  is  no  ques- 
tion but  that  the  American  Tin  Plate  Trust  as  long  as  they  govern 
conditions  will  place  prices  to  the  full  limit.  (Report  Ind.  Com., 
vol.  1,  p.  903.) 

The  39  plants,  embracing  279  mills,  were  not  long  in  demonstrating 
their  power  to  "place  prices  to  the  full  limit."  The  heavy  tariff 
duties  imposed  by  the  McKinley  bill  relieved  the  tin-plate  industry 
from  all  dread  of  any  competition  from  abroad,  and  the  consolidation 
made  it  the  absolute  master  of  the  home  market. 

In  order  to  retain  the  rich  monopoly  already  acquired,  "The  policy 
of  eliminating  competition  was  still  further  manifested  by  negotiations 
undertaken  by  the  company  almost  immediately  after  its  formation 
to  control  the  supply  of  tin-plate  machinery  with  a  view  of  prevent- 
ing the  construction  of  independent  tin-plate  mills."  (H.  K.  S. 
Kept.,  pt.  2,  p.  90.) 

William  Griffith,  for  11  years  a  manufacturer  of  tin  plate,  and 
operator  of  one  of  the  mills  absorbed  by  the  American  Tm  Plate  Co., 
estimates  the  value  of  the  constituent  plants  of  this  company  as 
follows: 

Q.  What  was  the  value  of  the  plants  taking  them  individu- 
ally ?— A.  I  presume  they  could  be  built  for  $12,000,000.  They 
can  not  be  built  for  that  to-day. 

Q.  Twelve  million  dollars,  good  will  and  all  I — ^A.  Yes.  (Ind. 
Com.  Rept.,  vol.  1,  p.  911.) 

Says  Judge  Reid: 

Presumably  there  were  cases  where  preferred  and  common 
stock  would  represent,  we  will  say,  four  times  the  cash  value 
of  the  plant  itself  under  ordinary  conditions.  (Ind.  Com.  Rept., 
vol.  1,  p.  884.) 

The  syndicate  purchased  these  mills  from  their  owners  for  cash  if 
the  vendor  so  desired,  or  he  could  at  his  option  take  preferred  stock 
at  par  and  with  each  $100  of  preferred  stock  he  was  given  as  a  bonus 
a  corresponding  amount  of  common  stock. 

The  promoters  frankly  admit  that  the  common  stock  represented 
notldng  hut  vxtter,  and  three-fifths  of  all  its  stock  was  common.  The 
promoters  of  this  concern  received  $10,000,000  in  stock  for  the  con- 
sohdation  of  39  plants,  valued  at  $12,000,000. 

The  profits  incident  to  an  absolute  monopoly  enabled  this  concern 
to  declare  substantial  dividends  on  its  huge  capitalization  of 
$50,000,000.  Its  earnings  m  1900  exceeded  $5,750,000,  and  the 
accumulated  surplus  on  March  21,  1901,  was  $6,177,637,  or  more 
than  50  per  cent  of  the  actual  value  of  the  entire  property. 
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It  is  manifest  from  the  records  of  the  Steel  Corporation  that  these 
sheet^teel  and  tin-plate  companies  were  absorbed  at  an  increased 
capitalization  for  the  purpose  of  securing  and  perpetuating  the 
monopoly .  they  had  hitherto  obtained.  The  statement  of  Judge 
Reid  to  the  directors  of  the  Carnegie  Co.,  July  1,  1901,  ''that  an 
appraisement  at  any  time  of  all  these  properties  to  decide  what 
the  stock  was  worth  would  be  embarrassing  to  say  the  least"  shows 
the  vivid  appreciation  of  the  directors  of  the  Steel  Corporation  of 
the  comparative  worthlessness  of  many  of  these  tin  mills  and  the 
purpose  of  their  acquisition.  In  the  auditors'  minutes  of  the  Steel 
Corporation  "it  was  stated  thai  often  the  principal  consideration 
about  the  purchase  and  later  abandonment  of  a  certain  plant  was 
the  fact  that  by  getting  the  plant  we  were  enabled  to  eliminate  its  com- 
petiiian.^*     (MacRae  Kept.,  p.  3925.) 

That  the  elimination  of  competition  was  the  principal  considera- 
tion in  the  absorption  of  the  Sheet  Steel  &  Tin  Plate  Co.'s  is  made 
still  more  evident,  if  further  proof  were  required,  by  the  subse- 
quent history  of  these  plants  as  detailed  by  the  corporation's  own 
records. 

In  1901  the  United  States  Steel  Corporation  acquired  164  sheet 
mills  and  39  tin-plate  plants,  capitalized  at  the  time  of  their  absorp- 
tion at  S93,316,500,  and  within  six  years  it  had  made  junk  of  13  of 
the  39  tin-plate  plants,  and  sheet  mills  with  a  total  annual  capacity 
of  65,100  tons.     (MacRae  Rept.,  pp.  4362-4363.) 
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The  Steel  Corporation  commenced  the  wholesale  demolition  of  these 
mills  in  less  than  90  days  after  they  were  acquired.  The  complete 
lists  of  derelicts  acquired  is  as  follows: 


SnlMldiary  company 
owning  plant. 

Location  of  plant. 

Date 

originally 

buUt 

Date  aban- 
doned. 

Product  made. 

Annual 

at  date 
aban- 
doned. 

Avp^rtnin   Sheet  it 

Apollo  works,  ApoUo,  Pa.> .... 

Dennison  works,  Dennison, 
Ohio.i 

Falcon  works.  NOes,  Ohio  >  ...J 

Cbartiers  works,  Carnegie.  Fa.* 

Canton  works,  Canton,  Ohio  *. 

Canonsburg  works,  Canons- 
burg,  Pa.» 

Atlanta  works,  Atlanta,  Ind.*.. 

Beaver  works.  Lisbon.  Ohio  •. . 

Irondale  works,  Middletown, 
lnd.« 

Cumberland  works,  Cumber- 
land. Md.« 

Banfleld  works,  Irondale, 
Ohio.* 

Reeves  works.  Canal  Dover, 
Ohlo.i 

Champion  works,  Muskegon, 
Mich.» 

EUwood  works,  Ellwood  aty, 
Ind.* 

Great  Western  works,  JoUet, 

ni.i 

Anderson  works,  Anderson, 
Ind.« 

Falcon  works,  Nfles,  Ohio ' 

Star  works,  Pittsburgh,  Pa.*.. 

m'>0,1885 

1897 

1S87 
1884 
1894 
18S2 

1894 
1894 
1803 

1883 

1868 

1806 

1899 

1892 

1883 

1884 

1892 
1S95 

June.  1903 

May,  1903 

May,  1902 
June,  1901 
May,  1910 
June,  1903 

July,  1901 
Aug.,  1902 
Sept.,  1903 

July,  1901 

Jan.,  1902 

June,  1901 

July,  1902 

May.  1902 

July.  1901 

May,  1905 

June.  1907 
Dec,  1900 

16,000 

Tin  Plate  Co. 

10,000 
10,000 

• . . •  .GO* ••••••••. 

6,900 
12.600 

Tin  plate. 

do.......... 

•  •  «  •  •QO  «■••••••«• 

•  ••  •  •QO»  ••*•••■•• 

Terne  plate 

Tin  plate. 

10,000 

is.ono 

12.000 
10,000 

8,000 

8,000 

12,000 

12,000 

....  .UV.  ......... 

....  .QO  .......... 

....  .QO.  ...a..... 

do.. ••...... 

.....do  .......... 

12,000 

7,000 

12,000 

12.000 
21,000 

I  This  was  an  old  and  obsolete  type  of  plant.  It  was  owned  by  the  same  Into'ests  v^lch  tn  1806  had  ooo- 
itructed  a  new  plant  at  Vandergrut.  it  being  the  intention  of  such  interests  to  abandon  thb  old  ApoUo 
plant  when  Vandergrift  was  completed.  In  fact,  A  polio  had  already  been  partly  dismantled  when  the 
American  Sheet  Steel  Co.  acquired  it  in  1900.  The  final  dismantlement  in  1002  was  only  the  oarrying  oat 
of  above  policv. 

<  The  machmery  in  both  these  plants  was  lifht,  old,  and  insufncient  to  permit  tiie  mills  to  be  operated 
economically.  The  units  were  very  small  ana  the  expense  of  rehabilitation  would  have  been  oat  of  pro> 
portion  to  any  advantage  which  would  have  accrued  to  the  company  therefrom.  Accordingly,  the  planti 
were  dismantled  and  equipment  transferred  to  other  plants  of  the  company  whose  capacities  were  inoresed. 

s  This  wa^  a  specialtv  mill  of  insufficient  size  to  be  a  profitable  operating  proposition;  the  marlilnery  wis 
old  and  inefficient.  I^lant  was  dismantled  and  capacity  transferred  to  wellsville  plant,  which  was  en- 
larged to  take  care  of  same. 

*  This  plant  was  operated  until  May.  1910,  when  it  was  seriously  wrecked  by  a  boiler  explosion.  d» 
molishing  the  entire  boiler  and  power  plant,  a  large  amount  of  the  machinery,  and  seriously  damachig  the 
buUdings.  As  the  plant  was  a  small  one  and  costs  high,  it  was  not  deemed  advisable  to  rebaikCas  the 
expenditure  required  would  have  been  out  of  proportion  to  the  returns  that  could  be  expected. 

•  These  10  plants  were  all  small  ones,  poorly  designed  and  constructed,  and  in  many  cttns  ware  badly 
run  down  ana  in  poor  physical  condition.  The  operating  costs  were,  because  of  these  conditions,  exoeodinglT 
high,  and  in  some  of  tne  cases  prohibitive.  The  fixed  expense  for  maintenance  of  an  organisation  at  eacs 
of  these  plants  of  such  small  tonnage  output  handicapped  them  greatly  so  far  as  concerned  eoonomical 
operation.  The  company,  therefore,  as  rapidly  as  it  could  add  equivalent  capacity  to  its  other  and  larfer 
and  modem  plants  located  in  the  same  territory,  dismantled  and  abandoneu  these  plants.  None  of  uie 
plants  was  abandoned  until  at  least  an  equivalent  tonnage  of  output  had  been  added  to  some  of  the  com- 
panv's  other  plants. 

•  The  same  reason  as  noted  above  for  the  preceding  10  plants  apply  to  this  phmt  also,  althoogih  in  addition 
the  location  with  regard  to  fuel  supply  became  very  bad,  as  with  tne  plajring  out  of  toe  natvual-saa  supply 
thisplant  was  virtually  forced  to  close  because  of  prohibitive  fuel  cost. 

'  llie  design  and  enuipment  of  this  plant  was  poor,  thus  forcing  it  to  run  at  a  high  cost.  In  15M7  it  be* 
oame  apparent  that  toe  plant  would  have  to  be  rebuilt  if  operations  were  to  continue.  It  was  thought  to 
be  the  better  plan  to  consolidate  the  operations  of  this  plant  with  those  at  the  Chester  (W.  Va.)  plant, 
rather  than  maintain  this  plant  with  its  small  tonnage  output.    Accordingly,  this  was  done. 

*  This  was  an  old  plant  and  its  costs  were  high.  It  was  located  on  biebly  valuable  property,  situated 
right  in  the  heart  of  the  city  of  Pittsbure;h:  the  plant  was  badly  congesteoand  no  room  for  expansion  was 
available.    In  190)  the  company  was  confronted  with  the  problem  of  rebuilding,  as  ooa^  were  beoombig 

grohibitive,  or  shutting  down  the  plant.  For  the  reason  stovc  noted,  namely,  tne  lack  of  room  on  whicb 
>  build  a  modem  plant  and  the  great  value  of  the  real  estate  (too  valuable  to  use  for  mannfitctiirtng  pur* 
poses),  it  was  concluded  to  abandon  the  plant  and  transfer  the  equipment  and  tonnage  output  to  oumt 
mills  in  the  same  district,  which  was  done. 
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FBDBBAIi  8TBBL  OO. 

The  Federal  Steel  Co.,  the  largest  of  the  so-called  "Morgan  group/' 
may  well  be  regarded  as  the  giant  concern  of  J.  P.  Morgan  &  Co.  prior 
to  the  formation  of  the  United  States  Steel  Corporation.  J.  Pierpont 
Morgan  and  Kobert  Bacon,  of  J.  P.  Morgan  &  Co. ;  H.  H.  Rogers,  of  the 
Standard  Oil  Co.,  and  Norman  B.  Ream,  Samuel  Mather,  and 
Nathaniel  Thayer,  aQ  afterwards  directors  in  the  Steel  Corporation, 
served  first  in  that  capacity  in  the  Federal  Steel  Co.,  and  E.  H.  Gary 
was  its  president.  This  was  before  the  advent  of  its  greater  suc- 
cessor, the  United  States  Steel  Corporation,  mentioned  in  common 
parlance  as  "the  Steel  Trust." 

hi  testifying  before  this  committee,  Judge  Gary  speaks  with  evident 
satisfaction  of  the  early  history  of  this  holding  company. 

Judge  Gabt.  I  would  like  to  say  that  the  United  States  Steel 
Corporation  was  fashioned  after  the  Federal  Steel.  The  organi- 
zations were  very  much  alike.  ♦  ♦  ♦  i  think  the  orjganiza- 
tion  of  the  United  States  Steel  Corporation  is  substantiaBy  like 
the  organization  of  the  Federal  Steel  Co.     (Hearings,  p.  67.) 

Before  the  Industrial  Commission,  October  19,  1899,  Judge  Gary 
gave  a  detailed,  interesting,  but  somewhat  misleading  account  of 
the  ''modus  operandi"  of  the  Morgan  Syndicate  in  the  organization 
of  this  company  out  of  a  nimiber  of  operating,  transportation,  and 
ore  properties,  and  since  the  evolution  of  the  Federal  Steel  Co.  and 
the  Steel  Corporation  were  practically  repetitions  of  the  same  opera- 
tions, it  is  of  interest  here. 

The  Federal  Steel  Co.  made  an  arrangement  with  J.  P.  Morjgan 
&  Co.  whereby  J.  P.  Morgan  &  Co.  agreed  on  their  part  to  deliver 
to  the  Federal  Steel  Co.  the  stock  or  a  majorit]^  of  the  capital 
stock  of  these  different  companies  on  a  certain  basis,  and  the  Fed- 
eral Steel  Co.  on  its  part  agreed  when  the  stock  was  deUvered  to 
give  in  exchange  for  it  the  stock  of  the  Federal  Steel  Co.    *    *    * 

Mr.  Stetson  was  the  counsel  of  J.  P.  Morgan  &  Co.,  and  thev 
were  the  managers  of  a  syndicate  so  called.  *  *  *  The  Fed- 
eral Stoel  Co.  had  an  authorized  capital  stock  of  $200.000,000 — 
$100,000,000  preferred  and  $100,000,000  common.  The  amount 
of  capital  stock  actually  issued  is  about  $53,000,000  of  preferred 
stock  and  about  $46,000,000  of  common  stock,  making  about 
$99,000,000  issued,  a  little  more  than  that,  but  not  quite 
$100,000,000.  The  actual  book  value  of  the  plants  and  proper- 
ties, not  including  the  cash  of  these  constituent  compames,  was 
about  $45,000,000;  the  cash  on  hand  which  these  companies  had 
was  about  $10,000,000,  making  $55,000,000.  There  was  an 
increase  in  value  of  these  properties,  being  largely  in  lands, 
amounting  to  about  $30,000,000.    *    ♦    ♦ 

Now,  the  Federal  Steel  Co.  said  to  J.  P.  Morgan  &  Co. :  If  you 
will  give  us  the  stock  of  these  companies  and  with  it  $14,075,000 
in  money,  making  $100,000,000  in  all,  we  will  give  vou  $100,000,- 
000  of  the  capitd  stock  of  the  Federal  Steel  Co.— $53,000,000  in 
preferred  and  $46,000,000  in  common.    *    *    * 
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Tn  making  this  exchange  and  doing  this  business,  J.  P.  Morgan 
&  Co.  made  a  profit  of  about  $200,000;  I  will  not  be  exact;  lEey 
paid  all  the  expenses,  including  about  $40,000  for  incorporation 
lees  to  the  State  of  New  Jersey. 

Judge  Gary  is  absolutely  correct  in  that  he  was  not  "exact"  in 
stating  the  compensation  of  J.  P.  Morgan  &  Co.  If  the  stock  of  this 
concern  was  worth  par,  as  he  seems  to  suggest,  then  he  missed  exact 
accuracy  by  about  $9,000,000. 

The  underwriting  syndicate  of  the  Federal  Steel  Co.  received 
approximately  $5,680,000  preferred  stock  And  $8,400,000  com- 
mon stock  in  return  for  approximately  $4,800,000  cash  and  their 
services  in  organizing  that  concern.     (H.  R.  S.  Rept.,  pt.  1.  p.  7.) 

And|  adds  the  Commissioner  of  Corporations — 

This  liberal  compensation  to  the  underwriting  syndicate  is 
very  fairly  to  be  considered  as  sustaining  other  evidence  of 
extensive  overissue  of  stocks  of  the  Federal  Steel  Co. 

Every  detail  of  this  transaction  was  spread  upon  the  minutes  of 
the  Federal  Steel  Co.  on  October  9  and  11,  1898,  Judge  Gary  having 
been  elected  president  of  the  company  at  the  latter  meeting.  (See 
minutes  board  of  directors,  Federal  Steel  Co.,  Hearings,  pp.  4194, 
4195,  4196,  4198,  and  4199.) 

Judge  Gary,  when  before  this  committee,  in  answer  to  an  inquiiy  as 
to  the  character,  extent,  and  capitalization  of  the  various  sub^diaries 
of  the  Federal  Steel  Co.,  stated: 

The  Dlinois  Steel  Co.  was  a  manufacturing  company.    It  had 

Jlants  at  South  Chicago,  West  Chicago,  North  Chicago,  and  at 
oliet,  111.,  and  Milwaukee  or  Bay  View,  Wis.  It  was  the  owner 
of  the  Chicago,  Lake  Erie  &  Eastern  Railroad,  running  from  its 
plant  at  South  Chicago  to  a  point  in  Indiana,  and  also  had 
trackage  rights  over  the  Chicago  &  Eastern  Illinois  into  the  coal 
fields  of  Illinois  at  Danville  and  also  over  the  Elgin,  Joliet  & 
Eastern  Railroad  from  Chicago  to  Joliet  and  various  other  ter- 
minal railroads,  mostly  termmal  railroads,  connected  with  the 
different  plants.  It  was  the  owner  of  the  Southwest  Connells- 
ville  Coke  Co.  at  Mount  Pleasant,  Pa.,  which  manufactured  coke. 
It  was  also  the  owner  of  the  Eureka  Coal  Co.,  which  manufac- 
tured coke  in  Pennsylvania.  It  was  the  owner  of  some  other 
coal  land  in  Illinois  and  other  places  and  various  quarries 
of  stone.  It  was  a  small  owner  of  iron  ore  in  Michigan  and 
the  owner  of  considerable  iron  ore  of  an  inferior  grade  in  Wis- 
consin near  Milwaukee.  Its  capital  stock  was  $18,650,000,  and 
S9,822,000  bonds  or  indentures  had  been  issued  by  the  company. 
(Hearings,  pt.  2,  pp.  67-68.) 

The  Illinois  Steel  Co.,  which  was  organized  in  1889,  was  itself 
a  consolidation  of  three  concerns — the  North  Chicago  Rolling 
Mill  Co.  (with  plants  at  North  Chicago,  South  Chicago,  and  Mil- 
waukee), the  Union  Steel  Co.,  and  certain  property  of  the  Joliat 
Steel  Co.    *    ♦    * 
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The  valuation  placed  upon  the  plants  by  the  officers  of  the 
three  constituent  concerns  at  the  organization  of  that  companv, 
.  for  purposes  of  consolidation,  was  $12,750,000.  *  *  '  in 
view  of  the  usual  tendency  to  inflate  valuations  in  such  mergers, 
it  seems  altogether  probable  that  these  plant  valuations  ^ere 
liberal. 

That  the  company  was  liberally  capitalized,  moreover,  is  indi- 
cated by  the  earnings,  which  from  tne  date  of  its  organization 
in  May,  1889,  to  December  31,  1899,  averaged  only  3.8  per  cent 
on  the  capital  stock.     (H.  K.  S.  Rept.,  pp.  120  and  121.) 

The  stock  of  this  concern  ranged  from  82  J  in  1895  to  29}  in  1897, 
and  averaged  about  56  between  1895  and  1898,  indicating  an  actual 
value  of  less  than  $10,000,000. 

The  Minnesota  Iron  Co.  was  [savs  Judge  Gary]  the  owner  of  a 
very  large  body  of  iron  ore,  located  principally  on  the  Mesabi  and 
Vermilion  ranges,  respectively,  in  Minnesota.  It  owned  the 
capital  stock  of  the  Duluth  &  Iron  Range  Railroad.  ♦  *  * 
It  was  also  the  owner  of  the  stock  of  the  Minnesota  Steamship 
Co.;  the  owner  of  a  large  number  of  boats  on  the  Lakes.  Its 
capital  stock  was  $16,500,000.  It  has  issued  no  bonds.  The 
Duluth  &  Iron  Range  Railroad  had  issued  bonds  to  the  extent 
of  $7,731,000.     (Hearings,  p.  68.) 

A  statement  filed  with  the  New  York  Stock  Exchange  December  4, 
1898,  and  incorporating  a  condensed  balance  sheet,  estimated  the 
entire  assets  of  this  company  at  $22,365,766.81.  (Hearings,  pp. 
4202-4204.) 

The  stock  of  this  company  ranged  from  $38  in  1897  to  $91  in  1890; 

it  averaged  less  than  $65;  $70  is  an  excessive  estimate.     This  would 

indicate  an  actual  value  of  something  less  than  $12,000,000.     (H.  K. 

S.  Bept.y  p.  123,  note.) 

The  Lorain  Steel  Co.  was  a  manufacturing  corporation,  manu- 
facturing at  Lorain,  Ohio,  pig  iron,  blooms,  billets,  and  girder 
rails,  and  at  Johnstown,  Pa.,  railway  supplies.  Its  capital  stock 
was  $6,000,000  of  conunon  and  $3,000,000  of  preferred,  and  it 
had  issued  bonds  amounting  to  $1,400,000.  (Gary^  hearings, 
p.  68.) 

The  minutes  of  the  Federal  Steel  Co.  show  that  this  company  was 
acquired  November  9,  1898,  by  exchanging  13,222  shares  of  preferred 
stock  and  10,548  shares  of  common  stock  of  the  Federal  Steel  Co.  in 
exchange  for  the  stock  of  the  Lorain  O).  and  the  payment  of 
$264,454.70  in  cash,  or  $2,641,454.70,  estimating  both  the  preferred 
and  common  stock  of  the  Federal  Co.  at  par.     (Hearings,  p.  4207.) 

Concluding  Judge  Gary's  detailed  description  of  the  properties  of 
the  Federal  Steel  Co. : 

The  Elgin,  Joliet  &  Eastern  Railroad  is  what  is  known  as  the 
outer  belt  line.  *  *  *  It  was  a  line  engaged  in  general  trans- 
fer business,  having  connections  with  all  railroads  entering  Chi- 
cage,  and  also  served  a  large  and  growing  business  along  its  line. 
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'^  *  *  Its  capital  stock  was  SByOOO^OOO,  and  it  has  issued  bonds 
amounting  to  about  $7,500,000. 

I  have  nillj  answered  your  question,  except  that  I  did  not  give 
the  products  manufactured  by  the  Illinois  Steel  Co.  It  manu- 
factures pig  iron,  ingots,  blooms,  billets,  plate,  and  rails,  some 
rods,  ana  some  mercnant  steel.  Those  are  the  principal  prod- 
ucts.    (Hearings,  p.  68.) 

The  avera^  earnings  for  the  three  years  ended  June  30,  1898, 
after  deductmg  all  fixed  charges,  were  equivalent  to  only  about 
1.3  per  cent  annually  on  the  $6,000,000  of  capital  stock.  The 
company  at  the  time  of  the  transfer  had  outstanding  about 
$7,417,000  of  bonds.  This  lai^e  indebtedness  taken  in  connec- 
tion with  the  moderate  earnings  above  shown  (even  allowing  for 
the  fact  that  they  were  for  years  of  depression)  leaves  little  doubt 
that  $70  per  share  for  the  stock  is  not  only  liheral  but  probably 
excessive.  On  this  basis  its  value  would  be  $4,200,000,  whereas 
for  this  stock,  plus  $1,050,000  in  cash,  the  Federal  Steel  Co.  issued 
$9,450,000  of  Its  securities.     (H.  K.  S.  Rep.  124.) 

It  is  established  in  the  main  by  its  own  records  and  when  in  a  few 
cases  they  are  not  available,  by  the  most  liberal  estimate  possible, 
measured  by  the  market  value  of  its  stocks  that  the  properties  of 
this  company,  including  all  its  subsidiaries,  did  not  exceed  $32,741,- 
464.70,  viz: 

niinoiB  Steel  Ck) 112,750,000.00 

MinneBota  Iron  Ck) 12,000,00a00 

Lorain  Steel  Co 2,641,454.70 

Elgin,  Joliet  A  Eastern 5,250,000.00 

Total 32,741,454.70 

It  seems  almost  incredible  that  upon  this  slender  base  of  less  than 
$33,000,000  of  actual  tangible  values  Rogers,  Ream,  Bacon,  and 
others,  guided  and  sustained  by  the  powerful  house  of  J.  P.  Moigan 
&  Co.,  could  have  erected  this  mountain  of  securities,  $200,000,000 — 
$100,000,000  preferred  and  $100,000,000  common  stock— $100,000,000 
of  which  was  actually  issued,  and  for  services  rendered  J.  P.  Moi^gan 
&  Co.  received  as  commissions  a  block  of  stock  equal  at  par  to 
approximately  29  per  cent  of  the  actual  value  of  the  whole  concern. 

Judge  Gary  in  discussing  the  capitalization  of  this  company  says: 

Mr.  YouNO.  What  was  the  joint  capitalization  of  all  those 
companies  previous  to  the  organization  f 

Idr.  Gary.  That  I  do  not  know;  I  do  not  remember.  I  do  not 
know  whether  they  were  considered.  I  am  inclined  to  think  they 
were  not.  We  tned  to  get  at  the  value  of  the  properties  them- 
selves. 

Mr.  Young.  Do  vou  know  whether  the  $90,000,000  was  con- 
sidered more  than  the  joint  capitalization  of  all  those  companies  i 

Mr.  Gary.  I  would  not  deny  it  was.  It  would  be  remarkable 
if  it  were  not,  for  I  am  sure  the  properties  were  worth  more  than 
their  capitalization  at  that  time.  I  should  think  it  was,  but  I 
do  not  remember. 
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Mr.  Young.  Had  the  niinois  Steel  Co.  been  a  very  profitable 
ooncem  up  to  that  time  t 

Mr.  Gaby.  No ;  it  had  not. 

Mr.  Young.  How  about  the  railroad  ? 

Mr.  Gaby.  It  had  not. 

'Mr.  Young.  And  the  Lorain  Steel  Co. — ^you  say  was  just 
building  t 

Mr.  UABY.  Yes;  it  was  not  a  completed  plant.  They  ^ere 
making  some  iron  and  some  steel.  1  do  not  think  any  of  the 
companies  had  been  verjr  profitable.  I  know,  for  instance,  the 
Duluth  &  Iron  Range  Railroad  did  not  pay  any  dividends  what- 
ever from  the  time  of  its  organization — I  think  about  1884  to 
1899. 

Mr.  Young.  What  was  the  strength,  then,  of  this  organiza- 
tion?   *    ♦    * 

Mr.  Gaby.  It  was  the  fact  that  it  put  together,  as  a  goin^  con- 
cern, a  self-contained  proposition,  a  rounded- out  proposition, 
from  the  raw  material  to  the  finished  product.  Tnat  was  its 
strength.     (Hearings,  pp.  203  and  204.) 

None  of  these  companies,  so  far  as  I  know  or  remember,  was 
in  any  respect  in  competition  one  with  the  other;  but  it  gave  to 
(%€  FederaiSted,  which  was  oi^anized  to  take  over  these  duTerent 
properties  by  the  exchange  or  stock,  the  iron  ore,  the  Duluth  & 
Iron  Range  Railroad  to  convey  the  ore  to  the  lake,  a  large  num- 
ber of  boats  on  the  lake,  the  manufacturing  concerns  at  South 
Works,  Chicago,  the  North  Works  at  Joliet,  the  I/orain  Steel  Co., 
and  a  large  tract  of  coal  in  the  Pennsylvania  district,  particu- 
larly.   ♦    ♦    * 

It  was  a  rounded-out  proposition^  a  splendid  proposition,  except 
it  did  not  have  sufficient  finishing  mills.  It  was  defective  in  that 
respect.     (Hearings,  pp.  202  and  203.) 

Mr.  Young  here  inquires  specifically  as  to  the  organization  and 
operation  of  every  subsidiary  of  the  Federal  Steel  Co.,  and  Judge 
Gary  reluctantly  admits  that  they  were  overcapitalized  and 
unproductive. 

''What  was  the  strength,  then,  of  this  organization  ?''  was  an 
instinctive,  an  inevitable  inquiry. 

Judge  Gary  replies  with  emphasis : 

It  fjoas  in  the  fact  that  it  put  togethery  as  a  goirig  concern^  as  a  self- 
contained  proposition,  a  rounaed-out  proposition,  from  the  raw 
material  to  ihe  finished  product 

That  ivas  its  strength.  Judge  Gary  fully  elaborates  how  the  various 
subsidiaries — ore,  transportation,  and  manufacturing  companies — 
were  "put  together  and  roimded  out"  in  such  a  way  as  to  make  it  a 
splendid  proposition. 

And  we  admit  the  force  of  Judge  Gary's  answer,  and  do  not  ques- 
tion the  industrial  advantage  incident  to  such  a  conunon  ownership. 
Smee  Judge  Gary  explicitly  avers  ''None  of  these  companies,  so  far 
as  I  know  or  remember,  was  in  any  respect  in  competition  one  with 
the  other,''  we  do  not  mean  even  inferentially  to  approve  of  the 


32  INVESTIGATION  OF  UNITED  STATES  STEEL  GOBPOBATION. 

oAvnership  or  operation  of  the  Duluth  &  Iron  Range  or  EUgin,  Joliet 
&  Eastern  Railroads;  industrials  should  under  no  circumstances 
operate  common  carriers.  This  matter  is  discussed  at  length  later 
in  this  report. 

The  economies  resulting  from  the  consolidation  of  naturally  coor- 
dinated an(i  absolutely  noncompetitive  plants  and  processes  by 
which  iron  ore  is  converted  into  finished  steel  are  self-evident. 

A  blast  furnace  having  no  ore  must  purchase  it,  paying  a  profit  to 
the  seller,  but  there  is  no  competition  between  the  ore  miner  and  the 
operator  of  the  furnace,  and  necessarily  no  competition  is  destroyed 
by  the  miner's  erecting  a  blast  furnace  or  by  the  ownership  of  ore  by 
the  operator  of  the  furnace. 

When  the  ore  is  smelted  the  molten  iron  is  run  into  sand  molds 
and  sold  as  *'  pig  iron,"  or  while  still  in  its  molten  state  is  conveyed 
directly  to  the  converter  or  *' open-hearth  furnace."  There  is  a 
difference  of  about  $1  a  ton  between  the  cost  of  making  steel  from 
cold  pig  iron  and  the  molten  metal. 

The  nature  of  the  business  in  a  way  necessitates  the  consolidation 
of  steel  and  blast  furnaces  under  a  common  ownership;  the  profits 
incident  to  such  a  transaction  are  independent  of  and  in  no  way 
dependent  upon  limitation  of  output  or  increase  of  price. 

The  steel  in  turn  is  either  run  into  ingot  molds,  and  these  ingots — 
large  masses,  still  white-hot — are  rolled  into  blooms  and  slabs,  plates 
and  bars,  and  these  in  turn  without  interruption  or  delay  are  often, 
by  a  continuous  process,  converted  into  such  finished  products  as 
rails,  beams,  channels,  angles,  T's,  cotton  ties,  wire,  nails,  etc.,  at  a 
decided  advantage  over  the  manufacturer  of  like  commodities  who 
is  dependent  upon  the  cold  steel  in  the  form  of  small  billets. 

The  consolidation  and  coordination  of  ore  properties,  blast  and  steel 
furnaces,  and  rolling  mills  was  clearly  illustrated  in  the  formation  of 
the  Federal  Steel  Co.  It  was  ideally  "integrated,"  or  to  use  Judge 
Gary's  concise  and  comprehensive  description,  "It  put  together  as 
a  going  concern  a  self-contained  proposition — ^a  rounded-out  propo- 
sition from  the  raw  material  to  the  finished  product  *  ♦  *."  It 
gave  to  the  Federal  Steel  Co.,  which  was  organized  to  take  over  these 
different  properties,  iron  ore,  "  the  Duluth  &  Iron  Range  Railroad,  to 
convey  the  ore  to  the  lake,  a  large  number  of  boats  on  the  lake,  the 
manufacturing  concern  at  South  Works,  Chicago,  the  North  Works 
at  Joliet.  the  Lorain  Steel  Co.,  and  a  large  tract  of  coal  in  the  Pennsyl- 
vania district,  particularly." 

Subsequently,  such  was  the  faith  of  the  United  States  Steel  Cor- 
poration in  this  apparently  paradoxical  proposition,  that  these  large 
concerns,  which  had  been  failures  when  operating  separately  and 
independently,  were  nevertheless  a  "splendid  proposition"  if  put 
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together  as  a  going  concern  under  a  single  ownership  and  control, 
that  they  selected  the  site  of  the  Federal  Steel  Co.'s  works  for 
the  most  extensive  of  their  future  operations  and  on  it  erected 
the  most  elaborate,  modem,  and  costly  steel  and  rail  mills  in 
the  world;  builded  about  them  a  great  city,  and  gave  to  all  the 
name  of  Gary,  as  a  monument  to  the  business  sagacity  of  the  man  who 
first  saw  in  Chicago  rather  than  in  Pittsburgh  the  strategical  point 
for  the  future 'development  of  the  steel  industry  in  America. 

It  would  not  be  difficult  to  account  for  the  future  prosperity  and 
immense  profits  of  the  Federal  Steel  Co.  upon  some  other  assumption 
than  that  they  were  the  fruits  of  monopoly.  Unlike  the  National 
Tube  Co.,  their  plants  were  distinctly  not  "unrelated  units"  '* con- 
spicuously undeveloped  from  the  standpoint  of  integration  of  pny- 
ductive  processes." 

Their  sole  and  exceptional  ^'strength"  was  due  to  the  fact  that 
though  in  no  respect  ''in  competition  one  with  the  other,"  these 
plants  had  attained  in  the  highest  degree  the  integration  of  pro- 
ductive processes.  The  cream  of  the  finest  ''Old  Range  ores,  trans- 
ported in  their  own  cars  and  boats;  the  iron  fabricated  by  new  and 
improved  mills,  and  these  mills  owning  the  Elgin,  Joliet  &  Eastern 
Railroad — a  belt  line  circling  the  city  of  Chicago,  and  having  connec- 
tions with  all  the  raUroads  entering  the  city,"  afforded  an  ideal 
facility  for  the  transportation  of  their  finished  products.  The  purpose 
and  "plan"  as  announced  in  its  first  annual  report  was — 

to  own  and  control  adequate  facilities  for  transportation  both  on 
land  and  water;  to  manufacture  and  deliver  finished  steel'  and 
to  transact  all  business  in  connection  with  the  same  witn  the 
greatest  economy. 

This  company,  as  described  by  Judge  Gary,  was  the  physical 
embodiment  of  Mr.  Schwab's  apocryphal  description  of  the  United 
States  Steel  Corporation  before  the  Chicago  bankers,  December  21, 
1001,  a  consoUdation  which — 

instead  of  restricting  trade  expands  trade  by  creating  new  ave- 
nues and  reducing  the  price  of  the  conmiodities  which  it 
produces.  *  *  *  The  chief  advantage  of  consolidation  is  the 
reduction  of  the  cost  of  the  articles  proauced. 

And  it  is  not  contended  that  the  Federal  Steel  Co.  while  over- 
capitalized had  a  monopoly  in  semifinished  products,  which  formed 
the  bulk  of  its  output.  It  was  tiie  one  company  so  far  considered 
which,  to  quote  Mr.  Schwab — 

was  not  a  trust  *  *  *  f oimded  on  misconceptions  and  pro- 
moted alon^  lines  of  self-destruction;  its  fimdamental  principles, 
the  restriction  of  trade,  the  increase  of  price,  and  the  throttling 
of  competition — a  trinity  that  would  wreck  any  proposition — 
business,  poUtical,  or  social. 

M04d**— H.  Eept  1127, 62-2 8 
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The  Ciommissionfir  of  Corporations  finds  that — 

Although  a  combination,  the  chief  object  of  its  fonnation 
parently  was  not  so  much  to  eliminate  competition  as  to  secure 
an  organization  which  should  to  a  lai^e  extent  be  independently 
situated  with  respect  to  ore,  fuel,  etc.     (Com.  Rept.,  p.  88.) 

It  had  a  strong,  formidable  rival,  whose  competition  it  could  not 
escape,  and  whose  presence  was,  by  Judge  Gary's  own  admission, 
the  occasion  of  continual  apprehension.     (See  hearings,  p.  220.) 

The  similarity  between  the  Federal  Steel  C!o.  and  the  Cam^e 
Co.  extended  to  the  character  of  their  output,  the  principal  prod- 
ucts of  the  Federal  concern  being  steel  rails,  oillets,  plates, 
structural  shapes,  and  other  heavy  lines;  and,  like  its  Pitts- 
burgh rival,  many  of  its  best  customers  were  themselves  steel 
manufacturers.     (Com.  Kept.,  p.  88.) 

Here  was  the  essence  of  competition.  The  same  conmiodities 
offered  for  sale  by  rival  concerns  to  the  same  consumers.  Neither 
had  anything  like  a  monopoly  of  the  business.  The  Federal  Co.'s 
annual  ingot  capacity  was  about  15  per  cent  the  country's  total  at 
the  date  of  its  organization  (Com.  Rept.,  p.  88),  the  Carnegie  about 
18  per  cent  (see  p.  87,  H.  E.  S.  Rept.). 

So  long  as  this  competition  existed  this  company  was  absolutely 
powerless,  with  all  its  vaunted  advantages  of  organization  and  inte- 
gration, to  control  prices  or  to  earn  the  inordinate  profits  of  the 
American  Steel  &  Wire  Co.  and  the  National  Tube  Co.,  both  of  which, 
as  are  here  shown,  were  conspicuously  lacking  in  these  advantages. 
There  was  no  sudden  jump  in  the  price  of  semifinished  products 
incident  to  its  organization,  it  accumulated  no  surplus  of  millions, 
and  did  not  recapitalize  on  account  of  increased  earning  capacity  or 
''combination  value."  The  only  subsidiary  to  declare  a  fat  dividend 
was  the  Duluth  &  Iron  Range  Railroad,  and  this  railroad — 

which  had  a  substantial  monopoly  of  the  ore  business  in  a  limited 
section  of  the  Lake  region,  and  which  earned  large  profits,  an 
average  of  nearly  20  per  cent  on  the  S3,000,000  capital  stock 
from  1894  to  1898.     ((Jom.  Rept.,  pt.  2,  p.  123.) 

The  earnings  of  the  constituent  companies  (of  the  Federal 
Steel  Co.)  for  the  nine  months  ending  June  30,  1898,  after  deduct- 
ing interest  on  bonds,  were  ofiicially  estimated  in  a  listing  appli- 
cation to  the  New  York  Stock  Exchange  at  not  less  than 
$3,000,000  and  those  for  the  full  year  1898  at  a  minimum  of 
$4,000,000.  This  sum,  it  will  be  seen,  is  equivalent  to  less  than 
8  per  cent  on  the  $53,260,000  of  the  preferred  stock  issued. 
(Com.  Rept.,  pt.  2,  p.  126.) 
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The  following  statement  of  the  capitalization  and  earnings  of  the 
Federal  Steel  Co.,  American  Steel  &  Wire  Co.,  and  the  National 
Tube  Co.  for  the  year  1899  is  interesting  and  instructive: 


Oompsny. 


lamed  secciri- 
tles,  Deo.  31, 


Eaniinpl899 
before  deduct- 
ing bond 
Intenet.* 


Per 
cent. 


PederalSted , 

NetionBl  Steel 

Amerlcia  Steel  &  Wira.. 
NettanalTube 


1128,845,000 
02,000,000 
90,000,000 
80,000,000 


$0,371,136 

8,080,000 

12,162,530 

13,878,805 


7.4 
14.4 
13.5 
17.3 


1  Inelndiiig  undertylng  bonds  but  not  other  indebtedness. 

*  In  two  cBses  the  eamlngB  are  not  for  the  exact  calendar  year;  thus  the  fiscal  year  oi  the  Natfonal  Bted 
Co.  ended  Feb.  28, 1000,  andthat  of  the  National  Tube  Co.  ended  June  30. 1000. 


The  contention  that  the  earnings  of  the  United  States  Steel  Corpo- 
ration and  other  similar  consolidations  are  due  to  changed  conditions, 
improved  facilities,  and  the  integration  of  plants  and  processes, 
secured  by  the  expenditure  of  vast  sums,  is  completely  answered  by  a 
c&reful  study  and  a  patient  analysis  of  the  organization  and  operation 
of  the  Federal  Steel  Co.  This  ingenious  and  ably  elaborated  theoiy 
is  not  consistent  with  the  facts  and  the  facts  or  the  records  made 
by  the  inventors  of  the  theoiy. 

'"Hie  United  States  Steel  Corporation  was  fashioned  after  the 
Federal  Steel  Co.  The  organizations  were  very  much  alike.  *  *  * 
The  Federal  Steel  was  the  parent  company;  it  preceded  the  United 
States  Steel  Corporation,  in  its  essential  attributes  fashioned  after  the 
Federal  Steel  Co.,''  says  Judge  Gary,  "  and  he  was  in  turn  president  of 
the  Federal  Steel  and  chairman  of  the  board  of  directors  of  the  Steel 
Corporation."  J.  Pierpont  Morgan,  H.  H.  Rogers,  Thayer,  Ream, 
S&muel  Mather,  and  Robert  Bacon  were  in  turn  directors  in  both 
companies. 

Even  the  secretaries  and  auditors  were  the  same — ^Richard  Trimble 
and  W.  J.  Filbert. 

Here  were  the  same  powerful  financial  and  industrial  institutions 
in  dose  alliance — J.  P.  Moigan  &  Co.,  and  the  Rockefeller  inter- 
ests— ^the  same  men,  the  same  millions;  the  same  instrumentalities 
were  used  and  employed  in  the  same  way. 

The  ''parent  company,"  with  all  its  natural  and  artificial  advan- 
tages, had  not  been  up  to  the  time  of  the  organization  of  the  Steel 
Corporation  a  marked  financial  success,  and  its  failure  was  a  concrete 
example — an  object  lesson  to  the  powerful  interests  behind  the  Steel 
Corporation.  It  was  manifest,  without  the  ability  to  limit  produc- 
tion, control  output,  and  raise  and  establish  prices,  that  unlimited 
capital,  vast  resources,  industry,  economy,  and  inventive  genius  were 
vain ;  that  competition  was  the  one  impregnable  barrier  between  the 
new  bilUon-doUar  consolidation  and  the  rich  and  forbidden  fruits  of 
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extortion  and  monopoly.  Competition  eliminated,  a  full  measure  of 
prosperity  awaited  "integrated"  companies  and  "unrelated  units" — 
obsolete  and  dilapidated  tube  plants  and  the  modem  mills  at  Chicago 
and  Lorain. 

CAUSBS  AND  CONDITIONS  LEADING  TO  THE  OBOANIZATION  OF 
THE  UNITED  STATES  STEEL  COBPOBATION. 

These  various  consolidations  which  preceded  and  in  a  way  produced 
the  United  States  Steel  Corporation  have  been  somewhat  elaborately 
analyzed,  since  a  knowledge  of  the  character,  extent,  and  purposes  of 
these  subsidiary  concerns  is  essential  to  a  definite  understanding  of 
the  conditions  which  immediately  preceded  the  creation  of  the  holding 
company  under  which  they  were  subsequently  amalgamated. 

The  fundamental  causes  for  the  formation  of  the  United  States 
Steel  Corporation  were  substantially  the  same  as  those  which 
gave  rise  to  the  earlier  consolidations  already  described,  namely, 
restriction  or  prevention  of  competition,  integration,  stock  infla- 
tion. The  same  causes,  though  in  varying  degrees,  were  here 
present,  and  the  same  processes  were  here  repeated,  though  in  a 
more  comprehensive  manner  and  on  a  vaster  scale. 

A  striking  and  surprising  result  of  the  consolidation  movement 
in  the  late  nineties,  just  described,  was  that  while  several  of  the 

Sreat  steel  consolidations  aimed  at  and  did  secure  a  substantial 
egree  of  monopoly  of  their  particular  branches  of  the  business, 
nevertheless,  competition  was  not  thereby  destroyed.  Instead, 
it  soon  developed  that  the  formation  of  these  great  consolidations 
was  likely  to  bring  on  an  era  of  competition  more  severe  than  any 
the  industry  had  yet  seen.  The  reason  for  this  is  plain.  At  the 
bottom  such  ''particular  branches"  were  not  essentiaUv  sepa- 
rate. In  the  commercial  and  technical  development  of  the  busi- 
ness they  tended  naturally  to  overlap.  In  other  words,  this 
unforeseen  outcome  of  consolidation  was  largely  due  to  the 
tendency  of  these  great  concerns  to  secure  greater  mtegration,  to 
make  tnemselves  virtually  independent  in  all  stages  of  produc- 
tion from  the  ore  up.     (H.  K.  S.  Kept.,  pt.  2,  p.  7.) 

Mr.  Temple,  the  commissioner  of  the  plate  structural  steel  and 
shafting  associations,  has  aptly  described  the  effect  of  this  effort  of 
the  "great  concerns  to  make  themselves  virtually  independent  in 
all  stages  of  production  from  the  ore  up." 

Q.  Would  a  concern  like  the  Steel  &  Wire  Co.,  which  was  pro- 
ducmg  finished  products,  instead  of  preserving  the  status  quo 
and  buying  its  oillets  from  some  otner  concern  that  made  a 
profit  on  them,  attempt  to  make  their  own  billets,  and  in  that 
way  infringe  on  what  the  billet  maker  considered  to  be  his  legiti- 
mate business  1 

Mr.  Temple.  Certainly,  as  to  all  the  concerns.  For  instance, 
take  the  National  Tube  Co.  When  the  National  Tube  Co.  grew 
to  the  magnitude  it  did,  one  of  the  first  things  it  did  was  to  put 
in  blast  furnaces  and  put  in  steel  conversion  works  and  make  its 
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own  raw  material.  Originally  in  the  day  of  the  small  concemSi 
the  blast  furnace  was  a  separate  community.  It  made  pig  iron. 
Over  here  was  a  steel  works  that  would  buy  pig  iron  irom  the 
blast  furnace  and  convert  that  pig  iron  into  steel.  They  then 
sold  billets  to  the  tube  mills,  and  the  tube  mill  would  buy  the 
billets  and  would  roll  those  into  tubes.  With  the  growth  of  the 
business  and  aggregation  of  capital  in  these  concerns — I  have 
said  tube  works,  so  I  will  contain  myself  with  the  tube  illustra- 
tion— the  tube  works,  instead  of  buying  billets  from  the  steel 
mill,  and  the  steel  mill,  instead  of  buying  billets  from  the  blast 
furnace,  would  put  up  its  own  blast  furnace  and  its  own  steel 
mill,  buy  its  own  ore  lands,  and  turn  into  its  own  coffers  the 
profits  of  every  operation  from  the  ground  to  the  finished  prod- 
uct.    (Hearings,  p.  1723.) 

So  far  as  the  consumer  of  finished  materials  was  concerned,  these 
subsidiary  companies  had  obtained  a  practical  monopoly  prior  to 
the  formation  of  the  United  States  Steel  Corporation.  Wire  and 
nails,  pipes  and  tubes,  structural  shapes,  steel  hoops  and  cotton 
ties,  sheets,  iron,  and  tin  plate  were  all  controlled  by  some  one  of  the 
consolidations  which  had  been  organized  for  the  definite  purpose  of 
controlling  the  output  and  fixing  the  price  of  some  one  or  more  of 
these  commodities. 

Prior  to  the  formation  of  these  immense  consolidations  these  scat- 
tered finishing  mills,  owned  by  individuals  or  small  corporations, 
with  an  investment  usually  of  a  few  hundred  thousand  dollars,  had 
not  the  means — ^had  they  cherished  the  hope— of  producing  steel  in 
its  cruder  forms. 

The  279  mills  of  the  American  Tin  Plate  Co.  were  valued  at  an 
average  of  $40,000  each.  (Rept.  Indus.  Com.,  p.  911.)  To  have 
produced  the  plate  bars  from  which  tin  plate  is  made  would  have 
required  an  investment  of  not  less  than  fifteen  or  twenty  million  dol- 
lars.    (Kennedy  hearings,  p.  5128.) 

The  powerful  syndicates  consolidating  these  mills  had  the  capital, 
and  "appetite  grew  with  what  it  fed  on."  They  determined  to 
assimilate  all  the  enormous  profits  incident  to  these  newly  created 
monopolies.  ''And  the  change  promptly  came.  In  particular  the 
80-called  'secondary'  concerns  began  to  extend  their  business  back- 
ward to  the  production  of  pig  iron  and  crude  steel  and  the  mining  of 
raw  materials.  This  tended  to  lessen  the  market  and  injure  the 
primary  concerns,  particularly  the  Carnegie  Co.  and  to  a  less  degree 
the  Federal  Steel  Co."     (H.  K.  S.  Rept.,  pt.  2,  p.  9.) 

In  other  words,  the  fruits  of  monopoly  had  been  secured  by  the 
centralization  under  a  common  ownership  and  control  of  the  fabri- 
cations of  steel  in  nearly  all  forms  most  necessary  to  the  needs  of  the 
consuming  public,  but  these  syndicates  failed  to  devise  any  adequate 
plan  by  which  the  spoils  of  this  system  could  be  distributed  to  the 
satisfaction  of  the  parties  who  had  created  it.    They  had  eliminated 
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competition  between  the  producers  of  steel  who  sold  it  to  the  ''ulti* 
mate  consumer,"  and  at  the  same  time  had  inadyertendy  accentu- 
ated competition  between  themselves.  Had  the  steel  business  been 
entirely  controlled  at  this  time  by  the  Morgan  and  Moore  interests, 
there  is  little  doubt  but  that  they  would  in  all  probability  have 
reached  a  working  agreement  in  short  order  and  without  the  ftiction, 
the  dread  of  returning  competition,  or  the  prodigious  issue  of  securi- 
ties which  preceded  the  formation  of  the  Steel  Corporation. 

The  National  Steel  Co.  owned  and  operated  all  the  properties, 
plants,  and  processes  essential  to  the  production  of  steel  ingots,  bars, 
and  billets,  and  this  semifinished  steel  was  in  turn  converted  into 
the  finished  product  by  the  Steel  Hoop,  Sheet  Steel,  and  Tin  Plate 
Companies,  with  which  it  was  closely  allied,  all  being  ''Moore 
concerns." 

Could  the  Federal  Steel  Co.  in  like  manner  have  turned  its  billets, 
bars,  plates,  and  structural  shapes  over  to  the  Federal  Tube  and  the 
American  Bridge  Co.  with  which  it  had  banking  and  financial  rela- 
tions similar  to  the  ties  of  common  interest  which  united  the  Moore 
group,  these  conflicting  interests  might  have  been  easily  and  silently 
adjusted.  But  there  was  Andrew  Carnegie.  The  Carnegie  Steel  Co. 
was  the  lion  in  the  path  of  the  Morgan  syndicate  in  every  effort  to 
adjust  and  establish  a  thorough  control  of  its  proportion  of  the  steel 
business  from  the  raw  material  to  the  finished  product. 

CABNSOIB  PBBPABES  FOB  WAB. 

The  Federal  Steel  Co.  was  essentially  a  producer  of  semifinished 
steel.  ''It  was,"  said  Judge  Gary,  ''a  rounded-out  proposition  and 
a  splendid  proposition,  except  it  did  not  have  sufficient  finishing  mills. 
It  was  defective  in  that  respect."     (Gary  hearings,  p.  203.) 

At  length  the  '' Morgan  concerns"  determined  to  appropriate  to 
themselves  all  the  profits  incident  to  the  manufacture  of  steel  from 
the  ground  up  in  all  those  departments  of  the  industry  over  which 
they  had  acquired  a  greater  or  less  control. 

The  Federal  Steel  Co.  prepared  for  the  manufacture  of  structural 
material,  tubes,  and  universal  plates  (H.  K.  S.  Rept.,  pt.  2,  p.  lO), 
and  the  National  Tube  Co.  prepared  to  erect  additional  blast  furnaces 
and  steel  works  (H.  K.  S.,  1  B.,  p.  10).  Carnegie  had  a  contract  to 
furnish  the  bridge  company  (a  Morgan  concern)  51  per  cent  of  all 
its  requirements,  and  he  had  hitherto  supplied  the  vast  demand  of 
the  tube  company  for  its  raw  material. 

The  Morgan  and  Moore  interests  without  material  conflict  were  each 

preparing  to  make  sharp  inroads  upon  that  domain  of  the  industry 

hitherto  preempted   by  the  Carnegie  Co.     It  was  this  apparent 

ignoring  of  the  Carnegie  Co.  or  a  temporary  failure  to  adequately 

itimate  this  factor  which  for  a  time  seemed  likely  to  produce  a  return 
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at  competitive  conditions,  or,  as  the  directors  of  the  Steel  Corporatkiii 
are  pleased  to  characterize  it — a  trade  war. 

This  situation  is  somewhat  humorously  but  graphicaUy  described 
by  W.  C.  Temple,  father  confessor  to  many  steel  pools,  and  who 
possessed  an  intimate  and  accurate  knowledge  of  the  inside  history 
and  secret  operations  and  purposes  of  all  these  great  concerns. 

The  interests  back  of  the  United  States  Steel  Corporation  had 
at  that  time  prepared  for  the  production  by  their  stock  company 
of  the  beautiful  play,  Hamlet,  with  the  most  expensive  stage 
settings  that  Wall  Street  could  produce,  costuming  never  excelled 
before,  and  Hamlet  was  the  Laird  of  Skibo.  The  cooks  who  were 
preparing  this  meal  for  themselves  and  their  associates  found 
they  had  prepared  and  were  readv  to  bake  the  finest  plum  pud- 
chng  ever  concocted  financially,  out  that  Mr.  Carnegie  haa  all 
the  plums. 

They  had  to  buy  the  Carnegie  Steel  Co.  Mr.  Carnegie  with 
his  then  plant  ana  his  organization  and  his  natural  resources 
was  in  a  position  where  he  could  dominate  the  entire  situation, 
and  had  the  Lnited  States  Steel  Corporation  not  have  been 
formed  at  about  the  time  it  was — s-  me  10  years  a^o — the  steel 
business,  not  only  of  America  but  of  the  world,  to-day  would  be 
dominated  by  Andrew  Carnegie.     (Temple,  hearings,  1726.) 

Had  the  plans  of  the  Moore  and  Moi^an  interests  been  carried  to 
a  successful  conclusion,  the  Carnegie  Co.  would  have  lost  its  largest 
and  richest  consumers  of  plates,  structural  shapes,  sheet  bars,  and 
other  semifinished  products. 

Mr.  Carnegie  acted  with  celerity  and  decision;  he  instantly 
prepared  for  war  all  along  the  line,  making  the  most  elaborate 
preparations  for  the  production  and  sale  in  the  open  market,  especially 
of  those  forms  of  finished  materials  of  which  the  Morgan  concerns 
then  held  a  practical  monopoly.  He  unhesitatingly  entered  the  in- 
dustrial arena  single  handed  against  the  combined  capital  and 
resources  of  the  Moore  and  Morgan  interests. 

These  hostile  interests  were  absolutely  unlike  in  every  particular. 
Carnegie  was  everything  that  the  interests  behind  the  Steel  Corpora- 
tion were  not,  and  he  knew  and  cared  absolutely  nothing  about  the 
methods  and  devices  by  which  his  competitors  had  amassed  hundreds 
of  millions  of  dollars — on  paper  at  least — and  that  within  the  brief 
period  of  less  than  three  years. 

Until  1900  his  concern  had  been  a  simple  partnership  retaining 
many  of  the  old  customs  which  had  prevailed  about  the  simple 
Kloman  Forge  with  which  he  had  started  40  years  before.  Its  present 
proportions  were  due  not  to  the  sale  of  stock,  but  the  return  of  profits 
to  the  working  capital  of  the  business. 

Thrifty  blacksmiths  in  order  to  encourage  promising  apprentices 
often  give  them  a  share  in  the  business.  This  custom  was  still  fol- 
lowed by  the  Carnegie  Co.,  and  its  most  capable  and  trusted  managecB 
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had  started  without  capital  upon  a  modest  share  in  the  busineaB 
obtained  on  credit  by  the  purchaser  as  an  incentive  to  intelligent  and 
effective  service.  The  members  of  this  firm,  disdaining  ''  the  most 
expensive  stage  settings  that  Wall  Street  could  produce/'  publicly 
declared  ''  It  has  always  been  the  policy  of  this  association  from  its 
outset  to  regard  itself  as  an  association  of  individuals  who  have  imited 
together  their  fortune,  their  talents,  and  their  industry  to  manufac- 
ture iron  and  steel  i^  &11  branches  in  the  best  form,  by  the  best  processes, 
and  at  the  most  moderate  cost,  and  by  such  attention  to  the  true  pur- 
pose of  its  organization  to  produce  for  those  interested  in  the  associa- 
tion the  largest  profits  which  can  be  made.  *  *  *  It  was  the 
poUcy  of  those  whose  intelligence  and  faith  in  results  founded  the 
business  to  associate  with  themselves  from  time  to  time  a  number 
of  young  employees,  who,  by  becoming  directly  members  of  the  asso- 
ciation, would  be  stimulated  to  the  very  best  work."  (Answer  Carne- 
gie et  al.  to  H.  C.  Frick,  hearings,  p.  2558.)  Carnegie  repeatedly 
declared  "That  the  personnel  of  its  organization  was  worth  more  than 
all  the  property  of  the  company."     (lb.,  p.  2558.) 

nis  plants  were  at  the  highest  efficiency  it  was  possible  to 
bring  plants  at  that  day,  in  every  direction.  In  addition  to 
that  look  at  the  organization  he  had.  *  *  *  With  Mr. 
Frick  at  the  head  of  the  Carnegie  Steel  (Corporation,  dictating 
its  business  policies  so  far  as  he  could,  without  Mr.  Came^e's 
direct  influence;  a  man  like  Schwab  in  charge  of  manufacturmg; 
with  a  man  like  Peacock  in  charge  of  his  sales  department,  ne 
was  absoluteiv  unassailable  and  invincible  in  the  steel  world. 
(Statement  W.  C.  Temple,  hearings,  1725  and  1726.) 

THB  <<niOXCLAD  CONTBACT." 

Whenever  any  member  of  this  association,  in  the  opinion  of  a 
sufficient  number  of  his  partners,  failed  to  harmoniously  cooperate 
with  his  partners  his  connection  with  the  concern  was  thereby  ter- 
minated by  the  terms  of  an  '' ironclad  contract"  to  which  all  were 
necessarily  parties. 

Having  no  issue  of  stocks  or  bonds,  the  books  of  this  partnership 
were  carefully  and  conservatively  kept  so  as  to  show  the  actual  value 
of  all  its  properties,  and  by  this  ''book  value"  the  rights  of  retiring 
partners  were  determined  and  the  estates  of  deceased  members  were 
settled.  The  books  of  this  concern  were  an  elaborate  and  accurate 
record  of  the  actual  cost  of  its  properties.  Says  James  Gayley,  one 
of  the  parties  to  this  ''ironclad  contract": 

The  book  value  represented  the  amount  of  money  actually 
expended  in  plants  and  in  investment  for  property.  (Gayley, 
hearings,  p.  309.) 

The  accuracy  of  this  "book  value"  was  questioned  by  H.  C.  Frick 
in  a  suit  with  Carnegie  and  others  in  1900,  who  maintained  that 
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these  properties  were  worth  $250,000,000.  In  an  elaborate  state- 
ment made  under  oath,  Carnegie,  Schwab,  Gayley,  Phipps,  Singer, 
and  others  stated: 

It  b  not  true  that  on  December  31,  1899,  the  said  association 
had  assets  or  property  either  real  or  personal  or  tangible  in  any 
form  ♦  ♦  *  whicn  were  worth  $250,000,000.  These  books 
show  that  the  net  value  on  the  31st  of  the  assets  of  the  associar 
tion  was  $75,610,104.06. 

To  a  large  extent  this  book  value  represents  the  actual  cost 
of  the  properties  represented  in  the  balance  sheets  of  the  asso- 
ciation. *  *  *  And  we  aver  that  the  valuation  of  the  assets 
as  shown  on  said  books  and  balance  sheets  is  a  full,  fair,  and 
accurate  valuation  of  the- same,  and  that  there  has  not  been 
omitted  from  such  books  and  balance  sheets  any  asset  which 
should  properly  find  a  place  thereon.  (Hearings,  pp.  2558, 
2559.) 

This  association  of  expert  and  experienced  ironmasters  in  charge 
of  a  concern  which  they  valued  by  an  accurate  and  detailed  inventory 
at  less  than  $76,000,000,  confidently  prepared  to  meet  every  form  of 
"destructive  competition"  which  the  ''Morgan  and  Moore"  interests 
could  devise  with  their  eight  colossal  consolidations  capitalized  at  over 
S500,000,000.  For  services  rendered  in  the  organization  of  these  com- 
panies the  underwriting  syndicates  had  received  stocks  of  the  par 
value  of  $63,306,811,  which  were  subsequently  taken  over  by  the 
Steel  Corporation  at  a  valuation  of  $72, 122,090.  In  other  words,  these 
underwriting  syndicates  by  the  manipulation  of  securities  had  ac- 
quired in  less  than  five  years  within  three  and  a  half  millions  of  the 
total  book  value  of  the  Carnegie  Co.  properties,  which  represented 
the  result  of  40  years  of  strenuous  application  to  their  business  by  the 
most  capable  steel  makers  on  the  globe. 

Carnegie  seems  to  have  remained  in  blissful  ignorance  of  the  revo- 
lution in  methods  which  characterized  the  transfer  of  the  seat  of  the 
steel  industry  from  Pittsburgh  to  Wall  Street,  and  unmindful  of  the 
enormous  sums  his  competitors  were  amassing  by  the  capitalization 
and  recapitalization  of  their  various  companies.  He  displays  a  quaint 
mdifiference  even  to  the  advantages  incident  to  doing  business  as  a 
corporation.  "If,"  says  Ije,  **you  want  to  keep  this  country  ahead 
in  steel  you  can  not  depend  upon  great  'combinations. ' "  (Hearings, 
p.  2419.) 

What  is  most  remarkable,  these  fabulous  returns  from  stock- 
jobbing operations  do  not  seem  to  have  abated  in  the  least  ''the 
ironmaster's"  inveterate  and  old-fashioned  antipathy  to  gambling 
institutions  generally. 

I  made  them  [shares  in  the  Carnegie  Co.]  as  thousand-dollar 
shares  so  as  not  to  render  them  eamblmg  instruments  in  the  stock 
exchange,  *  *  *  because  I  did  not  want  to  have  partners 
that  would  be  tempted  to  go  into  speculation.    I  never  bought 
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a  share  in  my  life  in  the  stock  exchange.  I  never  sold  a  ^are.  I 
have  been,  you  might  say,  a  monomaniac  on  the  subject  of  snecu- 
lation.  I  have  never  touched  it.  *  ♦  *  I  want  to  say  tnat  I 
am  not  a  stock  gambler,  and  I  never  in  my  life  associated  witli 
stock   gamblers.    *    ♦    *     j    think   that   the   common   stock 

5 ambler  is  one  of  the  worst  institutions  that  a  country  can  hav^e. 
'hey   are  parasites  feeding  upon  values  and  creating  none. 
(Carnegie,  hearings,  p.  2538!) 

The  impending  conflict  between  the  Carnegie  Co.  and  the  "interests 
behind  the  Steel  Corporation,"  as  Temple  calls  them,  has  been  char- 
acterized as  a  ''  battle  of  the  giants."  It  was  nothing  of  the  kind. 
It  was  a  contest  between  fabricators  of  steel  and  fabricators  of  securi- 
ties; between  makers  of  billets  and  of  bonds. 

The  Carnegie  interests  were  apparently  in  the  best  position 
of  any  of  these  groups  to  meet  a  pnce  war.  They  had  abundant 
capital  and  credit,  and  their  securities  did  not  figure  on  the 
stock  market,  while  their  organization  and  management  were 
unequaled.     (H.  K.  S.  Rept.,  pt.  2,  p.  11.) 

Tnis  mammoth  body  owned  its  own  mines^  dug  its  ore  with 
machines  of  amazing  power,  loaded  it  into  its  own  steamers, 
landed  at  its  own  ports,  transported  it  on  its  own  railroads, 
distributed  it  among  its  many  blast  furnaces,  and  smelted  it 
with  coke  similarly  brought  from  its  own  coal  mines  and  ovens 
and  with  limestone  brought  from  its  own  quarries.  From  the 
moment  these  crude  stuffs  were  dug  out  of  the  earth  until  they 
flowed  in  a  stream  of  liquid  steel  into  the  ladles  there  was  never 
a  price  profit  or  royalty  paid  to  any  outsider.  Without  any 
cessation  of  motion  and  with  hardly  any  loss  of  heat  this  prod- 
uct passed  with  automatic  precision  mto  the  multitudinous 
machines  which  pressed  it  into  billets,  rails,  armor  plate,  bridge 
structures,  beams,  and  the  endless  variety  of  shapes  required  m 
modem  architecture.  Finally  these  highly  finished  materials 
were  often  conveyed  to  consumers  over  tne  same  transporta- 
tion systems  as  before,  and  the  profit  of  every  movement,  as 
of  every  process  and  change  of  form,  passed  without  deduction 
into  the  exchequer  of  which  was  now  the  Cam^e  Steel  Co. 
(Ltd.),  a  single  organization  with  one  mind,  one  purpose,  one 
interest.  (Bridges'  Inside  History  of  the  Carnegie  Co.,  neanngs, 
pp.  2593-2594.) 

Not  content  with  this  elaborate  and  powerful  organization,  Carnegie 
prepared  for  the  anticipated  contest  with  the  strategy  of  a  general 
and  the  confidence  of  a  conqueror.  He  aimed  his  first  blow  at  the 
'' National  Tube  Works,  an  acquisition  of  the  principal  tube  nulls  into 
one  concern,  whereby  they  could  get  a  very  handsome  profit  out  of 
the  manufacture  of  tubes,  and  that  had  been  done  by  Mr,  Morgan.*^ 
(Gates,  hearings,  p.  41.) 

This  company,  notwithstanding  an  agreement  to  purchase  billets 
from  the  Carnegie  Co  ,  was  preparing  to  produce  its  own  raw  mate- 
rials.    (Hearings,  p.   2508.)     In  retaliation  Carnegie  prepared  to 
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duplicate  in  a  single  plant  the  entire  output  of  this  S80|000,000  con- 
cern.   As  related  by  W.  C.  Temple: 

Mr.  Carnegie  had  already  started  out  to  build  at  Conneaut 
the  greatest  tube  works  in  the  world,  and  the  tube  business  is 
one  of  the  most  profitable  finished  businesses  there  is  and  one 
that  is  constantly  growing. 

He  had  arranged  to  build  a  raikoad  from  Pittsburgh  to  Con- 
neaut to  bring  aown  his  ores  direct  from  Conneaut  Harbor  to 
his  mills  and  to  build  up  a  great  industrial  center  at  Conneaut 
Harbor,  and  with  the  completion  of  that  tube  miU  must  come 
the  destruction  of  the  National  Tube  Co.,  one  of  the  strongest 
constituents  of  the  United  States  Steel  Co.     (Hearings,  p.  1725.) 

Carnegie  was  equally  sanguine.    He  said : 

Gentlemen,  I  meant  to  keep  on  expanding.  ♦  *  ♦  If  I 
had  -remained  in  the  business,  I  would  have  had  a  plant  at 
Conneaut  that  would  have  astonished  the  world  and  which 
would  have  distanced  all  competition  in  that  line.  *  *  * 
We  were  going  to  begin  with  making  tubes.  But  there  Charlie 
Schwab  comes  in  a^ain.  He  told  me  that  he  was  satisfied  he 
could  build  a  tube  null  that  would  save  $10  a  ton  over  any  tube 
TTiill  existing.    *    *    ♦ 

The  Chairman.  How  much 

Mr.  Cabnegie.  $10  a  ton  on  tubes.  We  had  relations  with 
the  National  Tube  Co.  We  furnished  their  Bessemer  steel. 
We  furnished  the  steel  out  of  which  they  made  their  tubes. 
We  furnished  the  raw  material  for  the  National  Tube  Co.  in 
gneat  amounts;  the  Bessemer  billets  for  the  National  Tube 
Works.  They  concluded  they  would  make  these  themselves 
and  build  blast  furnaces.  That  was  quite  right;  we  had  no 
objection  to  that.  We  concluded  that  we  needed  other  exten- 
sions, and  having  bought  the  harbor  at  Conneaut,  *  *  *  we 
bought  the  land  around  the  harbor.     (Hearings,  p.  2358.) 

We  had  been  looking  for  a  site  where  we  could  put  additional 
works,  where  we  could  extend;  and  it  did  require  much 
consiaeration  to  let  us  see  that  if  we,  having  that  Conneaut 
Harbor,  put  a  modem  steel  plant  there,  the  ore  would  come 
there  and  be  dumped  from  the  boat  right  in  the  furnace  yard. 
And  Mr.  Schwab  drew  plans.  The  mill  was  1,100  feet  long,  and 
the  ore  stood  there,  and  the  coke  was  brought  up  from  our  own 
miues  in  the  cars  which  had  taken  the  ore  down  to  our  mills, 
and  which  would  otherwise  have  returned  empty;  and  there  we 
stood  with  the  raw  material  there,  and  the  finished  tubes  would 
come  out  here  [indicating]  with  all  new  modern  machinery;  no 
men  hardly;  all  rolls  conveying  the  masses  without  hand  labor 
and  all  that.  Mr.  Schwab  showed  me  that  plan,  just  as  he  did 
the  plan  for  the  great  plant  for  the  open-heartn  furnaces  at 
Homestead,  and  i  said,  **  Schwab,  wliat  difference  can  you 
make?"  and  he  said,  *^Mr.  Carnegie,  not  less  than  $10  a  ton.'' 
Of  course,  you  must  remember  that  the  tube  works  were  very 
old  and  had  been  running  for  a  long  while,  and  this  project  was  a 
total  departmre.    So,  he  said  a  difference  of  $10  a  ton.     When 
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Ae  NdtUmal  Tube  Works  left  us  and  began  to  build  furnaces  Jar 
themselves,  then  we  decided  thai  we  would  build  at  ConneauL 
(Hearings,  pp.  2509-2510.) 

This  statement  is  an  unconscious  commentary  on  the  extortion  then 
practiced  by  the  National  Tube  Co.  Five  dollars  a  ton  would  have 
been  a  legitimate  profit  on  tubes.  Carnegie,  with  a  modem  plant. 
capably  conducted,  could  have  made  tubes  at  a  profit  at  $5  a  ton« 
less  than  the  actual  cost  of  production  by  the  National  Tube  Works. 
which,  as  Gates  declares,  ''Mr.  Morgan  had  just  finished/'  (Hear- 
ings, p.  40,) 

The  news  of  this  projected  tube  plant  was  received  with  mingled 
emotions  of  anger  and  consternation  by  the  National  Tube  Co.,  as 
evidenced  by  the  following  entry  in  the  minutes  of  its  board  of  direc- 
tors, January  15,  1901 : 

Mr.  Converse  [president  of  the  tube  company]  said  that  there 
were  rumors  that  the  Carnegie  Co.  was  about  to  install  and  oper- 
ate a  tube  works  with  a  capacity  of  280,000  tons  per  annum.  It 
is  well  known,  the  tendency  lately  so  conspicuous  to  establish 
a  conmiunity  of  ownership  or  a  unified  control  over  great  indus- 
tries as  the  only  means  of  restraining  destructive  competition, 
led  to  the  incorporation  of  various  great  companies.    *    *    * 

''  During  the  18  months  this  corporation  has  run  there  has  never  been 
a  time  when  it  could  not  have  manufactured  to  advantage  and  profit 
material  in  competition  with  nearly  all  the  numerous  industrial 
groups,  including  the  Carnegie  Co.,  but  the  policy  of  the  management 
so  far  has  been  that  except  forced  by  self-protection  this  company 
would  not  displace  a  ton  of  its  neighbor's  product  by  entering  any 
other  lines  than  strict  tubular  goods. 

"  It  has  rigidly  confined  itself  to  this  principle  up  to  this  time.  *  *  ♦ 
In  all  the  arrangements  between  the  National  Steel,  Republic,  Amer- 
ican Sheet  Steel  &  Plate,  and  others  of  the  industrial  steel  groups,  ii 
has  been  the  unwritten  law  that  ea^h  group  should  confine  itsdf  to 
the  fabrication  of  its  own  spedaMes  and  should  voluntarily  refrain 
from  using  a  constant  surplus  of  material  by  the  production  of  the 
special  product  of  its  neighbors.  If  this  unwritten  law  is  to  be  ruth- 
lessly disregarded  by  the  Carnegie  Co,  it  wiU,  of  course j  have  a  broader 
significance  than  (he  mere  competition  with  ofwr  own  products" 
(MacRae's  Rept.,  p.  4278.) 

Carnegie  next  invaded  the  heart  of  the  territory  of  the  Federal  Steel 
Co.,  the  ** cherished  project  "  of  the  Morgan  group.  Having  forced 
this  company  into  a  40-year  contract  by  which  its  principal  ore  road, 
the  Vermilion  &  Iron  Range,  was  obligated  to  haul  1,500,000  tons 
of  ore  every  three  years  from  the  Minnesota  ranges  to  the  lakes,  and 
to  pay  to  the  Carnegie  Co.  a  rebate  of  40  cents  per  ton  (MacRae  Rept., 
p.  4103),  he  prepared  to  enter  the  western  territory  with  his  finished 
products. 
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In  February,  1901,  the  Carnegie  Co.  entered  into  an  agreement 
with  a  syndicate  formed  by  George  J.  Gould  and  others  '*for  the 
purpose  of  constructing  or  purchasing  certain  lines  of  railroad  from 
Toledo,  Ohio,  to  the  city  of  Pittsburgh,  Pa.,  with  branch  lines  to 
Cleveland  and  other  towns  in  Ohio,  and  in  the  States  of  Pennsylvania 
and  West  Vii^ginia."  This  syndicate  agreed  to  proceed  with  all 
''diligence  and  dispatch."  In  consideration  for  the  immediate  pur- 
chase or  construction  of  this  vast  system — literally  lacing  the  territory 
hitherto  preempted  by  the  Federal  Co. — 

The  Carnegie  Co.  a^ees  to  give  to  said  syndicate  lines  for 
transportation  over  said  lines  to  all  points  reached  by  said  lines 
and  connections  one-fourth  of  aU  the  traffic^  including  ore.  coal, 
and  coke,  controlled  oy  said  Carnegie  Co.  and  its  controlled  or 
afiSliated  companies,  upon  or  reached  by  the  lines  of  said  Union 
Co.,  as  it  is  now  or  may  hereafter  be  constructed,  or  on  lines 
owned  and  controlled  by  said  Union  and  Carnegie  Cos.,  or  which 
the  said  syndicate  lines  may  reach  direct  or  through  switching 
arrangements  with  other  railways,  etc.     (MacRae  Kept.,  p.4377.T 

Carnegie's  operations  extended  from  the  head  of  Lake  Superior  to 
the  Atlantic  seaboard.  With  rebates  of  approximately  50  per  cent  of 
the  through  rate  from  the  Vermilion  Range  to  Lake  Superior,  a  60- 
year  contract  with  the  Rockefeller  interests,  for  an  annual  supply  of 
1,200,000  tons  of  Mesabi  ore  at  a  royalty  of  25  cents  per  ton  (Hear- 
ings, p.  2596)  transported  by  his  own  steamship  lines  to  Conneaut 
and  thence  to  Pittsburgh  via  the  Bessemer  &  Lake  Erie  Railroad  (of 
which  he  had  acquired  control),  Carnegie  commanded  faciUties  for 
assembling  his  raw  materials  which  no  competitor  could  hope  to 
approach. 

Having  secured  virtual  control  of  the  extension  of  the  Wabash 
Terminal  Railroad  and  its  connections  as  far  as  Toledo  on  the  west, 
he  turned  his  attention  to  the  east. 

There  were  reports  at  this  time  that  the  Carnegie  interests 
were  contemplating  the  construction  of  a  railroad  from  Pitts- 
burgh to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
womd  have  created  an  extremely  disturbing  factor  in  the  tnink- 
line  situation.     (H.  K.  S.  Rept.,  pt.  1,  p.  105.) 

And  the  Carnegie  interests  were  preparing  to  reach  the  ultimate 

consumer  not  only  with  semifinished  steel  structural  shapes,  rails,  and 

tubes,  but  to  dupUcate  the  products  of  all  their  competitors.    John 

W.  Gates  declares,  ''I  guess  he  was  threatening  the  whole  line." 

(Hearings,  p.  40.) 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Co., 
while  likely  at  firot  to  lose  some  business,  might  be  expected^  in 
the  long  nln  to  maintain,  and  even  to  increase,  its  dominating 
position  in  the  industry.  Its  long-established  business,  the 
modem  character  of  its  plants,  its  efficient  technical  and  com- 
mercial oi^anization,  as  well  as  its  strong  financial  position. 
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made  it  easily  superior  to  any  of  its  competitors.  It  had  a  dis- 
tinct advantage  in  all  these  respects  over  even  the  Federal  Steel 
Co.,  which  was  its  largest  rival,  but  whose  plants  were  for  the 
most  part  less  modem  and  also  widely  separated  geographically. 
There  was  no  question  that  if  the  Carnegie  Co.,  with  its  unlimited 
means  and  efficient  o^anization,  went  into  the  manufacture  of 
wire,  tubes,  sheets  or  tin  plate,  it  would  be  more  than  able  to  hold 
its  own  against  the  respective  large  consolidations  which  pro- 
duced those  products,  and  which  in  their  effort  to  monopolize  the 
business  had  been  constrained  to  include  in  their  r^ective  or- 
ganizations many  plants  of  inferior  character.  (H.  K.  S.  Kept., 
pt.  1,  p.  104.) 

Says  W.  C.  Temple: 

If  they  had  not  purchased  his  interests,  Cam^e  would  have 
gone  back  to  his  old  policy  of  ' 'cattle  work  along  the  border." 

The  Chairman.  Destructive  competition  t 

Mr.  Temple.  I  do  not  think  there  is  any  question  about  that. 

The  Chairman.  Did  your  people  have  any  fear  that  if  they  did 
not  get  Carnegie  they  would  have  trouble  ? 

AG.  Temple.  They  knew  it. 

Mr.  Bartlett.  Let  me  ask  you  in  what  way  they  would  have 
trouble — by  cutting  prices  and  reducing  the  pnces  of  the  product 
or  by  destructive  competition  ? 

Mj^  Temple.  Have  you  ever  seen  people  who  were  scared  of 
*'ha'nts''  down  in  your  country?  ♦  *  ♦  jyi^  you  ever  find 
one  of  them  who  could  formulate  to  himself  exactly  what  form 
that  **ha'nt'*  was  going  to  take  if  it  approached  himf  ♦  *  * 
I  will  allow  that  to  answer  your  question,  if  you  will  permit  it. 
(Hearings,  pp.  1726-1727.) 

But  this  industrial  specter  left  no  doubt  as  to  its  form  and  purpose; 
it  was  open  and  aggressive  competition  all  along  the  line. 

In  an  interview  in  the  London  Iron  and  Steel  Trades  Review,  Mr. 
Carnegie  declared: 

Yes;  we  have  been  erecting  several  new  departments,  including 
what  I  believe  will  be  the  largest  axle  factory  m  the  world.  Why, 
it  may  be  asked,  should  steel  makers  make  plates  for  other  firms 
to  work  up  into  boilers  when  they  can  manufactiu'e  the  boilers 
themselves;  or  beams  and  girders  for  bridges  when  they  can 
turn  out  and  build  up  the  completed  article;  or  plates  for  pipes 
when  they  can  make  the  pipes?  I  think  the  next  step  to  be 
taken  by  the  steel  makers  will  be  to  furnish  finished  articles 
ready  for  use.  In  the  future  the  most  successful  firms  will  be 
those  that  go  furthest  in  this  direction.     (Hearings,  p.  2510.) 

Just  as  he  had  prepared  by  an  estimated  outlay  of  $12,000,000 
(hearings,  p.  2620)  to  duplicate  and  demolish  Moi^an's  S8O,OOO,000 
tube  company,  it  was  plain  that  he  had  at  last  determined  in  the 
same  manner  to  puncture  all  these  huge  and  inflated  monopolies, 
which,  in  the  last  four  or  five  years,  had  been  incubated  in  Wall 
Street  and  incorporated  in   New  Jersey.    And  nobody  knew  the 
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inlwrent  weakness  of  these  conglomerations  of  efficient  and  inef- 
ficient, modem  and  obsolete,  mills  so  well  as  the  syndicates  which 
had  consolidated  them. 

In  the  conversion  of  the  heathen,  missionaries  have  fomid  it 
useful  to  describe  the  condition  of  the  damned  before  presenting 
the  j>ictm*es  of  the  joys  of  the  blessed.  It  was  on  some  such 
principle  that  the  threat  of  industrial  war  was  thus  made  by 
the  Cam^es  before  the  blessing  of  cooperation  and  consoh- 
dation  were  set  out  before  the  vision  of  tne  alarmed  financiers 
of  the  country.  The  panic  produced  by  the  double  threat  of 
the  Canines  to  btdld  a  rival  tube  works  and  to  enter  into 
competition  with  the  great  Pennsylvania  has  been  graphically 
described  by  a  recent  magazine  wnter. 

Either  project  as  a  threat  would  have  been  alarming.  The 
two  togetner,  as  inmiinent  and  assured  accomplishments,  pro- 
duced a  panic.  And  a  panic  among  millionaires,  while  hard  to 
produce,  is,  when  once  under  way,  just  as  much  a  panic  as  a 

Eanic  among  geese.  They  ran  this  way  and  that ;  they  hid  one 
ehind  anonier;  they  filled  the  newspapers  with  their  squawk- 
ings;  they  reproached,  implored,  accused  each  other.  At  last 
they  ran  to  their  master — Morgan — and  he  negotiated  with 
Carnegie.  (Bridges,  Inside  History  of  the  Carnegie  Co.,  hear- 
ings, p.  2621.) 

Morgan  immediately  communicated  with  James  J.  Hill,  Charlie 
Schwab,  and  others  in  an  effort  to  find  some  way  to ''stop  Carnegie 
bom  building  this  railroad  and  building  this  tube  works."  (Gates, 
hearings,  p.  31.) 

I  believe,  perhaps,  if  unrestricted  and  unchecked  destructive 
competition  nad  gone  on,  the  Illinois  Steel  Co.  would  undoubt- 
edly have  been  driven  out  of  business,  and  perhaps,  I  might  say 
more.  I  do  not  say  it  with  a  view  of  casting  any  reflection  upon 
anyone's  management,  but  it  is  not  at  all  certain  that  if  the  old 
management  or  the  management  which  was  in  force  at  one  time 
had  continued  the  Carnegie  Co.  would  not  have  driven  entirely  out 
of  business  every  steel  company  in  the  United  States.  (Statement 
Judge  Gary,  hearings,  p.  220.) 

Iliere  is  nothing,  however,  in  this  record  to  show  that  such  concerns 
•8  the  Lackawanna,  the  Cambria^  or  Jones  &  Laughlin,  were  in 
^7  particular  danger  of  losing  anything  more  than  a  share  of  the 
inordinate  profit,  which  had  resulted  from  the  successful  organization 
ol  these  various  monopolies,  which  for  the  time  had  almost  totally 
^iinunated  competition  between  the  manufacturers  of  all  forms  of 
finished  steel. 

With  the  American  Steel  &  Wire  Co.  and  the  Moore  and  Morgan 
groups  the  case  was  entirely  different.  They  had  capitalized  their 
"morger  values  "  at  approximately  $400,000,000,  and  a  return  of  com- 
petition meant  the  destruction  ol   that   immense  and  artificially 
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acquired  "earning  power,"  and  the  utter  demoralization  of  the  stoc^ 
market. 

This  critical  trade  situation  was  intensified  because  of  the 
imnortance  which  the  securities  of  sevejal  of  these  steel  concerns 
haa  assumed  on  the  stock  market.  A  period  of  violent  compe- 
tition in  the  steel  industry  would  inevitably  have  been  followed 
by  a  ^eat  decline  in  the  value  of  these  securities.  This  would 
have  been  very  embarrassing  to  the  financial  groups  which  were 
behind  these  consolidations.  A  more  important  matter  was 
that  the  financial  backers  of  some  of  these  steel  concerns  had 
extensive  commitments  in  other  directions  which  might  be  jeop- 
ardized by  such  an  acute  struggle  in  the  steel  industry.  From 
the  standpoint  of  these  financiers,  therefore,  the  situation  pre- 
sented at  once  a  ^eat  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important 
groups,  which  were  more  or  less  distinct,  namely,  "Morgan," 
^'Moore,"  "Comegie,"  and  "Rockefeller."  ♦♦  *  It  is  evi- 
dent, therefore,  that,  both  from  the  point  of  view  of  the  iron  and 
steel  industry  and  that  of  the  stock  market,  there  was  a  great 
inducement  to  avert  the  threatened  outbreak  of  violent  compe- 
tition between  these  rival  interests.  A  steel  war  might  have 
meant  a  sudden  end  of  the  extraordinary  period  of  speculative 
activity  and  profit.  On  the  other  hand,  an  averting  of  this  war 
and  a  coalition  of  the  various  great  consolidations,  if  success- 
fully financed,  would  be  a  tremendous  "bull"  argument.  It 
would  afford  its  promoters  an  opportunity  for  enormous  stock- 
market  profits  through  the  sale  of  its  securities.  *  *  *  It 
was  clear  to  everyone  that  no  consolidation  of  this  sort  could 
be  made  successful  unless  it  included  the  Gamete  Co.,  which 
was  the  most  powerful  factor  in  the  situation,  ^vmich  had  long 
been  noted  for  its  a^essive  tactics,  and  which,  as  above  shown, 
had  precipitated  this  crisis.  Moreover,  there  can  be  little  doubt 
that  manj  interests  in  the  steel  industry  regarded  Mr.  Carnegie's 
personal  mfluence  as  a  menace  to  themselves  and  their  businesses 
and  desired  to  secure  his  retirement  from  the  trade.  The  pri- 
mary solution  of  the  situation,  therefore,  from  the  standpoint  of 
these  interests,  was  to  buy  out  Mr.  Carnegie.  It  was  realize 
that  this  would  be  an  extremely  expensive  transaction,  which 
would  require  the  cooperation  of  tne  leading  interests.  The 
purchase  of  that  concern  obviously  could  not  te  financed  with 
cash.  Arrangements  were,  however,  effected  with  Mr.  Carnegie 
for  taking  over  his  large  holdings  in  his  company  in  exchange  for 
bonds  of  the  new  consolidation.  (H.  K.  S.  Rept.,  pt.  1,  pp.  10 
and  11.) 

In  the  light  of  the  evidence  produced  before  this  committee  there 
can  be  no  shadow  of  doubt  that  the  problem  which  now  confronted 
the  interests  behind  the  United  States  Steel  Corporation  was  not 
the  purchase  of  a  miZZ,  hut  the  retirement  of  a  man. 

If  further  demonstration  is  needed,  it  is  afforded  by  the  fact  that 
Bir.  Morgan,  who  engineered  this  deal,  a  few  months  prior  to  its  con- 
summation refused  to  furnish  a  mere  modicum  of  the  sum  subse- 
quently paid  for  Mr.  Carnegie 's  interest  in  these  plants,  at  a  time  when 
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the  actual  value  of  the  property  was  the  principal  couaideration  and 
before  Carnegie  had  precipitated  this  crisis. 

Toward  the  end  of  March,  1899.  overtures  were  made  by 
Ex-Judge  W.  H.  Moore,  of  Chicago,  tor  the  purchase  of  the  Car- 
negie-Frick  properties  with  a  view  to  combining  them.  This 
time  an  effort  was  made  to  get  a  price  on  Andrew  Carnegie's  indi- 
vidual holdings  of  stock  in  me  two  companies  carrying,  a^  they  did, 
eontrolf  etc.  *  *  *  Came^e  demanded  a  miluon  dollars  for  a 
90-days'  option  on  his  entire  mterests  at  a  price  of  $157,950,000. 
(Bridges'  inside  History  of  Carnegie  Co;  hearings,  p.  2612.) 

This  transaction  is  recited  in  detail  in  a  sworn  statement  made 
by  Mr.  Carnegie,  March  12,  1900.     (Hearings,  p.  2560.) 

The  second  option  for  $250,000,000  for  all  the  property  throws  no 
light  on  the  real  transaction,  since  this  option  was  obtained  by  Frick- 
Phippe  and  others  who  intended  to  go  into  the  proposed  new  con- 
solidation, and  their  share,  estimated  at  $90,000,000,  would  have 
involved  no  actual  outlay,  but  a  simple  exchange  of  securities. 
Carnegie's  interest  demanded  an  actual  outlay  of  bullion  or  bonds, 
and  in  this  case  it  meant  both. 

At  this  time  Mr.  Morgan  seems  to  have  been  lacking  in  any  appre- 
ciation of  the  potency  in  the  industrial  world  of  this  man  who  was 
essentially  and  only  an  '^ ironmaster,"  who  would  not  tolerate  the 
listing  of  his  stocks  on  the  exchange,  and  declared  with  emphasis 
^'I  am  no  stock  gambler,  and  I  never  in  my  life  associated  with  stock 
gamblers. " 

No  man,  perhaps,  knew  the  strength  and  the  weakness  of  the  great 
financiers  who  were  parties  to  these  immense  transactions  so  well 
as  W.  C.  Temple. 

Mr.  Frick  is  a  far-sighted,  shrewd  business  man.  He  realized 
even  before  the  formation  of  the  United  States  Steel  Corporation 
more  clearly,  I  think,  than  any  one  man  in  the  steel  world  the 

Sadual  development  and  great  development  in  the  steel  industry, 
r.  Moi^an  is  a  great  man.  Mr.  Frick  obtained  from  Mr.  Car- 
negie an  option  on  the  Carnegie  steel  plant  for  approximately 
$160,000,000.  ♦  ♦  *  There  was  a  book  value  tnere  of  ap- 
proximately $1 19,000,000.  Mr.  Frick  got  an  option  for  $160,000,- 
000.  It  was  common  rumor  at  the  time,  although  I  can  not 
testify  as  to  my  own  knowledge  and  belief,  that  Mr.  Frick  and 
^Ir.  Mellon,  or  the  Mellon  estate,  agreed  to  furnish  or  to  raise 
$80,000,000  of  this  money,  and  they  went  to  Mr.  Morgan  to  get 
the  other  $80,000,000,  and  Mr.  Frick  laid  before  Mr.  Morgan  very 
fully  the  possibilities  of  the  Carnegie  Steel  Co.  Mr.  Morgan 
turned  dovm  the  proposition,  claiming  that  the  price  was  too  high 
for  ihe  property,  1  understand,  which  cost  Mr.  Frick  and  his  one 
or  two  associates  some  million  or  a  million  and  a  quarter  dollars, 
and  which  they  paid  to  Mr.  Carnegie  for  this  very  valuable 
option. 
Mr.  Bartlett.  Forfeited  ? 
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Mr.  Temple.  Yes,  sir.  When  I,  in  my  own  mind,  stack  up 
Mr.  Morgan  as  against  Mr.  Frick,  the  tlung  that  always  comes 
prominent  is  this,  that  when  Mr.  Frick  considered  the  purchase 
of  the  Carnegie  Co.  and  could  buy  it  at  $160,000,000,  Mr.  Morgan 
thought  it  was  too  expensive,  and  yet  Mr.  Morgan  turns  around 
inside  of  three  years  and  pays  between  $500,000,000  and  $600,- 
000,000  for  the  same  property,  which  he  did  not  consider  worth 
$160,000,000  when  Mr.  Frick  got  it. 

The  Chairman.  Was  there  any  improvement  in  that  property 
during  that  time  ? 

Mr.  Temple.  None  to  amount  to  anything;  comparatively 
little.  The  market  value  of  the  securities  that  entered  into  that 
transfer  practically  at  the  time  the  transfer  was  completed  made 
each  of  the  junior  partners  of  the  Carnegie  Steel  Co.  practically 
$5,000,000  ror  each  1  per  cent  interest.  That  I  happen  to 
know.  That  comes  very  close  to  being  $500,000,000  for  the 
whole  thing,  and  Mr.  Carnegie  got  a  little  the  best  of  it.  He  got 
better  than  his  junior  partners  did;  so  I  do  not  think  I  am  over- 
rating the  mark  when  I  say  between  $500,000,000  and  $600,000,- 
000.     (Statement  Temple,  hearings,  pp.  1723,  1724.) 

It  is  not  surprising  that  Mr.  Morgan  should  hesitate  to  pay  $160,- 
000,000  for  approximately  a  half  interest  in  a  concern  whose  owner 
had  recently  sworn  had  no  actual  or  tangible  value  in  excess  of 
$75,610,104.06,  and  whose  total  assets,  according  to  the  balance  sheet 
of  the  Carnegie  Co.  (Ltd.)  on  March  1,  1900,  amounted  to  $101,416,- 
802.43.     (Hearings,  p.  2618.) 

The  syndicate  which  had  consolidated  tube  mills  valued  at  $19,000,- 
000  and  capitaUzed  them  at  $80,000,000  and  had  authorized  an  issue 
of  $200,000,000  of  stock  in  the  Federal  Steel  Co.  on  a  basis  of  less  than 
$33,000,000  of  actual  property  could  hardly  be  regarded  as  an  impe- 
cunious purchaser. 

The  difference  was  due  not  to  an  increase  in  the  value  of  the  prop- 
erty or  the  state  of  the  market,  but  the  changed  attitude  of  its  owner. 
In  his  negotiations  with  Mr.  Frick,  Mr.  Morgan  was  valuing  steel 
mills.  Now  he  was  forced  by  changed  conditions  "  to  stop  Carnegie'' 
at  any  price. 

The  conclusion  is  inevitable,  therefore,  that  the  price  paid  for 
the  Carnegie  Co.  was  largely  determined  by  fear  on  the  part  of 
the  organizers  of  the  Steel  Corporation  of  the  competition  of  that 
concern.  Mr.  Carnegie's  name  in  the  steel  industry  had  long 
been  synonymous  witli  aggressive  competition,  and  there  can  be 
little  doubt  that  the  huge  price  paid  for  the  Carnegie  concern 
was,  in  considorable  measure,  for  the  specific  purpose  of  elimi- 
nating a  troublesome  competitor,  and  Mr.  Carnegie  personeJlyin 
particular.  This,  it  may  be  noted,  was  tlie  interpretation  gen- 
erally placed  upon  the  transaction  in  trade  and  financisJ  circles 
at  the  time.     (II.  K.  S.  Ropt.,  pt.  1,  p.  165.) 
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After  Frick  had  failed,  after  the  most  strenuous  efforts  to  raise 
S80y000,000  from  Moi^an  on  the  Carnegie  properties,  having  secured 
the  other  half  of  the  purchase  price  through  the  aid  of  the  Mellons, 
and  as  a  result  forfeiting  over  a  million  dollars  paid  for  the  option,  it 
was  manifest  that  these  properties  could  not  be  obtained  for  a  cash 
consideration.  Both  parties  seeing  the  necessity  for  an  exchange  of 
securities  on  some  basis,  in  the  event  Carnegie's  holdings  were  ever 
to  be  taken  over  by  those  most  anxious  to  eliminate  him  from  the 
steel  business,  the  Carnegie  Co.  and  the  H.  C.  Frick  Coke  Co.  were 
merged,  and  incorporated  as  one  concern,  the  Carnegie  Steel  Co., 
and  that  it  might  have  securities  in  abundance  for  purpose  of 
exchange,  when  the  exigency  arose,  had  an  authorized  capitaiization 
of  S160,000,000  and  an  authorized  bond  issue  of  the  same  amount. 
(H.  K.  S.  Kept.,  pt.  1,  p.  85.) 

When  the  consolidation  was  finally  consummated  for  $159,450,000 
of  bonds  and  $160,000,000  of  stock  of  the  Carnegie  Co.,  the  United 
States  Steel  Corporation  issued  $492,000,000  of  its  securities  as 
follows:  ' 

For  $159,450,000  of  Carnegie  Go.  bonds  (bonds) 1159, 450, 000 

For  $96,000,000  of  Carnegie  Co.  stock  (bonds) 144,000,000 

Far|64.000,000ofC«negieCo.8tock {^^,^t\     ^S.m 

Total 492,006,100 

(llacIUe's  Kept.,  pt.  1,  Exhibit  No.  27.) 

It  will  be  remembered  that  in  this  transaction,  Carnegie  and  his 
partners  did  not  share  alike.    As  Mr.  Temple  stated: 

Ur.  Carnegie  got  a  little  the  best  of  it.    He  got  better  than  his  junior  partners  did. 

J.  Howard  Bridge,  in  discussing  t^e  conditions  upon  which  Mr. 
C&m^e's  personal  interests  were  absorbed,  says: 

Had  all  the  stockholders  been  subject  to  these  terms,  it  would 
have  meant  that  the  $160,000,000  of  the  Carnegie  Co.'s  stock 
would  have  been  exchanged  for  United  States  Steel  Co.'s  stock 
as  follows : 

7  per  cent  cumulative  preferred $240, 569, 280 

Common  stock 225,697,760 

466, 267, 040 
Add  $160,000,000  bonds  exchanged  for  the  same  amount  of  Car- 
negie bonds 160,000,000 

Total 626,267,040 

At  the  time  of  purchase,  the  bonds  and  the  preferred  stock  were 
considered  worth  par,  and  the  common  stock  50,  making  the  total 
amount  paid  at  that  time  $447,416,640.     (Hearings,  pp.  2622,  2623.) 

Thus  one  single  concern,  under  a  threat  to  destroy  monopoly 
secured  by  these  confederated  consolidations,  demanded  *'this  king's 
nmaom''  as  the  ''price  of  peace/'  and  the  price  was  paid. 
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BOGKEFELLEB  INTBBESTS. 

There  remained  one,  and  only  one  individual  or  interest,  power- 
ful enough  to  obstruct  or  deter  this  far-reaching  confederation  of 
consolidations,  in  the  establishment  of  prices  in  the  steel  industry. 
The  "Morgan"  and  ''Moore  groups,"  were  cooperating  and  haj^ 
monious  and  Carnegie  had  retired.  ''Rockefeller"  remained  to  be 
reckoned  with. 

As  far  back  as  1893  he  had  secured  a  firm  and  extended  hold  upon 
the  very  foundation  of  the  whole  business — ^its  ore  reserve. 

The  Lake  Superior  Consolidated  Iron  Mines  secured  long  leases  or 
the  titie  in  fee  to  from  300,000,000  to  400,000,000  tons  of  iron  ore  on 
the  Mesabi  Range  which  Judge  Gary  truly  describes  as  "  the  finest 
in  the  world."  (Hearings,  p.  86.)  Almost  without  exception  other 
ore  bodies  on  this  continent  are  of  a  hard  and  rocky  texture  or  lie  at 
a  greater  or  less  angle  to  the  horizon,  and  can  only  be  mined  by  the 
sinking  of  shafts  or  other  like  expensive  methods.  This  materially 
increases  the  cost  of  mining.  ^  Ores  upon  the  Gogebic  and  Menominee 
Ranges  in  Michigan  or  the  Vermilion  in  Minnesota,  for  instance,  are 
mined  at  approximately  $1  per  ton. 

The  ore  upon  this  vast  range  lies  horizontally  and  from  a  few  inches 
to  not  exceed  160  feet  below  the  surface  of  the  earth,  its  structure 
is  very  like  a  compact  body  of  coarse  sand  or  gravel.  After  the  over- 
burden is  removed  it  can  be  readily  mined  at  a  cost  of  a  few  cents 
a  ton  by  a  steam  shovel,  the  average  cost  of  the  whole  operation  does 
not  exceed  15  or  20  cents  per  ton.     (Gary  hearings,  p.  86.) 

As  described  by  Mr.  Herbert  Elnox  Smith: 

This  company  was  a  consolidation  of  the  Wetmore,  Merritt,  and 
Rockefeller  interests,  but  was  commonly  known  as  a  Rockefeller 
concern.  The  Wetmores  and  the  Merritts,  in  the  development 
of  the  minine  properties  and  the  Duluth  Missabe  &  Northern 
Railway,  had  become  heavily  indebted  to  the  Rockefeller  inter- 
ests, witn  the  result  that  when  the  panic  of  1893  occurred,  they 
were  practically  bought  out  by  the  latter.  (H.  K.  S.  Rept.,  pt. 
2,  p.  147.) 

This  great  ore  body  was  first  discovered  by  Alfred  and  Leonidas 
Merritt  in  1891.  They  formed  one  company  for  the  development  of 
these  mines  and  another  for  the  construction  of  a  railroad  from  the 
Mesabi  Range  to  Lake  Superior.  Sixty-seven  miles  of  what  is  now 
the  Duluth,  Missabe  &  Northern  Railroad  was  built  at  a  cost  of 
$660,000  and  extending  from  the  mines  to  a  point  called  Stoney 
Brook  on  the  St.  Louis  River,  where  it  made  ciysical  connection 
with  the  Duluth  cS;  Winnipeg,  this  road  carrying  the  ore  to  docks  at 
Superior  or  Duluth  Bay.     (Hearings,  pp.  1846-1847.) 

In  order  that  they  might  extend  their  railroad  into  Duluth  and 
construct  ore  docks  there  and  for  other  purposes,  the  Merritts  bor- 
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rowed  about  $420,000  from  Kockef elier,  hypothecating  stock  in  those 
mining  and  raih*oad  companies  to  the  extent  of  many  miUions  of 
dollars.  This  loan  was  called  on  short  notice  during  the  panic  of 
1893y  and  the  Merritts  lost  their  interest  in  the  railroad  and  the  Lake 
Superior  ores,  and  Rockefeller  obtained  them. 

In  detailing  the  transaction  before  this  committee,  Leonidas  Mer- 
ritt  said : 

By  whatever  means  these  properties  may  have  been  obtained  this 
fact  remains  unquestioned:  They  were  secured,  together  with  the 
Duluth,  Missabe  &  Northern  Railroad,  for  a  sum  not  exceeding 
$420,000,  and  that  the  mines  and  railroad  were  immediately  consoli- 
dated in  a  corporation,  the  Lake  Superior  Consolidated  Iron  Mines, 
capitalized  at  $29,413,905,  which  stock  was,  upon  the  formation  of  the 
United  States  Steel  Corporation,  exchanged  for  an  issue  of  $39,708,771 
of  preferred  and  a  like  amount  of  common  stock,  or  a  total  of 
$79,417,542,  and  that  the  ores  thus  secured  exclusive  of  the  railroad 
properties  have  subsequently  been  valued  by  Charles  M.  Schwab  and 
other  officials  of  the  Steel  Corporation  at  over  $500,000,000.  Such  a 
valuation,  as  will  be  subsequently  shown  in  a  discussion  of  ore  values, 
b  grossly  excessive. 

This  is  further  indicated  by  the  prices  of  the  stock  (before 
formation  of  United  States  Steel  Corporation).  Shortly  after  the 
company  was  organized  its  shares  are  reported  to  have  sold  at 
about  $75  to  $80,  but  in  the  depression  of  the  middle  nineties 
they  sold  as  low  as  $9  a  share,  ana  as  late  as  1898  they  sold  at  $25 
*  per  share.  The  highest  reported  price  in  the  boom  of  1899  was 
about  $60  per  share;  during  1900  it  was  quoted  around  $75  per 
share.  Just  prior  to  the  oi^anization  of  the  Steel  Corporation 
the  stock  advanced  very  sharply,  but  this  was  obviously  due  to 
the  very  favorable  terms  upon  which  it  was  taken  over  by  that 
concern,  namely,  135  per  cent  in  United  States  Steel  preferred 
stock  and  135  per  cent  in  United  States  Steel  common.  (H.  K. 
S.  Rept.,  pt.  2,  p.  148.) 

The  reasons  for  issuing  to  Mr.  Rockefeller  over  $79,000,000  ia  the 
corporation's  secimties  for  properties  which  eight  years  previously 
had  cost  him  $420,000  were  twofold,  viz:  This  company  held  by  far 
the  largest  and  richest  ore  mines  on  the  continent,  and  it  was  highly 
probable  that  the  Rockefeller  interests,  if  they  continued  to  retain 
control  of  this  iron  range,  would  go  still  more  extensively  into  the 
business  of  manufacturing  iron  and  steel  products.  The  opportunity 
to  at  once  secure  these  extensive  holdings  and  to  eliminate  their  last 
formidable  competitor  induced  those  in  control  of  the  United  States 
Steel  Corporation  in  the  payment  of  an  apparently  exorbitant  price. 

Second.  It  was  a  necessary  step  in  any  effort  to  secure  an  effectual 
monopoly  of  the  iron  ores  of  the  country. 
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A  valuation  of  75  per  cent,  the  highest  point  reached  by  the  stock  of 
this  concern  for  six  or  seven  years  prior  to  its  absorption  by  the  Steel 
Corporation,  is  more  than  fair;  it  is  manifestly  excessive. 

This  would  give  the  Consolidated  Iron  Mines  an  actual  value  of 
something  less  than  $25,000,000. 

With  the  absorption  of  the  Lake  Superior  Consolidated  Iron  Mines, 
' '  the  financiers  behind  the  United  States  Steel  Corporation  completed 
the  cycle,  not  only  of  the  'interests'  but  of  the  industry.'' 

In  order  that  the  ''Morgan  group"  and  the  "Moore group, "who 
now  remained  in  undisputed  control  of  the  steel  situation,  might  work 
in  more  perfect  harmony  and  secure  a  satisfactory  division  of  the 
profits,  Uie  parties  most  directly  interested  in  the  elimination  of 
Andrew  Carnegie  were  incorporated  uxto  one  gigantic  concern. 

The  Federal  Steel  Co.,  the  National  Tube  Co.,  the  American  Bridge 
Co.,  the  American  Steel  &  Wire  Co.,  the  National  Steel  Co.,  the 
American  Steel  Hoop  Co.,  the  American  Sheet  Steel  Co.,  the  American 
Tin  Plate  Co.,  the  Carnegie  Co.,  and  the  Lake  Superior  Consolidated 
Iron  Mines  became,  on  April  1, 1901,  subsidiaries  of  the  most  vast  and 
powerful  holding  company  on  the  globe,  and  capitalized  at  the 
prodigious  sum  of  $1,399,051,229.  Judge  Gary,  before  the  Ways  and 
Means  Committee,  "guesses"  that  $1,000,000,000  of  this  capitalization 
of  the  Steel  Corporation  was  "capitalized  profits."  His  guess  is 
approximately  correct. 

The  actual  value  of  these  nine  subsidiary  companies  was  approxi- 
mately as  follows: 

The  cost  of  the  reproduction  of  these  plants  and  property  was  esti- 
mated, as  far  as  each  estimate  could  be  obtained,  by  experts.  As  to 
others,  the  valuation  had  to  be  based  in  part  on  the  market  value  of 
the  stocks.  We  have  not  adopted  the  earning  capacity  as  a  basis 
of  value. 

Federal  Steel  Co $32,741,454.70 

National  Tube  Co 19,000,000.00 

American  Bridge  Co 12, 670, 000. 00 

American  Steel  &  Wire  Co 40, 000. 000. 00 

The  National  Steel  Co 25,000,000.00 

American  Steel  Hoop  Co 11,000,000.00 

American  Sheet  Steel  Co 17,000.000.00 

American  Tin  Plate  Co 13, 825, 000. 00 

Carnegie  Steel  Co 160,000,000.00 

1 331. 236, 454. 70 

In  this  estimate  is  included  $16,600,000  working  capital  of  the 
American  Steel  &  Wire  Co.;  S3;000,000  held  by  the  Steel  Hoop  Co. 

>  There  Is  some  evidence  that  this  "book"  value  of  the  Carnefde  Co.  was  possibly  too  oonservatiTe.  sod 
this  property  has  been  vaiaed  by  Julian  Kennedy  at  appraziniataly  $15,000,000  and  lor  that  ntson  vt 
have  taken  this  valuation. 
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for  a  like  purpose.  The  actual  value  of  the  plants  of  both  these  con- 
cerns was  only  $26,400,000  (H.  K.  S.  Kept.,  pt.  2,  p.  187).  and  the 
Lake  Superior  Consolidated  Iron  Mines,  S25,000,000 — one-sixth 
interest  Oliver  Iron  Mining  and  Pittsburgh  Steamship  Cos.,  S421,700. 

It  will  be  remembered  that  at  the  time  tliese  various  concerns 
were  formed  their  stocks  were  watered  to  what  appeared  to  be 
the  maximum  of  saturation,  viz,  $331,236,454.70;  actual  value  in 
plants,  ore,  and  transportation  properties  had  been  capitalized  at 
$883,607,105.76. 

At  this  time  the  organizers  of  the  Steel  Corporation  seemed  ob- 
sessed with  the  idea  that  there  was  no  limit  to  the  capacity  of  the 
American  public  for  the  assimilation  of  securities;  and  tliis  less 
than  $400,000,000  worth  of  property  was  accordingly  capitalized  at 
$1,399,051,229,  or  approximately  300  per  cent  more  than  the  actual 
cost  of  constructing  the  assembled  manufacturing  plants  and  trans- 
portation companies,  plus  a  fair  valuation  on  its  ore  properties. 
This  corporation  was  formed,  says  the  Commissioner  of  Corporations, 
during  "an  extraordinary  period  of  speculative  activity  and  profit," 
and  its  formation  was  calculated  to  afford  its  promoters  an  oppor- 
tunity for  enormous  stock-market  profits  tturough  the  sale  of  its 
securities.     (H.  K.  S.  Rept.,  pt.  2,  p.  105.) 

The  syndicate  managers  did  not  put  them  all  upon  ihe  market, 
however,  immediately  upon  the  formation  of  the  corporation;  they 
appropriated  about  1,300,000  shares  of  stock,  one-half  preferred  and 
one-half  common,  of  an  aggregate  par  value  of  $130,000,000,  for  serv- 
ices rendered  in  putting  this  colossal  concern  together,  and  for  fur- 
nishing $28,000,000  working  capital  with  which  the  new  billion-dollar 
consolidation  was  to  commence  its  operations. 

There  can  be  no  question  that  this  huge  compensation  to  the 
syndicate  was  greatly  in  excess  of  a  reasonable  payment.  For  the 
$28,000,000  cash  consideration  the  syndicate  was  properly  to  be 
reimbursed,  and,  furthermore,  was  entitled  to  additional  compensa- 
tion for  raising  that  amount.  Moreover,  the  syndicate  was  entitled 
to  some  compensation  for  its  other  services.  Clearly,  however,  these 
services  can  not  be  considered  as  worth  the  huge  sum  actually  allowed. 
The  syndicate  managers  expressly  reserved  the  right  at  any  time  in 
their  own  discretion  wholly  to  abandon  the  transaction.    ♦    ♦    ♦ 

It  should  be  pointed  out  that  the  syndicate  managers  were  promi- 
nently identified  with  the  management  of  several  of  the  companies 
acquired  by  the  Steel  Corporation,  and  also  with  the  management  of 
the  corporation  itself.  Three  partners  of  the  firm  of  J.  P.  Morgan 
&  Co.,  the  syndicate  managers,  were  on  the  directorate  of  the  cor- 
poration, and  one  of  them  was  also  chairman  of  the  finance  committee. 
Moreover,  the  underwriting  syndicate  included  the  heads  of  seTeral 
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constituent  companies.  These  facts  are  entitled  to  great  weight 
in  connection  with  the  enormous  commission  aDowed  to  the  syndi- 
cate. In  other  words,  as  managers  of  the  Steel  Corporation  these 
various  interests  virtually  determined  their  compensation  as  under- 
writers. 

This  extravagant  compensation  to  the  underwriting  syndicate  may 
fairly  be  cited  as  further  evidence  of  a  general  disposition  toward 
excessive  issue  of  securities. 

This  huge  commission,  it  should  be  noted,  followed  very  liberal 
commissions  allowed  at  earlier  dates  to  the  promoters  of  several  of 
the  various  constituent  companies.  Assuming  that  of  the  total  of, 
roughly,  $65,000,000  par  value  each  of  preferred  and  common  stock 
allowed  the  Steel  Corporation  imderwriting  syndicate  $28,000,000 
of  each  class  (a  common  basis  of  compensation  in  such  cases)  was 
for  the  cash  consideration  noted  there  would  be  left  as  a  commission 
alone  $37,000,000  par  value  of  each  dass,  or  a  total  of  $74,000,000 
par  value.  Adding  to  this  the  amounts  allowed  for  similar  com- 
missions in  the  case  of  constituent  companies  at  the  dates  of  their 
respective  organizations,  and  taking  into  account  that  the  stock  so 
issued  by  constituent  companies  received  the  same  terms  of  exchange 
from  the  Steel  Corporation  as  other  stock  of  the  same  class,  it  would 
appear  that  of  the  Steel  Corporation's  stock  in  1901  at  least  $150,000,- 
000  (this  including  over  $40,000,000  of  the  preferred)  was  issued 
either  directly  or  indirectly  for  such  promotion  or  underwriting 
services,  this  being  over  and  above  the  enormous  amounts  of  conunon 
stock  issued  as  a  bonus  for  property  and  for  cash.  (H.  K.  S.  Kept, 
pt.  cc,  pp.  38-39.) 

This  enormous  ''residue,"  as  it  was  termed,  yielded  a  very  large 
profit  to  the  syndicate.  At  valuations  of  44  for  the  conmion  stock 
and  94  for  the  preferred  stock  (the  average  prices,  respectively,  at 
which  these  shares  sold  during  the  first  year  after  the  organization  of 
the  Steel  Corporation)  the  total  value  of  these  stocks  thus  delivered 
to  the  syndicate  would  have  been  approximately  $89,700,000.  As 
a  matter  of  fact,  it  appears  that  the  amount  actually  realized  by  the 
syndicate  was  about  $90,500,000.  After  reimbursing  the  syndicate 
for  the  $25,000,000  cash  capital  raised  by  it,  and  also  for  the  $3,000,000 
incurred  in  expenses,  the  syndicate  managers  paid  out  in  profits  to 
syndicate  members  substantially  $50,000,000.  Before  distributing 
these  huge  profits,  however,  J.  P.  Morgan  &  Co.,  as  syndicate  mana- 
gers, reserved  as  their  compensation  20  per  cent  of  the  total  profits. 
The  total  profits  consequently  were  one-fourth  greater  than  the 
amount  thus  distributed  to  syndicate  members,  or,  in  other  words, 
they  were,  roughly  speaking,  $62,500,000.    *    ♦    ♦ 

A  very  important  consideration  to  point  out  is  that  while  the  syndi- 
cate was,  from  the  standpoint  of  the  prestige  and  reputation  of  the 
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bankers  identified  with  it,  nominally  compelled  to  see  the  organiza- 
tion of  the  Steel  Corporation  successfully  through,  there  was  no  legal 
obligation  of  this  sort  whatever.  Instead  a  circular  of  the  syndicate 
managers  to  the  stockholders  of  the  yarious  constituent  concerns 
which  were  to  be  acquired  stated  very  positively  that  the  syndicate 
managers  might  at  any  time  whoUy  abandon  the  transaction,  in  which 
event  the  stockholders  in  the  acquired  companies  would  have  no 
claim  whatever  against  the  syndicate  managers.  This  is  shown  by 
the  fourth  paragraph  in  the  official  circular  of  J.  P.  Morgan  &  Co.,  the 
syndicate  managers,  as  follows: 

The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount 
of  the  stocks  of  said  companies  or  of  any  of  them  shall  have  been 
deposited.  They  reserve  the  rights  at  any  time  in  their  discretion, 
to  whoUy  abandon  the  transa^^tion  and  to  withdraw  their  offer 
herein  contained,  as  to  all  the  depositors,  by  publication  of  notice 
of  such  withdrawal  in  two  daily  newspapers  in  the  city  of  New 
York;  and  in  that  event  all  the  deposited  shares  shall  be  returned 
without  charge  upon  surrender  of  the  respective  receipts  therefor. 
In  case  of  any  such  withdrawal  of  the  ofifer  hereunder  as  to  all  or 
to  any  aepositors,  such  depositors  shaU  have  no  claim  aminst  (he 
undersifnedy  and  shall  only  be  entitled  to  receive  their  deposited 
securities  upon  surrender  of  the  respective  receipts  therefor. 
(H.  K.  S.  Kept.,  pt.  1,  pp.  244-246.) 

Neither  the  liability  incurred  nor  labor  involved  in  this  transaction. 

In  the  formation  of  the  American  Tin  Plate,  Sheet  Steel,  and  other 
Moore  companies,  hundreds  of  isolated  plants  were  bought  outrighty 
and  the  transaction  involved  the  actual  expenditure  of  millions  of 
money. 

The  same  thing  was  done  in  the  assembling  of  plants  and  the  various 
organizations  and  the  reorganizations  of  the  American  Steel  &  Wire 
Co.  In  the  formation  of  the  National  Tube  Co.  Morgan  &  Co.  em- 
ployed the  most  skilled  engineers,  who  spent  months  in  inspecting  and 
in  placing  a  valuation  on  these  various  tube  plants. 

In  the  formation  of  these  monopolies  among  the  finishing  mills  the 
promoters  were  making  an  experiment  and  taking  a  chance  on  a  device 
for  the  evasion  of  laws  against  restraint  of  trade  which  had  never 
before  been  put  to  a  practical  test. 

There  was  some  excuse  (though  not  a  sufficient  one),  some  pallia- 
tion, at  least,  for  the  staggering  sums  charged  by  these  financiers  for 
their  protection  and  aid  to  the  mill  owners  all  over  the  country,  who, 
having  failed  to  successf uUy  evade  the  law  and  enforce  pooling  agree- 
ments at  the  same  time,  were  willing  to  try  as  a  dernier  resort  the 
expedient  of  an  all-embracing  holding  company;  but  the  experiment 
had  been  tried  and,  so  far  as  securing  immunity  from  prosecution  and 
enabling  the  contracting  parties  to  fix  prices  ad  libitum  to  the  ulti- 
mate oonsiimer  were  concemedi  had  proved  in  every  way  successful. 
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The  formation  of  these  subsidiary  companies  into  a  still  larger  hold- 
ing company,  which  was  in  all  respects  a  counterpart  of  the  Federal 
Steel  and  other  holding  companies,  involved  nothing  more  than  the 
monotonous  repetition  of  the  old  process  of  the  inflation  and  exchange 
of  securities,  which  had  been  repeated  a  dozen  times  by  the  very  indi- 
viduals and  interests  involved  in  this  transaction. 

There  were  no  properties  to  be  assembled.  As  far  as  Cam^e  was 
concerned,  conscious  of  his  superiority,  and  keenly  alive  to  the  demor- 
alized and  terror-stricken  condition  of  his  competitors,  he  had  only  to 
demand  and  they  to  pay  such  sum  as  he  might  demand  for  his  per- 
mission to  these  concerns  to  do  business  in  the  futtlre  by  avoiding  in- 
stead of  meeting  competition.  The  purchase  of  the  Cam^e  plants 
involved  not  a  negotiation  so  much  as  a  capitulation. 

There  were  no  properties  to  assemble  or  to  value.  The  owners  and 
officers  of  these  various  concerns  had  literally  thrown  their  securities 
at  the  feet  of  J.  P.  Morgan  &  Co.  and  were  imploring  that  powerful 
house  to  save  them  from  the  wrath  to  come.  It  was  only  necessary 
for  the  syndicate  to  determine  the  relative  value  of  the  various  prop- 
erties, issue  more  of  the  new  stocks  than  the  old,  pocket  1,299,975 
shares  in  the  course  of  the  performance,  and  start  the  newcomer  on 
its  way  to  pursue  the  same  policies  and  adopt  the  same  industrial 
devices  which  had  already  been  tried  by  the  subsidiary  companies 
prior  to  the  time  Andrew  Carnegie  began  to  threaten  competitors. 
No  engineers  were  required  and  no  expenditure  of  money  involved  in 
determining  the  value  of  these  plants  and  properties. 

H.  H.  Rogers  and  afterwards  John  D.  Rockefeller  and  John  D. 
Rockefeller,  jr.,  at  various  times  on  the  directorate  of  the  Steel 
Corporation,  were  prepared  to  see  that  the  Lake  Superior  Consolidate 
Iron  Mines  received  due  consideration.  Converse,  president  of  the 
National  Tube  Co. ;  Gary,  of  the  Federal  Steel;  D.  O.  Reed,  president 
of  the  American  Tin  Plate  Co. ;  Percival  Roberts,  jr.,  of  the  American 
Bridge  Co.,  were  all  directors  of  the  Steel  Corporation. 

These  daring  financiers,  using  the  steel  industiy  as  a  basis  for  the 
fabrication  of  ''bonds,''  not  billets,  in  less  than  40  days  had  created 
new  values,  on  paper  at  least,  to  the  extent  of  over  $500,000,000. 

YHien  it  is  remembered  that  even  by  the  president  of  the  Steel 
Corporation  it  was  admitted  ''that  Mr.  Morgan,  the  responsible  head 
of  the  financial  house  that  had  the  responsibility  of  bringing  out  this 
concern,  should  have  the  opportunity  of  being  consulted  as  a  member 
of  the  board  of  directors  or  otherwise''  (Minutes  finance  commit- 
tee, July  2,  1901,  MacRae's  Rept.,  p.  3793) ;  that  George  W.  Perkins, 
chairman  of  the  finance  committee,  Robert  Bacon,  and  Charles  Steele, 
directors,  were  also  members  of  the  firm  of  Moigan  &  Co.;  that  the 
sjmdicate  not  only  organized  but  for  years  afterwards  admittedly  oon- 
trolled  the  action  and  directed  the  policies  of  the  Steel  Corporationi 
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this  exorbitant  charge  becomes  still  more  inexcusable.  As  stated  by 
the  Commissioner  of  Corporations,  these  syndicate  managers,  finding 
themselves  in  yirtua]  control  of  the  unlimited  resources  of  the  Steel 
Corporation,  "virtually  paid  themselves"  out  of  its  securities  which 
were  so  lavishly  issued,  in  absolute  disregard  to  the  rights  of  the 
stockholders  or  the  welfare  of  the  industry. 

For  the  purpose  of  acquiring  the  subsidiary  corporations  and  reim- 
bursing the  syndicate  the  corporation  agreed  to  issue  4,249,985  shares 
of  preferred  and  4,249,985  shares  of  common  stock  and  $304,000,000 
5  per  cent  gold  bonds. 

This  matter  was  controlled  and  determined  solely  by  the  board  of 
directors  of  the  Steel  Corporation,  and  the  ^'Morgan  group/'  the  old 
officials  of  the  Federal  Steel,  National  Tube,  and  American  Bridge 
Cos.,  together  with  the  firm  of  J.  P.  Morgan  &  Co,  controlled  that 
board  of  directors. 

In  all  matters  of  grave  or  vital  importance  the  board  of  directors 
acted  through  its  finance  or  executive  committees.  Immediately 
after  the  organization  of  the  Steel  Corporation,  at  a  directors'  meet- 
ing April  9,  1901,  these  dominating  committees  were  constituted  as 
*^Uows: 

Six  directors  elected,  who,  besides  the  president  and  the  chair- 
man of  the  finance  conmuttee,  shall  constitute  the  executive 
committee:  Elbert  H.  Gary,  Daniel  G.  Reed,  William  Edenbom^ 
£.  C.  Converse,  Percival  Roberts,  and  Charles  Steele,  nominatea 
and  elected. 

Also  four  directors,  who,  besides  the  president  and  chairman 
of  the  executive  committee,  shall  constitute  the  finance  commit- 
tee: Robert  Bacon,  Henry  H.  Rogers,  Norman  B.  Ream,  and 
P.  A.  B.  Widener,  nominated  and  elected.  Mr.  Bacon  was  made 
chairman.  (Minutes  board  of  directors,  Apr.  9,  1901,  MacRae 
Rept.,  p.  3753.) 

E.  H.  Gary,  chairman  of  the  executive  committee  and  chairman 
of  the  board  of  directors,  was  ex-president  of  the  Federal  Steel  Co. 
(a  Morgan  concern).  C.  M.  Schwab,  another  member,  considered 
^'Mr.  Morgan  the  responsible  head  of  the  financial  house  that  had  the 
responsibility  of  bringing  out  this  concern,  who  should  be  consulted 
on  all  occasions,  whether  as  member  of  the  board  of  directors  or  other- 
wise." 

Percival  Roberts,  was  president  of  the  American  Bridge  Co. 
(another  Morgan  concern)  of  which  J.  P.  Morgan  &  Co.  were  the  duly 
appointed  fiscal  agents  and  bankers.     (MacRae  Rept.,  p.  4173.) 

E.  C.  Converse  was  president  of  the  National  Tube  Co.  "which  Mr. 
Morgan  had  just  put  together"  (hearings,  p.  31),  and  Charles  Steele 
was  a  member  of  the  firm  of  J.  P.  Morgan  &  Co. 

The  influence  of  Morgan  &  Co.  was  not  less  dominant  in  the  finance 
oonunittee.  Its  chairman,  Robert  Bacon,  was  also  a  member  of  the 
firm  of  J.  P.  Morgan  &  Co.    The  minutes  of  this  committee  were 
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kept  by  George  W.  Perkins.  Mr.  Perkins  served  as  secretary  to  this 
committee  until  May  29, 1901.  He  became  its  chairman  on  Novem- 
ber 20,  and  for  six  months  thereafter  served  as  both  chairman  and 
secretary. 

The  directors  of  the  Steel  Corporation  unequivocally  admit  the 
dominating  influence  of  J.  P.  Morgan  &  Co.  in  ail  the  vital  affairs  of 
the  Steel  Corporation,  as  evidenced  by  the  following  colloquies: 

The  Chaibman.  I  find  this  entry — "Judge  Gary  thinks  Mr. 
Moi^an  as  the  responsible  head  of  the  house  that  had  the  respon- 
sibility of  bringing  out  this  concern,  should  have  the  opportunity 
of  bemg  consulted  as  a  member  of  the  board  of  directors  or 
otherwise." 

That  was  the  policy  from  the  b^inning,  was  it  not,  of  the 
United  States  Steel  Corporation  ? 

Mr.  Perkins.  Yes,  sir.     (Hearings,  p.  1423.) 

The  Chairman.  Mr.  J.  Pierpont  Moigan  was  at  your  right  hand 
when  this  thing  was  incubated  t 

Mr.  Schwab.  Yes. 

The  Chairman.  He  was  consulting  with  you  between  that 
formative  period,  between  conception  and  birth;  he  was  present 
at  the  birtn  and  the  christening,  and  after  this  thing  was  put  on 
its  feet,  and  while  you  were  with  it  in  its  earliest  days,  you  felt 
that  in  every  hour  of  peril  or  crisis  the  best  man  to  consult  on 
account  of  his  wisdom,  his  power,  and  his  liberality  was  J.  Piei^ 
pent-  Morgan  ? 

Mr.  Schwab.  That  is  quite  true.     (Hearings,  p.  1401.) 

Between  April  10,  1901,  and  January  20,  1903,  the  finance  commit- 
tee, which  directed  and  controlled  the  fiscal  operations  of  this  con- 
cern, usually  met  at  the  offices  of  J.  P.  Morgan  &  Co.  (Hearings,  pp. 
3849-3850.) 

One  or  more  members  of  the  firm  of  J.  P.  Morgan  &  Co.  were  present 
at  446  out  of  475  of  the  meetings  of  this  committee  between  April 
10,  1901,  and  June  26,  1911.  George  W.  Perkins  presided  over 
more  than  half  of  these  meetings. 

In  the  138  meetings  of  the  board  of  directors  between  April  9, 1901, 
and  March  31,  1911,  one  or  more,  usually  three,  of  the  members  of  the 
firm  of  J.  P.  Morgan  &  Co.  were  in  attendance,  J.  P.  Morgan  fre- 
quently appearing  in  person. 

It  was  no  difficult  task  under  the  circumstances  for  J.  Pierpont 
Morgan,  Robert  Bacon,  George  W.  Perkins,  Charles  Steele,  and 
others  acting  as  directors  of  the  Steel  Corporation,  to  see  that  J. 
Pierpont  Morgan,  Robert  Bacon,  George  W.  Perkins,  Charles  Steele 
and  others  acting  as  syndicate  managers  for  that  concern,  should 
be  adequately  remunerated  for  all  services  rendered,  or  as  stated 
by  the  Commissioner  of  CJorporations: 

As  syndicate  managers  for  the  Steel  Corporation^  these  various 
interests  virtually  determined  the  compensation  for  their 
services  as  underwriters.    (J.  K.  S.  Rept.,  p.  345|  pt.  2.) 
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BOND-CONTEBSION  SCHEME. 

The  manipulation  of  stocks  of  this  concern  by  persons  in  con- 
trol of  the  financial  operations  of  the  United  States  Steel  Corpo- 
ration and  the  firm  of  J.  P.  Morgan  &  Co.  finally  culminated  in  the 
"bond-conversion  scheme/'  which  seems  to  have  originated  in  the 
brain  of  the  chairman  of  the  finance  committee,  Mr.  George  W. 
Perkins. 

The  terms  of  the  plan  were  in  substance  as  follows:  An  issue 
of  $250,000,000  5  per  cent  10-60-year  sinking-fund  gold  bonds 
was  to  be  authonzed.  Of  this  amount  $200,000,000  was  to 
be  paid  for  in  preferred  stock  exchangeable  at  par,  the  addi- 
tional $50,000,000  to  be  sold  for  cash,  dso  at  par.  Each  holder 
of  preferred  stock  was  to  have  the  right  to  subscribe  for  the 
new  bonds  to  the  extent  of  one-half  his  holdings  of  that  stock 
(there  being  outstanding,  roughly,  $500,000,000  of  preferred 
stock,  or  twice  the  amount  of  the  bond  issue  proposed) .    *    *    ♦ 

An  important  feature  of  the  arrangement,  and  one  which 
proved  productive  of  intense  dissatisfaction,  was  a  provision 
that  the  underwriting  sjrndicate  should  receive  a  commission 
of  4  per  cent  on  all  bonds  issued,  whether  for  cash  or  in  exchange 
for  preferred  stock,  and,  furthermore,  regardless  of  whether 
such  bonds  were  exchanged  by  members  of  the  syndicate  or  by 
individual  stockholders  of  the  corporation.  Of  this  4  per  cent 
commission,  20  per  cent,  or  one-nfth,  was  to  be  retained  by 
J.  P.  Morgan  &  Co.,  syndicate  managers.  (H.  K.  S.  Kept.,  pt.  1, 
pp.  348-349.) 

TUs  plan  was  first  proposed  in  April,  1902,  but  was  delayed  by 
suits  instituted  by  stockholders  to  prevent  its  consummation. 

Mr.  Perkins,  in  proposing  this  bond-conversion  plan  to  the  direct- 
ors, states,  among  other  things: 

We  thought  it  would  be  a  desirable  plan  in  a  good  many  ways. 
It  would  give  us  fifty  millions  of  cash  without  cost  and  we  would 
be  creating  a  sinking  fund  for  retiring  what  is  considered  some  of 
the  water  %n  the  concern. 

When  it  is  remembered  that  "the  concern"  at  its  organization  was 
already  bonded  for  $303,450,000,  more  than  the  actual  value  of  all 
its  properties,  and  that  these  second-mortgage  bonds  were,  as  John 
W.  Gates  says,  virtually  *'a  promise  to  pay,''  the  advantage  of  ex- 
changing a  security  which  carried  an  obligation  to  pay  7  per  cent  for 
one  which  called  for  5,  was  manifest.  If  the  Steel  Corporation  con- 
tmued  to  pay  the  dividends  it  had  covenanted  to  meet,  its  preferred 
stock  would  pay  7  per  cent,  and  if  it  went  into  the  hands  of  a  receiver 
and  its  creditors  were  forced  to  look  to  the  actual  tangible  value  of 
its  assets,  then  the  bond  was  worth  no  more  than  the  stock,  as 
neither  was  based  on  anything  of  intrinsic  value  which  would  not 
have  been  absorbed  by  prior  liens  in  the  hands  of  Carnegie  and  others. 
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This  matter,  howeyer,  is  fully  discussed  and  elucidated  by  Mr. 
Perkins  in  his  address  to  the  executive  committee  on  March  4,  1902. 
Said  he: 

I  would  like  to  report  to  your  conunittee  a  plan  we  have  been 
talking  over  in  the  nnance  committee  and  which  we  are  going  to 
submit  to  the  board  of  directors  to-day.  When  the  separate  com- 
panies were  brought  together  you  will  remember  inere  were  a 
^eat  many  contracts  that  had  recently  been  made  for  extension, 
miprovements,  and  one  thing  and  another  that  aggregated  some- 
thmg  over  $40,000,000.  We  finally  gathered  them  together  and 
your  committee  did  splendid  work  in  canceling  many  of  these 
contracts  and  finally  reduced  them  to  somethmg  under 
$20,000,000.  These  contracts  had  to  be  carried  out,  and  we 
have  gone  on  with  them  and  paid  off  a  good  part  of  that  sum 
already.  Then  the  purchase  of  the  Rockefeller  properties  was 
effected  at  the  time  of  the  consolidation,  and  we  made  him  notes 
maturing  this  year,  amounting  to  something  like  $10,000,000. 

So  there  is  something  like  $30,000,000  in  amount  that  was  not 
capitalized  at  the  time,  and  we  have  been  somewhat  bothered  to 
know  just  what  to  do  with  it.  It  was  not  fair  to  take  it  out  of  the 
earnings  of  the  several  companies,  we  thought,  after  Uiey  were 
brought  together,  and  we  have  given  the  matter  a  good  aeal  of 
thought  as  to  how  and  what  to  do  with  it  and  not  hurt  the  securi- 
ties. And  it  brought  about  this  idea  of  an  attempt  to  retire  part 
of  the  preferred  stock  of  the  company  for  second-mortgage  bonds 
and  have  enough  in  so  doing  so  we  could  get  out  an  extra  amount 
of  bonds  to  cover  these  items.  After  working  at  it  for  two  or 
three  months  we  have  this  plan  in  mind: 

We  think  we  can  take  up  about  40  per  cent  of  the  preferred 
stock,  or  $200,000,000,  which  now  costs  $14,000,000  a  year  in 
dividends  at  7  per  cent  on  $200,000,000,  ana  in  place  of  that 
issue  $250,000,000  of  second-mortgage  5  per  cent  bonds.  That 
would  call  for  $12,500,000,  and  then  have  $50,000,000  of  new 
money,  in  addition  to  saving  a  million  and  a  half  a  year — 
$12,500,000  as  against  $14,000,000.  So  we  would  get  $50,000,000 
without  costing  us  anything  and  save  a  million  and  a  half  a  year 
besides. 

There  is  no  Question  that  it  would  be  very  desirable  from  the 
standpoint  of  tne  company  if  we  can  retire  the  preferred  stock. 
When  we  came  to  look  into  that  we  concluded  tM  only  time  to  do 
it  was  when  the  preferred  stock  was  below  par,  as  it  would  then  be 
some  inducement  with  the  people  to  take  the  bonds.    ♦    ♦    ♦ 

If  they  had  stock  at  95,  say,  and  could  turn  it  into  bonds  at 
par,  they  miahtfeel  that  there  was  something  in  it.     *    *    ^ 

And,  further,  we  can  only  do  it  when  the  preferred  stock  is 
held  in  laree  blocks,  so  we  could  get  a  svndicate  of  it.  We  b^an 
to  look  about  for  the  large  preferred-stock  holders  and  have 
been  successful  after  two  or  three  months'  work  in  getting  up  a 
eood-sized  syndicate  of  large  stockholders  who  would  put  up 
uieir  preferred  stock  and  underwrite  for  the  success  of  the  thing, 
provided  the  stockholders  generfdly  did  not  take  it.  The  idea 
of  the  finance  committee  was  that  we  would  make  an  offer  to  all 
of  the  preferred-stock  holders  and  say:  ''Will  you  exchange  40 
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per  cent  of  the  preferred  stock  for  these  second-mortgage  bonds  t " 
And  if  they  did  not  do  it,  then  the  syndicate  would  stand  ready 
to  do  so  to  a  reasonable  extent,  and  if  we  did  not  get  the 
entire  40  per  cent — say,  for  Instance,  we  only  got  20  per  cent — 
we  would  issue  25  per  cent  of  additional  bonds  for  whatever 
stock  we  took  up;  that  is,  if  we  took  up  20  per  cent  of  the  pre- 
ferred stock,  or  $100,000,000,  we  would  issue  $25,000,000  of 
bonds  in  place  of  $50,000,000. 

We  thought  it  would  be  a  desirable  plan  in  a  good  many  ways; 
it  would  give  us  $50,000,000  of  cash  without  cost;  it  would  wipe 
out  these  inheritea  improvements  and  pay  the  Rockefeller 
notes.  We  have  made  an  arrangement  with  them  to  take  these 
bonds  in  settlement  of  their  obligations,  which  is  a  good  thing, 
of  course,  and  leave  us  an  additional  sum  of  money  that  mi^ht 
be  used  in  reorganizing  some  of  the  plants  and  doing  things  that 
we  want  to  have  done  in  Chicago  and  for  the  bridge  company  at 
Pittsburgh.  In  this  way  the  money  really  would  earn  in  two 
wa;^,  firat,  in  the  handling  of  the  products  between  the  mills, 
saving  in  management  in  handling  the  business,  and  increasing 
the  efficiency  of  the  mills  so  as  to  give  a  large  output  and  make 
more  money  in  that  way.  As  to  how  the  stockholders  will  take 
it,  it  seems  to  us  if  the  preferred  stock  was  reduced  about  40  per 
cent  the  remaining  60  per  cent  would  be  more  favorable,  and  the 
preferred  stock  holders  might  look  at  it  in  that  way. 

We  have  thought  the  bonds  might  be  a  50-year  bond  and  con- 
vertible into  preferred  stock  withm  10  years  and  redeemable  at 
the  convenience  of  the  company  after  10  years  at  110.  Another 
thing  we  would  accomplish— if  we  got  40  per  cent  of  the  preferred 
stock  in  obligations  maturing  in  50  years,  we  would  be  creating 
a  sinking  fund  for  retiring  what  is  considered  some  of  the  water  in 
ike  concern. 

So  far  as  the  common  stock  is  concerned,  this  is  going  to  help 
it,  because  the  earning  capacity  of  the  $50,000,000  would  go 
toward  the  common  stock.  We  nave  worked  out  a  form  of  bond 
and  are  going  to  submit  it  to  the  board.  I  report  this  matter 
DOW  so  we  may  talk  over  the  plan  if  you  desire.  We  propose  to 
offer  the  whole  thing  to  the  pref errecf-stock  holders  and  let  them 
vote  on  it. 

Judge  Gaby.  WIU  you  extend  the  option  to  all  stockholders  ? 
You  will  make  an  elastic  bond  so  you  can,  if  necessary,  issue 
bonds  in  place  of  preferred  stock. 

Mr.  Perkins.  No;  we  think  that  would  be  dangerous. 

We  figured  40  per  cent  because  we  believe  that  $25,000,000  of 
second-mortgage  Donds  would  be  considered  very  good;  whereas 
if  we  called  $500,000,000  of  preferred  stock,  the  universal  criti- 
cisra  would  be  that  the  bonds  are  no  better  security  than  the  stock. 

And  if  you  pass  the  divicJends  on  the  preferred  stock  you  would 
not  be  in  the  hands  of  a  receiver,  and  if  you  passed  the  interest 
on  the  bonds  you  would  be. 

Mr.  Roberts.  Will  the  common-stock  holders  be  invited  to 
subscribe  to  these  bonds? 

Mr.  Perkins.  No;  we  thought  that  we  ought  not  to  be  allowed 
to  do  that,  because  we  have  tried  to  see  where  the  justice  was. 
The  preferred-stock  holders  are  entitled  to  as  fair  treatment  as 
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can  be  given  them  for  giving  up  their  40  per  cent  of  the  stock, 
and  the  common  ought  not  to  oe  allowed  to  take  these  bonds. 
Moreover,  the  common-stock  holders  have  benefited  by  the  earn- 
ing capacity  of  the  S50,000,000  put  into  the  improvements. 

Mr.  Gary.  I  think,  offhand,  it  is  a  pretty  good  plan. 

Mr.  Perkins.  It  puts  us  in  a  strong  miancial  position  and 
reduces  our  fixed  charges. 

Judge  Gart.  In  some  way  we  must  raise  some  extra  money. 
We  must  finance  improvements  that  have  been  made  and  must 
be  made  in  order  to  make  our  different  plants  symmetrical.  We 
must  have  more  money,  and  this  seems  to  be  a  way  to  get  it 
without  increasing  our  fixed  charges.  (Hearings,  pp.  1490- 
1494.) 

This  statement  clearly  illustrates  the  method  of  operation  and  the 
motives  which  actuated  those  in  authority  in  the  corporation. 

A  tentative  arrangement  between  J.  P.  Morgan  &  Ck).  for  the 
alteration  in  the  form  of  $250,000,000  of  securities  is  considered  for 
several  months  in  the  finance  conmiittee,  then  it  is  reviewed  by  the 
executive  committee,  members  of  the  firm  of  J.  P.  Morgan  &  Co. 
serving  on  and  in  constant  attendance  upon  the  meetings  of  both 
committees,  and  finally  referred  to  the  board  of  24  directors,  J.  P. 
Morgan,  Robert  Bacon,  George  W.  Perkins,  and  Charles  Steel  serving 
in  that  body  at  the  time.  As  a  result  of  these  deliberations  Morgan 
&  Co.  are  authorized  to  form  a  syndicate  for  the  conversion  of  these 
bonds  and  are  to  be  paid  a  conunission  of  4  per  cent  on  all  bonds 
issued,  whether  for  cash  or  in  exchange  for  preferred  stock.  Of 
this  4  per  cent  commission  20  per  cent,  or  one-fifth,  was  to  be  retained 
by  J.  P.  Morgan  &  Co.,  syndicate  managers.  (H.  K.  S.  Kept., 
p.  349.) 

As  observed  by  Mr.  Perkins  the  only  time  to  make  this  conversion 
was  ''when  the  preferred  stock  was  below  par,  as  it  would  then  be 
some  inducement  to  people  to  take  the  bonds.  If  they  had  stock 
at  95,  say,  and  could  turn  it  into  bonds  at  par,  they  might  feel  that 
there  was  something  in  it."  The  greater  the  difference  between 
the  preferred  stock  and  the  bonds  the  more  there  would  be  of  this 
''something"  for  those  who  made  the  exchange.  But  this  option  was 
practically  reserved,  not  for  the  "people"  mentioned  by  Mr.  Perkins, 
but  "  to  the  bankers  for  themselves  and  their  associates." 

The  agreement  of  April  1,  1902,  provided: 

1.  For  account  and  in  behalf  of  the  steel  company  on  or  before 
the  Ist  of  July,  1902  (or  such  later  day  as  may  oe  substituted  by 
mutual  agreement  of  the  bankers  (J.  P.  Morgan  &  Co.),  and  the 
board  of  directors  or  the  finance  committee  of  the  steel  company), 
the  bankers  bv  pubUc  advertisement  will  offer  to  every  preferred 
stockholder  of  tne  steel  company,  as  recorded  on  the  books  of  the 
company  on  a  date  to  be  nxed  and  to  be  stated  in  such  offer, 
severally  and  ratably,  for  and  during  a  period  of  at  least  30  days 
after  a  aate  or  dates  to  be  stated  in  such  offer  or  offers,  (1)  toe 
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preferential  opportunity  to  subscribe  for  and  to  take  at  par  the 
lO-CO-year  5  per  cent  smking-fund  gold  bonds  of  the  steel  com- 
pany, etc,    *    *    * 

In  case  such  offer  shall  be  so  made,  and  shall  not  be  accepted 
by  holders  of  preferred  stock  to  the  full  extent  of  $250,000^000 
bonds,  then,  and  in  such  case,  if  and  when,  from  time  to  tmie, 
on  or  before  the  1st  day  of  October,  1903,  the  bankers  shall  so 
request,  the  steel  company  will  issue  and  will  deliver  to  the 
bankers  for  themselves  and  their  associates,  at  par,  in  exchange 
for  preferred  stock  and  for  cash  upon  the  same  terms  and  cona- 
tions as  those  so  to  be  offered  to  die  holders  of  the  preferred 
stock,  any  and  all  of  the  bonds  so  offered  to  holders  of  preferred 
stock,  and  not  subscribed  for  by  tJiem;  *  *  *.  (MacRae 
Rept.,  pt.  3,  p.  4328.) 

The  time  for  exercising  these  options  by  the  shareholders  and  the 
syndicate,  respectively,  was  afterwards  changed,  outsiders  being 
barred  from  the  privilege  of  making  the  exchange  after  May  16,  1903, 
the  underwriting  syndicate  retaining  the  right  xmtil  July  1,  1904, 
that  is  for  13^  months  after  this  privilege  was  terminated  with 
respect  to  the  stockholders  outside  the  syndicate.  (H.  K.  S.  Kept., 
p.  350.) 

In  the  event  the  preferred  stockholders  should  fail  to  act  during  the 
SO  days  of  grace  allotted  them,  and  in  the  further  event  that  for  any 
cause  there  should  occur  a  slump  in  this  preferred  stock,  then  the 
syndicate  alone  would  have  the  power  of  exercising  this  option  to 
transform  the  depreciated  stocks  of  the  corporation  into  gold  bonds 
at  par  and  it  had  over  $200,000,000  of  this  stock  upon  which  to  operate, 
by  virtue  of  this  peculiar  predicament  in  which  the  Steel  Corporation 
had  placed  this  prodigious  mass  of  securities. 

And  both  of  these  things  promptly  happened.  The  stockholders 
did  not  avail  themselves  of  the  opportunity  during  the  limited  time 
available  and  then  the  bottom  began  to  drop  out  of  United  States 
steel  preferred  stock. 

The  preferred  stock  was  selling  in  April,  1902,  when  the  plan 
was  first  announced,  at  94;  by  the  time  the  offer  was  renewed 
the  price  had  dropped  to  about  85.    *    *    * 

In  October,  1903,  the  maigin  between  the  price  of  the  bonds 
and  the  price  of  the  preferr^  stock  was  about  12  points*  In 
November  it  widened  out  to  15  points,  the  preferrea  stock  sell- 
ing below  50.  whereas  the  lowest  price  for  the  bonds  was  65. 
This  meant  that  the  syndicate,  which  had  the  exclusive  ri^ht  to 
continue  the  conversion,  could,  by  buying  preferred  stock  m  the 
open  market  and  immediately  exchanging  it  for  the  new  bonds, 
make  a  profit  of  $12  or  $15  on  every  share  thus  purchased  and 
exchanged.  The  total  amount  of  the  stock  purchased  by  the 
syndicate  appears  to  have  been  about  248,000  shares. 

Apparently  the  great  bulk  of  this  stock  was  purchased  dftring 
the  mterval  when  the  margin  between  the  price  of  the  bonds  and 
the  price  of  the  stock  was  abnormally  wide.     Very  convincing 

MDie"*— H.  Kept  1127, 62-2 6 
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evidence  to  this  effect  is  furnished  by  the  fact  that  on  October  22, 
1903;  ^e  United  States  Steel  Corporation^  in  making  applica- 
tion to  tiie  New  York  Stock  Exdiange  to  have  these  bonds  listed 
on  the  exchange,  stated  that  there  nad  been  issued  up  to  that 
time  $133,295,500  of  the  new  bonds,  of  which  amount  $130,41 1,000 
had  been  issued  in  exchange  for  preferred  stock  to  be  retired 
(the  balance  having  been  sold  Tor  cash  to  the  syndicate).  As 
above  shown,  when  the  syndicate  agreement  was  terminated  by 
the  coiporation,  the  amount  of  preferred  stock  exchanged  or 
which  could  be  exchanged  was  $150,000,000.  Therefore,  the 
evidence  is  very  strong  mat  during  this  interval  between  Octo- 
ber 22, 1903,  and  November  19,  1903,  approximately  $20,000,000 
worth  of  preferred  stock,  or  200,000  shares  were  purchased  in 
the  open  market  by  the  syndicate  for  the  exchange.    ♦    ♦    * 

It  IS,  howeyerjvorth  noting  that  the  suspicion  was  very  widely 
entertained  in  W  all  Street  at  the  time  that  the  syndicate  was 
not  merely  taking  advantage  of  a  pronoimced  decline  in  the  pre- 
femd  stock  but  that  it  had  actively  assisted  in  bringing  about 
this  decline.  The  mere  fact  that  there  was  a  special  inducement 
to  indulge  in  such  manipulation  and  that  the  syndicate  would  be 
the  sole  oeneficiary  at  the  expense  of  the  remaining  stockhold- 
ers is  alone  a  very  telling  criticism  of  this  feature  of  the  plan. 
(H.  K.  S.  Kept.,  pt.  2,  pp.  350-356.) 

The  payment  of  4  per  cent  commission  to  the  syndicate  did  not 
escape  its  share  of  merited  censure:  "If  the  substitution  of  such 
bonds  for  stock  is  regarded  as  inadvisable,  then,  says  the  Commissioner 
of  Corporation,  'the  payment  of  4  per  cent  commission  becomes  open 
to  objection.  It  amounted  on  this  assumption  to  the  payment  by 
the  corporation  of  $6,800,000  to  the  syndicate  for  raising  $20,000,000 
of  cash;  in  other  words,  a  commission  of  34  per  cent.  Viewed  in 
this  light  alone,  it  is  impossible  to  avoid  the  conclusion  that  the  com- 
mission was  grossly  excessive.'  Without  attempting  to  pass  on  this 
feature  of  the  plan,  it  seems  clear  that  the  exclusive  privilege  allowed 
the  syndicate  of  converting  preferred  stock  into  bonds  was  undesirable 
and  unjustifiable."     (lb.,  p.  357.) 

The  whole  transaction  was  in  violation  of  the  laws  of  New  Jersey, 
the  State  in  which  the  concern  was  incorporated.  The  Steel  Corpora- 
tion finding  it  advisable  to  do  this  thing,  the  law  to  the  contrary 
notwithstanding,  proceeded  to  have  the  objectionable  statute  re- 
pealed. (Minutes  board  directors.  United  States  Steel  Corporation, 
Mar.  4, 1902,  Apr.  1,  1902,  MacRae's  Kept.,  pp.  3755,  3756.) 

It  was  bitterly  assailed  in  the  courts  and  in  the  press,  and  injunc- 
tion proceedings  were  threatened  against  the  corporation.  (H.  K.  S., 
356.) 

At  last,  under  pressure  of  continued  and  almost  universal  censure, 
Judge  Gary,  chairman  of  the  executive  committee,  notified  J.  P. 
Morgan  &  Co.  that — 

In  view  of  the  interest  of  yourselves  and  your  associates  in  the 
success  of  the  corporation,  we  thirik  it  not  improper  to  suggest  thai 
the  contintuince  of  the  conversion  at  the  present  wide  disparity  in 
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frices  may  he  injurious  to  ihe  corporation's  credit  and  hurtful  to  the 
%nierests  of  its  stockholders.     (Hearings,  p.  1582.) 

With  the  completion  of  the  conyeision  of  $150,000^000  of  preferred 
stock,  the  request  was  complied  with. 

For  a  period  of  about  five  years  J.  P.  Morgan  &  Co.  had  dominated 
the  directorates  of  the  United  States  Steel  Corporation  and  its  sub- 
sidiaries— the  Federal  Steel,  the  National  Tube,  and  the  American 
Bridge  Cos. — they  had  assembled  their  plants,  inflated  their  capital- 
ization, and  marketed  their  bonds,  and  as  a  result  they  had  received 
in  cash  $9,800,000  and  securities  after  various  interchanges  and  con- 
versions of  a  par  value  of  $113,326,494;  in  all,  the  astoimding  sum 
of  $123,126,494. 

The  grand  total  in  cash  and  securities  turned  over  by  the  Steel 
Corporation  and  its  subsidiaries  to  the  Moore,  Moi^an,  and  other 
syndicates  for  similar  services  was  $160,765,894,  or  approximately 
50  per  cent  of  the  actual  value  of  all  its  plants  and  properties 
combined. 

These  operations,  excluding  tiie  fees  for  bond  conversion,  are 
epitomized  in  the  following  table: 

Amavad  of  Steel  Corporation* §  stock  isstLed  at  a  oommisnon  to  the  undenmHng  tyndi- 
cate  and  the  amounts  $o  isnted  in  extJiange/or  stocks  of  eonstUuent  concerns  issued  for 
the  same  ptirposes,  exduding  in  all  cases  stock  issued  as  a  bonus  for  property  or  for  cash. 


€3om]»ny.t 

Amount 
of  stock 
isfuedto 
cover  pro- 
motion 
charges. 

Ratea  of  exchange 
into   United 
States  Steel 
stock. 

Total  amount  of  United 
Statea    Steel    stooks 
issued    hi    this  ex- 
change. 

Preferred. 

Common. 

Preferred. 

Common. 

Fedm  Steel  Co.: 

$857,192 

8.509,610 

11,600,000 

10,000,000 

5,000.000 

6,000.000 

20,000,000 

7.250,000 

110.00 
4.00 

96.06 

102.50 
125.00 
125.00 

loaoo 

125.00 
105.00 

1042,911 
148,985 

2,666,666 

Common ^ ^r--,--T-'. ^-r 

83,869.590 

AzDflrinBi  Steel  A  Win  Co..  coinmon. . .  r 

11,890,000 

Aracrlctn  Tfn  Pl»tACo.,  cnmmnn.^ 

13,500,000 

Nntlnne]  Steel  Co..  fM)ininao 

6,250,000 

AnMrican  Steel  Hood  Co..  conoioii 

5.000,000 

&80 

1,760,008 

25,000,000 

A  nMriean  BrMce  Co..  coinmon ................ 

7,612,500 

Total,  labsidiary  companlee 

Add  for  United  Statee  Steel  Corporation,  after 
dednettoi;  128,000,000  of  each  clasB  to  cover 

68,300,811 

4,846,904 
36,998,700 

72,122,090 
86,998,800 

Giaod  total  aecarltiei  of  United  Statea 

miarioDa  to  promoten  and  bankers  for 
the  corporation  and  its  conatituent 

41,845,604 

100.120.890 

>  In  this  table  nothing  is  included  for  the  American  Sheet  Steel  Co.,  owing  to  the  absence  of  accurate 
taformatlon,  although  apparentlv  there  waa  a  large  issue  of  stock  to  the  promoters  of  this  concern.  Again, 
Dothlxig  has  beoD  induaed  for  tb»  Shelby  Steel  Tube  Co.,  because  of  the  drastic  reduction  in  capitalisa- 
tione&cted  in  the  acquiaitkai  of  this  concern. 

3  The  deduction  of  cash  expenditurea  in  arriving  at  the  commission  proper  of  the  Sted  Corporation  Is 
Kamwhat  inconsistent  vrlth  the  method  followed  m  the  case  of  the  other  companies,  where  the  commis- 
liODs  in  stock,  ss  stated,  are  the  gross  amounts,  out  of  which  the  renective  syiadicates  had  to  meet  aome 
enenaBB.  In  most  caaea,  however,  these  expenses  are  believed  to  have  \teea  small,  t)oth  actually  and 
Rbtlveiy,  and,  moreover,  the  amounts  are  not  known.  The  expenditures  in  the  case  of  the  Steel  syn- 
<Ueite,  however,  were  demiitelv  stated  in  the  preliminary  report  of  the  corporation,  and,  moreover,  were 
kne  Ifi^saOJXXi  of  the  expenditures  of  83,000.000  appears  to  have  been  used  to  aoquire  securities  of  the 
OimBgla  Co.).  For  theae  reaaons  it  aeemed  alrsr  to  make  an  allowance  for  these  cash  expenditures  In 
the  caae  of  the  Steel  Corporation  syndicate. 

(B.  K.  8.  RepL,  pt.  1,  p.  261.) 
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BFFBOT  OV  OVSBGAPITALZZATION  ITPON  THB  INDUSTBT. 

The  injury  to  the  stockholders  of  the  Steel  Corporation  bj  this 
prodigal  absorption  of  its  securities  by  those  intrusted  with  the  man- 
agement and  direction  of  its  affairs  was  not  to  be  compared  with  the 
greater  and  more  far-reaching  detriment  to  the  industry  itself  as  a 
result  of  this  persistent  and  pernicious  practice  of  stock  manipulation 
and  stock  inflation  by  certain  financiers  who  had  seciured  the  com- 
plete and  absolute  mastery  of  so  large  a  part  of  this  vast  business. 

They  had,  at  the  beginning,  secured  the  consolidation  of  a  great 
number  of  steel  and  iron  works;  big  and  little,  modern  and  anri- 
quated,  not  only  with  a  view  to  scientific  and  economical  coordi- 
nation of  plants  and  processes,  but  to  the  curtailing  of  production  and 
fixing  prices. 

Unrelated  vr^*^,  located  here,  there,  and  yonder,  good,  bad,  and 
indifferent,  hf  d  been  collected  under  a  common  ownership,  not  to  so 
much  cheapen  or  expedite  production — in  the  nature  of  things  that 
was  impossible,  since  they  were  often  widely  scattered,  and  as  a  rule 
were  not  assembled  with  any  reference  to  the  sequence  of  processes 
and  stages  of  manufacture  through  which  an  article  of  iron  or  steel 
must  pass  from  the  raw  material  to  the  finished  product — but  were 
constructed  and  intended  for  identical  operations;  that  is,  hundreds 
of  tin  mills  were  in  one  company,  tube  mills  in  another,  wire  and 
nail  plants  in  another,  and  so  on.  The  operation  of  such  concerns 
under  one  ownership  could  not  in  the  nature  of  things  cheapen  pro- 
duction. It  could  and  did  afford  an  effective  device  for  the  regular 
tion  of  that  production  and  the  ''steadjring  of  the  market." 

These  mines,  mills,  and  furnaces,  thrown  together  in  a  hurried  and 
haphazard  manner,  had  been  capitalized  at  approximately  300  per 
cent  of  their  actual  value,  and  weighed  and  trammeled  by  this 
burden  of  excessive  capitalization  they  were  confessedly  unable  to 
meet  impending  competition  from  one  single  concern,  until  recently 
a  limited  partnership,  which  had  avoided  the  evils  of  the  stock 
exchange  and  the  control  of  the  syndicate. 

The  superiority  of  the  Carnegie  Co.  was  due  to  its  superior  and 
scientific  integration,  the  technical  skill  and  practical  experience  of 
its  managers,  and  to  the  fact  that  its  securities  did  not  figure  on  the 
stock  market.    (H.  K.  S.  Rept.,  p.  105.) 

It  could  run  if  necessary  at  a  narrow  margin  of  profit,  without  the 
fear  of  dividends  passed  or  panics  created;  no  receiver  could  dose  its 
doors  or  take  charge  of  its  operations  because  of  the  nonpayment  of 
interest  on  its  bonds. 

With  the  other  subsidiaries  and  former  competitors  of  this  company 
the  case  was  different,  the  danger  point  was  reached  long  before  any 
commodity  was  sold  at  approximately  its  mill  cost.    A  failure  to 
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pay  dividends  meant  a  depression  of  its  stocks  and  a  disturbance 
of  the  stock  market,  and  the  interests  in  control  had  a  greater  interest 
in  and  deriTed  a  greater  profit  from  their  operations  in  the  stock 
market  than  the  manufacture  of  steel. 

The  manifest  and  inherent  weakness  of  the  whole  system  should  have 
suggested  a  policy  of  retrenchment  and  reform.  The  already  over^ 
burdened  subsidiary  corporations  were  immediately  saddled  with  an 
apparently  crushing  load  of  inflated  capitalization  and  recapitali- 
zation of  these  companies  by  the  bankers  and  brokers  in  charge  of 
them  as  is  manifest  from  an  inspection  of  the  table  following. 
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It  will  be  seen  that  properties  of  loss  than  $400,000,000  in  value 
after  being  capitalized  at  over  $883,000,000  were  arbitrarily  bur- 
dened with  an  additional  Incubus  of  $500,000,000  more  without 
adding  an  additional  dollar  to  the  intrinsic  value  of  the  properties^ 
and  $303,450,000  of  this  amount  a  bonded  indebtedness,  bearing 
interest  at  5  per  cent,  and  over  $500,000,000  of  it  preferred  stock  upon 
which  the  corporation  covenanted  to  pay  an  annual  dividend  of  not 
less  than  7  per  cent. 

Previously  it  had  been  exceedingly  difficult  for  these  concerns  to 
overcome  the  heavy  handicap  of  overcapitalization  in  a  threatened 
trade  war;  it  was  manifestly  impossible  now.  It  is  true  that  the 
great  difference  in  wealth  and  resources  between  the  Steel  Corpora- 
tion and  the  older  concerns  still  remaining  in  the  steel  business, 
and  the  close  relations  existing  between  them  due  to  trade  agree- 
ments, interlocking  directorates,  and  other  causes,  gave  little  cause 
for  apprehending  an  organized  effort  to  cut  prices  on  the  part  of  the 
Lackawanna,  the  Cambria,  Jones  &  Laughlin,  and  other  like 
companies. 

If,  however,  some  new  association  of  able  and  ambitious  steel  men, 
similar  in  purpose  and  '^personnel"  to  the  old  Carnegie  Co.  and  pos- 
sessing the  necessary  resources  and  capital,  should  attempt  to  under- 
sell this  huge  and  inflated  concern,  its  fate  could  easily  have  been 
determined. 

NEW  COMPETITION  FOBESTALLED. 

It  became  therefore  the  fixed  and  unalterable  policy  of  the  Steel 
Corporation  from  its  organization  to  the  present  time  to  forestall 
this  dreaded  competition. 

A  steel  company  producing  an  output  in  any  degree  comparable 
with  that  of  this  corporation  would  at  the  outstart  demand  an  immense 
ore  reserve,  enough  to  supply  it  with  raw  materials,  for  a  period  of  15 
or  20  years  at  least.  The  Steel  Corporation  smelts  over  20,000,000 
tons  annually.  An  effective  competitor  would  necessarily  require 
several  hundred  million  tons  of  available  ore.  The  control  of  such 
ores  as  are  at  the  present  merchantable  and  available  would  preclude 
the  formation  of  any  new  steel  company,  no  matter  what  might  be  the 
possibility  for  profit  in  that  business  conducted  upon  a  scale  com- 
parable with  the  operations  of  the  United  States  Steel  Corporation. 

At  the  time  of  the  formation  of  the  Steel  Corporation  the  then  avail- 
able ore  supply  was  confined  to  the  Lake  Superior  region,  and  a  control 
of  the  Old  Range  and  Mesabi  ores — that  is,  the  mines  of  Michigan 
and  Minnesota — meant  at  the  time  the  complete  mastery  of  the  situ- 
ation, so  far  as  the  obtaining  of  a  supply  of  raw  materials  by  any  new 
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and  formidable  competition  was  concerned.    Or  as  stated  by  Mr. 
Schwab  on  December  21«  1901 : 

The  steel  industry  to  date  has  drawn  its  ores  chiefly  from  what 
is  known  as  the  Lake  Superior  district  in  the  Northwest.  In  fact. 
I  believe  that  I  may  safely  say  that  from  80  to  90  per  cent  of  all 
the  steel  produced  m  the  United  States  is  made  from  ores  in  this 
district.     It  is  the  standard  ore  and  one  steady  source  of  supply. 

♦  *  ♦  Geologists  tell  us  that  the  possibifities  of  future  dis- 
coveries on  new  ranges  is  rather  remote.     (Hearings,  p.  1282.) 

To  comer  and  preempt  all  the  ore  in  this  vast  region  would,  of 
course,  effectively  forestall  future  competition  from  other  than  then 
existing  steel  companies  who  had  previously  secured  ore  reserves  in 
this  r^on. 

This,  however,  was  a  stupendous  task,  both  on  accoimt  of  the 
extent  of  the  properties  and  the  character  and  great  resources  of  their 
then  owners,  viz:  The  Rockefeller  and  Hill  interests. 

The  Lake  Superior  Consolidated  Iron  Mines  embraced  the  proper- 
ties which  were  originally  possessed  by  Wetmore  and  the  Merritts. 
Says  Leonidas  Merritt: 

I  think  we  had  more  iron  property  at  the  time  we  turned  it  over 
than  they  did  when  they  turned  it  into  the  Steel  Corporation. 

♦  ♦  *  I  know  they  dropped  lots  of  the  lands  that  we  had  and 
bought  some  of  them  back  at  a  higher  price.     (Hearings,  p.  1915.) 

These  ore  bodies,  procured  at  an  outlay  of  $420,000,  were  immedi- 
ately capitalized  by  the  Lake  Superior  Consolidated  Iron  Mines  at 
129,887,448,  and  when  absorbed  by  the  United  States  Steel  Corpora- 
tion  that  concern  issued  S130  of  its  preferred  stock  and  $130  of  its 
common  stock  for  every  share  (par  value  $100)  of  stock  of  the  original 
company. 

The  issuing  to  Mr.  Rockefeller  of  stock  in  the  Steel  Corporation  of 
the  par  value  of  over  $80,000,000  for  his  $420,000  bargain  can  only 
be  explained  by  the  fact  that  the  Rockefeller  interests  were  them- 
selves extensively  engaged  in  the  same  business  as  the  corporation 
owniog  and  operating  the  Troy  Steel  Products  Co.  and  the  Colorado 
Fuel  &  Iron  Co.  and  that  these  ores  were  absolutely  necessary  to  a 
monopoly  of  the  supply  of  raw  material  in  that  district.  To  remove 
a  competitor  and  to  obtain  control  of  this  400,000,000  tons  of  ore  it 
was  necessary  to  pay  the  holders  their  own  price,  and  that  was  done. 

Says  the  Commissioner  of  Corporations: 

It  is  incredible  that  there  could  have  been  any  such  rapid  increase 
{nearly  £60  per  cent)  in  actual  market  value  in  this  snort  interval. 

♦  ♦  ♦  The  chief  owners  of  the  Lake  Superior  Consolidated 
stock  were  Standard  Oil  capitalists  who  were  under  no  pressure 
to  sell,  and  who  must  have  recognized  the  strategic  position 
which  the  ownership  of  this  ore  and  railroad  property  gave  them, 


74  INVBSTIGATION  OF  UNITED  STATES  STEEL  COBPOBATIOlSr. 

and  who  certamly  must  have  intended  to  name  what  they  con- 
sidered a  high  pnce.  The  organizers  of  the  Steel  Corporation  on 
their  side  were  naturally  willmg  to  pay  an  extremely  liberal  price 
for  this  extensive  property,  particvkarly  in  view  of  &e  important 
degree  of  monopolistic  control  over  ore  transportation  which  wets 
thereby  secured.     (H.  K.  S.  Rept.,  pt.  1,  p.  30.) 

And  again: 

Owing  to  the  fact  that  this  company  not  only  had  very  ex- 
tensive ore  reserves  but  also  an  important  ore  railroad,  and  more 
especially  to  its  exceptionally  strong  Jincmcidl  hacking j  it  was  frae- 
ticaUy  in  a  position  to  dictate  its  own  terms  and  apparently  did  so. 
(lb.,  p.  175.) 

By  the  absorption  of  the  Rockefeller  interests  the  Steel  Corporation 
more  than  doubled  its  previously  extensive  ore  holdings,  and  it  now 
became  its  fixed  and  avowed  policy  to  acquire  oS  the  avaUdble  ores 
in  the  whole  Lake  Superior  district  not  previously  obtained  by  other 
steel  concerns.  The  distinction  between  an  ore  from  which  pig  iron 
can  be  made  and  an  available  ore  must  be  kept  distinctly  in  mind  in 
any  discussion  of  the  policy  of  the  Steel  Corporation. 

At  this  time  the  richest  ores  high' in  metallic  content  and  freest  from 
deleterious  substances  could  be  purchased  outright  for  not  exceeding 
15  cents  per  ton;  the  same  ores  mined  and  transported  about  1,000 
miles  to  lower  lake  ports  were  worth  S4  or  $5  a  ton.  (Report  Rukard 
Hurg,  p.  52.)  In  other  words,  the  cost  of  mining  and  transportation 
was  more  than  25  times  the  original  cost  of  the  ore,  and  it  was  approx- 
imately as  expensive  to  produce  and  ship  a  low  as  a  high  grade  ore. 
For  that  reason,  ores  low  in  metallic  content,  no  matter  what  the 
amount  or  cost,  were  not  available  in  competition  with  the  high-^rade 
ores,  or,  as  Judge  Gary  expresses  it,  ^  Ve  can  afford  to  let  our  competi- 
tors get  the  low-grade  ores  if  we  have  the  better  ones."  (MacRae 
Rept.,  p.  3799.) 

An  array  of  figures  which  fails  to  draw  this  distinction  is  useless  and 
misleading  in  any  effort  to  determine  the  extent  of  this  corporation's 
control  of  raw  materials.  Ores  no  matter  what  their  price  or  extent, 
whose  low  iron  content  prohibited  their  beiivg  mined  and  transported 
in  competition  with  the  adjacent  high-grade  ores,  could  not  and  did 
not  effect  a  monopoly  based  upon  the  acquisition  of  dU  OAXXxUMe  ores. 

This  distinction  between  the  available  and  nonavailaUe  ores 
depended  not  only  upon  the  metallic  content  but  upon  the  presence  or 
absence  of  such  deleterious  substances  as  sulphur  and  phosphorus,  the 
texture  of  the  substance,  and  the  cheapness  and  facility  with  which  it 
could  be  mined.  It  is  a  highly  technical  question  requiring  the 
knowledge  and  experience  of  an  expert  chemist  and  miner.  The 
vice  president  of  the  company,  Mr.  James  Gayley,  was  detailed  to  the 
important  task  of  securing  all  such  ore  in  the  Michigani  Mesabi,  and 
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Venxdlion  Ranges,  Mr.  Gayley  having  been  for  years  in  charge  of  the 
selection  and  purchase  of  ores  for  the  old  Carnegie  Co.,  and  being 
espedaUy  learned  and  skilled  in  their  analysis  and  selection.  Backed 
by  the  almost  illimitable  financial  resources  of  the  United  States  Steel 
Corporation,  Mr.  Gayley  declared  that  if  given  a  free  hand,  '  'he  would 
buy  every  pound  of  ore  and  every  piece  of  ore  property  he  could  get  in 
the  Northwest."     (MacRae  Rept.,  p.  3811.) 

The  minutes  of  the  Steel  Corporation  show  that  its  directors  were 
in  complete  accord  with  Mr.  Gayley  in  his  eflForts  to  secure  ''every 
pound  of  ore  and  every  piece  of  ore  property  in  the  Northwest."  It 
appears  that  on  November  25,  1902,  the  finance  committee  (Messrs. 
Gary,  Perkins,  Edenbom,  and  Gayley  present)  were  considering  the 
purchase  of  the  Champion  mine  on  the  Marquette  Range,  Michigan. 

"Mr.  Gayley  states  in  substance  that  the  property  is  located  close 
to  the  property  of  our  Lake  Superior  Co.,  near  Ishpeming,  Mich.;  that 
the  ore  is  a  peculiar  ore  and  quite  rich;  that  the  property  contains  a 
large  bed  of  ore/'  etc.,  viz,  2,000,000  tons  and  20,000  acres  of  unex- 
plored land  included.  Mr.  Gayley  is  especially  insistent  upon  the 
purchase  of  this  mine,  because,  to  quote  the  minutes  verbatim: 

Mr.  Oayley  feels  satisfied  that  the  property  wiU  be  taken  up  by 
some  Cleveland  interests y  or  perJiaps  me  new  Sharon  Union  do,  in 
Pittsburgh,  and  he  would  much  prefer  to  see  it  with  this  corporation 
rather  than  with  its  competitors,    »    *    * 

The  chairman  (Judge  Gary)  stated  that  that  kind  of  ore  is 
scarce  and  we  have  use  for  it,  and  that  we  do  not  want  our  comr 

editors  to  get  it.     (Minutes  finance  committee,  Nov.  25;  1902, 
acRae  Rept.,  p.  3809.) 

At  the  next  meeting  of  this  committee: 

Mr.  Gayley  again  called  attention  of  the  conmiittee  to  the 
desirability  of  our  acquiring  the  property  of  the  Champion  Iron 
Mining  Co.,  and  stated  that  President  Cole  has  not  only  studied 
the  maps  of  the  property,  but  has  gone  down  into  the  mines,  and 
reports  that  he  is  satisfied  that  the  mine  ought  to  produce 
4,000,000  tons,  and  agrees  with  Mr.  Gayley  that  we  ought  to  get 
this  property.    *    *    * 

In  answer  to  Mr.  Steele's  inquiry  as  to  how  Mr.  Gayley  felt  on 
the  subject  of  purchases  of  ore  land,  Mr.  Oayley  replied  that  he 
uxmld  buy  every  pound  of  ore  property  he  could,  get  in  the  Northwest. 

Mr.  Converse  stated  that  he  would  like  to  go  on  record  that  he 
was  of  the  same  opinion.  Mr.  Gayley  called  attention  to  the  fact 
Uiat  the  explorations  west  of  the  Mesabi  and  Vermilion  Ranges 
show  no  ore.  Mr.  Perkins  Relieves  we  ought  to  get  the  property, 
but  not  on  the  present  terms.  *  *  *  The  cnairman  (Judge 
Gary)  said  that  he  thought  we  ought  to  take  in  these  properties  at 
afavr  price.  (Minutes  executive  conunittee,  Dec.  2, 1902,  MacRae 
Rept.,  p.  3810.) 

The  property  ims  forthwith  acquired.  (Minutes  executive  com- 
mittee, Dec.  9,  1903,  MacRae  Kept.,  p.  3810.) 
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A  few  weeks  later  these  gentlemen  met  to  consider  the  Kosmeri  ore 
property;  Ox.  Schwab  also  being  present. 

Mr.  Gayley  stated  that  there  is  now  an  opportunity  to  secure 
an  option  on  the  ore  property  known  as  the  Kosmeri,  iyinjg 
between  the  Whiteside  and  the  Wanless  properties;  and  it 
seems  to  be  the  deep  part  of  the  basin  of  ore  of  tnese  three  prop- 
erties; that  our  people  believe  the  properties  will  show  at  least 
5,000,000  tons  oi  ore;  that  the  basis  of  the  lease  would  be  35 
cents  per  ton  with  a  maximum  of  50,000  tons  the  first  year, 
100,000  tons  the  second  year,  and  150,000  tons  thereafter; 
*    *    *    that  the  ore  averages  59  per  cent  iron.    *    ♦    ♦ 

The  chairman  stated  that  a  royalty  of  35  cents  for  non- 
Bessemer  ore  is  a  pretty  bi^  one. 

Mr.  Gayley  stated  he  beheved  it  to  be  a  splendid  proposition, 
and  that  %fwe  did  not  take  it  Mr.  HiU  vnU;  thai  he  does  not  think 
we  ought  toletitqet  away  from  ua. 

Mr.  Steele  (ot  the  finn  of  J.  P.  Moi^an  &  Co.).  If  we  can  get 
the  ore  properties  on  a  fair  basis,  I  think  we  ought  to  take  them. 

On  motion  duly  seconded  it  was  voted  that  the  offer  be  recom- 
mended to  the  finance  committee.  (Minutes  executive  conmiittee. 
Mar.  24,  1902,  MacRae  Rept.,  pp.  3814-3815.) 

Mr.  Gayley  was  both  an  enthusiast  and  a  veteran  in  this  business 
of  getting  the  ore  first,  as  indicated  by  the  following  extract  from  the 
minutes  of  the  Carnegie  Co. : 

Mr.  Gatlet.  I  would  like  the  approval  of  the  board  of  the 
purchase  of  the  Rose  tract,  etc.,  cost  being  $100,000.  ♦  *  * 
The  terms  of  claimant  are  cash.  If  we  had  not  taken  the  prop- 
erty, it  would  have  been  purchased  by  the  Mathers  people.  We 
haa  to  a4A  very  quickly  to  keep  them  from  getting  it.  Tnis  ore  is 
estimated  at  anywhere  from  two  to  four  nullion  tons. 

Mr.  Clemsgn.  /  approve  of  the  purchase  because  it  is  a  sbraUgie 
move.  I  am  certain  it  is  worth  the  money.  (MacRae  Rept., 
p.  4110.) 

Mr.  Gayley  was  as  alert  and  wise  in  his  knowledge  of  men  as  of 
mines.  It  appears  that  Corrigan,  McKinney  &  Co.  were  engaged  on  a 
large  scale  in  the  purchase  and  leasing  of  mines  and  the  sale  of  ore  to 
independent  concerns,  and  had  become  involved  in  some  way.  Hie 
resourceful  Mr.  Gayley  immediately  negotiated  a  loan  for  the  follow- 
ing reason: 

Mr.  Gayley.  The  principal  advantage,  I  think,  is  that  the 
group  of  mines  will  eventually  come  to  us.  These  people  are 
always  getting  into  financial  difficulties  and  if  it  haa  not  been 
that  we  nad  stepped  into  the  (^ueen  group  of  mines  they  would 
have  ^one  to  the  Cleveland  Cliffs  Co.  I  think  the  outlook  ia 
and  while  it  may  not  prove  so,  that  we  will  eventually  get  that 
group  of  mines.  It  puts  us  in  touch  with  them  so  that  we  will 
get  tne  first  call  on  tneir  other  mines.  It  has  been  their  history 
tiiat  their  mines  are  available  for  purchase.  They  have  some 
very  excellent  mines  on  the  Mesabi  Kange  and  are  practically  in 
control  of  the  non-Bessemer  ore  market  to-day. 

Mr.  Lynch.  I  am  perfectly  willing  to  act  on  the  recommenda- 
tion of  Messrs.  Qemson  and  Gayley,  but  this  occurs  to  me:  The 
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collateral  that  they  have  offered  is  ample:  why  do  they,  as  busi- 
ness men,  come  to  us  for  this  money  ana  jnU  ihemsuvea  in  our 
pcwert 

Mr.  Gatlet.  For  the  simple  reason  when  they  obtained  that 
other  loan,  and  we  had  to  pay  a  bonus  on  it,  we  suggested  to  Ihem 
ihat  in  the  future,  if  they  needed  to  borrow  money  wUk  their  mines 
as  coUatenU,  they  come  to  us.  (Board  of  directors'  meeting,  Nov. 
8,  1900,  MacRae  Kept.,  p.  4105.) 

In  a  written  statement  urging  this  loan  Mr.  Gayley  states: 

Outside  of  the  Cleveland  Cliffs  group  of  mines  at  Ishpeming, 
there  is  no  other  large  Old  Range  group  not  owned  by  us,  except- 
ing these  at  Crystal  Falls.  Tms  amount  of  money  can  be  easily 
borrowed  on  the  security  offered,  and  it  is  advisable  that  we 
should  loan  it,  as  we  may^  later  on,  secure  the  property  at  a 
reasonable  figure  and  avoid  pajing  an  extra  premium;  and, 
further,  it  piSs  us  in  harmony  with  Corrigan,  Mc Kinney  dk  Co., 
who  have  good  properties  on  other  ranges,  and  who  can  be  very 
useful  to  us  in  many  ways.     (MacRae's  Rept.,  p.  4105.) 

With  the  vast  holdings  of  the  Cam^e  Co.  in  the  Old  Ranges  and 
the  Lake  Superior  Consolidated  Co.'s  still  more  extensive  properties 
in  the  Mesabi  Range,  the  corporation  had  in  the  beginning  the 
greater  part  of  the  iron  ores  in  the  Northwest  and  practically  all  the 
best  and  richest  properties,  and  this  intense  desire  and  increasing 
activity  in  an  effort  to  obtain  ''every  pound  of  ore  and  every  piece 
of  ore  property"  can  only  be  explained  upon  the  theory  that  such 
purchases  were  necessary  in  order  to  secure  and  maintain  an  absolute 
monopoly  of  the  raw  materials  in  that  region. 

Before  the  executive  committee  in  June,  1901 : 

Mr.  Gayley  stated  that  we  now  have  abou  1 70  per  cent  of  the  known 
Old  Range  ores,  including  Bessemer  and  non-Bessemer,  and 
that  of  the  Besseiner  Old  Range  ores  we  control  ahoiU  90  per  cent. 
(The  Bessemer  being  much  the  more  valuable.) 

At  that  very  meeting  Judge  Gary  declared: 

The  chairman  stated  that  the  standard  Old  Rsi^e  ore  is  very, 
scarce,  and  it  is  something  we  need:  *  *  *,  '^^  chairman 
further  stated  that  in  making  this  statement  he  is  assuming  that 
money  is  scarce  and  that  we  ought  not  to  buy  any  other  prop- 
erties that  we  can  do  without  at  the  present  time;  he  does  not 
ihink,  however,  that  we  should  let  an  opportunity  yo  by  to  obtain 
what  can  be  considered  the  very  highest  grade  of  iron  ores  when- 
ever and  wherever  we  can  buy  them  at  a  reasonable  price;  that 
we  should  in  sdme  way  furnish  money  to  secure  ores  of  OuU  kind 
if  we  are  to  continue  in  the  a^scendancy;  *  *  *  (Minutes  execu- 
tive committee,  June  21,  1901,  MacRae  Rept.,  pp.  3788-3789.) 

This  policy  of  buying  ore  lands  ''whenever  and  wherever  we  can" 
seems  to  have  been  carried  out  to  the  letter.    On  January  3,  1903: 

Mr.  Gayley  presented  a  letter  addressed  to  him  by  President 
CSole  under  date  of  the  3d  instant,  concerning  an  option  which  the 
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Oliver  Iron  Mining  Co.  has  on  the  Whiteside  Forty,  on  the  Mesabi 
Kange.    ♦    *    ♦ 

Mr.  Cole  recommends  the  purchase  of  this  lease  on  the  best  pos- 
sible terms  and  thinks  we  could  secure  it  for  $100,000  and  a 
royalty  of  20  cents  per  ton.  *  *  ♦  Mr.  Gayley  stated  that  the 
option  expires  January  15;  that  it  adjoins  the  property  owned  by 
Mr.  Hill  and  contains  about  7,000,000  tons;  mat  he  does  not  hwip 
of  any  block  of  ore  property  in  the  Northwest  outside  of  this  and  the 
property  of  Mr,  HuL  that  they  will  report;  if  any  new  ore  is  found 
they  are  satisfied  it  wiU  be  some  isolated  spots  on  the  Mesabi  Range, 
of  the  line  of  St.  Louis  and  Itasca  Tdrids,  and  that  every  40  has  been 
dfiOed.    ♦    ♦    ♦ 

Upon  a  motion,  duly  seconded,  it  was  voted  that  the  purchase 
of  tne  lease,  on  tne  terms  stated  by  the  chairman,  or  better,  be 
reconunended  to  the  finance  committee.  (Minutes  executive 
committee,  Jan.  6,  1902,  MacRae  Kept.,  p.  3811.) 

The  New  Union-Sharon  Co.,  of  Pittsburgh,  which  had  previously 
engaged  in  active  competition  for  the  purchase  of  iron  ores,  was 
acquired  by  the  Steel  Corporation,  with  its  extensive  holdings^ 
including  the  Sharon  mines  and  the  Donora  Mining  Co.,  with  their 
40,000,000  tons  of  ore.     (H.  K.  S.  Kept.,  pt.  1,  p.  287.) 

Mr.  HiU  remained  at  this  time  the  sole  rival  of  the  Steel  Cor- 
poration and  the  only  holder  of  any  large  amount  of  ore  which  could 
be  rendered  available  by  any  new  steel  industry  which  might  be 
organized  in  the  future. 

The  superior  quality  of  the  ores  owned  by  the  United  States  Steel 
Corporation  and  their  vast  extent  rendered  them  independent  of 
Mr.  Hill  so  far  as  securing  an  ore  reserve  was  concerned.  This  fact 
was  patent  to  Judge  Gary  even  before  Mr.  Gayley  had  succeeded  in 
acquiring  all  the  available  ores  which  could  be  obtained  outside  of  the 
HiU  properties  and  before  the  absorption  of  the  mines  of  the  Union- 
Sharon  Co.  In  May,  1902,  Mr.  Steele  favored  purchasing  the  Hill 
properties.     Said  he: 

I  think  we  have  been  a  little  too  considerative  in  taking  lands; 
some  we  have  refused  have  doubled  in  value  since.  I  ^ink  we 
ought  to  buy  Mr.  Hill's  ores. 

To  which  Judge  Gary  responded: 

We  certainly  have  everyihina  on  the  Vermilion,  We  bought 
everything  on  mesabi  that  is  good,  that  is  best,  thai  is  first  class,  tnth 
perhaps  one  exception,  which  we  could  not  get,  and  with  the 
exception  of  beyond  Hibbing;  we  can  not  get  there.  Mr.  Hil) 
is  not  there  now.  The  property  which  has  oeen  bought  is  low- 
grade  ore  and  we  have  this  class  of  ore,  certainly  60,000,000  to 
70,000,000,  not  yet  opened.  We  can  afford  to  let  our  compdilors 
get  the  hw-grade  ores  if  we  have  the  better  ones,  (Minutes  executive 
committee,  May  6,  1902,  MacRae  Rept.,  p.  3799.) 
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Thomas  F.  Cole,  who  knows  these  properties  possibly  better  than 
iny  other  living  man,  states: 

I  think  the  United  States  Steel  Corporation  own  the  cream 
on  the  range.    They  own  the  very  best  ore  produced  on  the 

Tne  Chaibman.  How  much  of  it  (steel  company^s  holdings) 
is  of  the  second  class  ? 
Mr.  Cole.  Thirty  per  cent.     (Hearings,  p.  5494.) 

On  May  20  this  matter  was  again  under  discussion  by  the  finance 
committee: 

The  Pbesident  (Mr.  Schwab).  While  there  I  asked  oiu*  people 
to  go  over  the  matter  of  our  refusals  of  ore  properties  presented 
on  short  notice  and  see  if  the  man  around  me  comer ,  so  to  speaJCf 
took  over  whatever  we  refused,  and  I  find  in  most  instances  he  did. 
Every  ore  property  we  nave  refused  hus  heen  taken  hy  others.  The 
question  is.  What  ou^ht  our  policy  to  be  in  this  regard  t  Most 
of  our  people  are  worKing  very  energetically  for  a  new  supply  of 
ore,  and  the  fact  that  we  keep  searcning,  tnen  do  not  taKe,  puts 
us  in  a  very  awkward  light.  For  example,  we  are  showing  our 
interest  by  looking  out  For  them  and  then  manifesting  inmffer- 
ence  by  turning  them  down.  I  think  we  should  stop  explorations 
and  wait  until  they  come  to  us.  Mr.  HiU  is  a  serious  situaiion 
up  there,  and  they  are  taking  these  ^operties  and  {hen  in  turQ,  losing 
them  to  our  competitors,  and  he  is  using  all  his  efforts  to  have 
them  take  up  these  properties.  ^  ^    . 

Mr.  Steele.  I  have  a  sort  of  feeling  that  we  are  in  an  atmo- 
sphere of  high  prices  all  around.  I  think,  however,  when  hard 
tmies  come  these  Utile  fellows  canH  carry  these  ore  properties. 

The  Chairman.  Have  we  turned  down  any  first-dass  properties 
adjacent  to  our  roads  ? 

The  President.  No;  when  you  say  first-cUiss  propositions. 
However,  it  is  pretty  hard  to  say  how  any  property  may  develop. 

The  Chairman.  If  our  competitors  have  bought  property  of  a 
low-grade  ore  where  the  analysis  was  not  over  50  per  cent  in  iron 
and  ni^h  in  sulphur,  /  think  we  can  afford  to  let  them  have  them  ai 
these  h%gh  prices.  I  told  Dering  that  I  thought  they  made  a  mis- 
take in  their  purchase,  for  the  reason  that  they  are  tied  up  to 
Hill  and  had  a  low  grade  of  ore.  I  don't  think  tnat  we  would  be 
attracted  by  such  a  proposition,  even  if  it  were  on  our  railroad. 
We  have  ai  leaM  60,000,000  Urns  of  thai  grade  of  ore,  which  is  not 
worked  ataU.  *  *  *  (Executive  committee  minutes.  May  20, 
1902,  MacRae  Rept.,  p.  3800.)  -n 

In  approximately  two  years  after  its  organization  the  steel  cor- 
poration had  ''bought  everything  on  the  Mesabi  that  is  good,  that 
is  best,  that  is  first  class,  with  perhaps  one  exception,''  and  their 
position  in  the  old  ranges  was  still  stronger.  They  had  everything 
on  the  Vermilion  and  90  per  cent  of  all ' '  the  known  old  range  ores  " —  J 
that  is,  aU  the  ranges  in  Minnesota  and  Michigan  known  at  that  time. 
''Outside  of  the  Cleveland  CliflFs  group  of  mines  at  Ishpeming,Mich.," 
saysvGayley,  "there  are  no  other  large  old  range  groups  not  owned 
by  US',  excepting  those  at  Crystal  Falls."     (MacRae  Rept.,  p.  4105.) 
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To  get  "every  pound"  of  that  remaining  10  per  cent  of 
ore  on  the  old  ranges,  and  aU  that  was  left  on  the  Mesabi,  whether 
it  was  best  or  first  class  or  not,  became  the  fixed  policy  of  the  corpo- 
ration, and  the  present  holdings  of  the  concern  demonstrate  their 
complete  success  in  securing  almost  to  the  last  pound  and  the  last 
piece  of  ore  property,  every  mine  in  the  Northwest  not  previously 
held  by  other  steel  companies,  and  a  small  amount  secured  by  ore 
dealers. 

In  1901  the  corporation  estimated  its  ore  holdings  at  700,000,000 
tons. 

Authoritative  data  submitted  to  the  Senate  Finance  Cbnmiittee 
in  1909  by  a  prominent  iron  manufacturer  with  the  steel  oorpo- 
ration/ 8  consent  showed  that  the  corporation  itsdf  then  reckoneaan 
about  Ifi25ft00ft00  Urns  of  LaTce  ore,  of  which  1,258,000,000  tons 
was  of  the  current  commercial  standard.    *    *    * 

On  this  basis,  therefore,  the  Steel  Corporation  would  have 
had  over  75  per  cent  of  the  total  commercially  available  ore  in 
the  entire  Lake  Superior  region. 

In  1907  the  holdings  of  the  Steel  Corporation  in  Minnesota, 
which  State  includes  the  Mesabi  and  Vermilion  Ranges,  accord- 
ing to  a  carefully  prepared  schedule  of  the  Minnesota  Tax  Com- 
mission, amounted  to  about  913,000,000  tons,  or  76  per  cent  of 
the  total  ore  deposits  for  the  State.  *  *  ♦  (H.  K.  S.  Rept., 
pt.  1,  p.  58.) 

It  appears  that  there  was  still  some  part  of  this  remaining  24  per 
cent  which  was  obtainable  by  the  resourceful  and  tireless  purchasing 
agents  of  the  corporation,  since  "  a  report  of  the  Minnesota  Tax  Com- 
mission for  1908,  which,  after  a  veiy  careful  listing  of  the  iron-ore 
mines  of  the  State  and  an  estimate  of  their  tonnage  (evidently  on  a 
conservative  basis),  placed  the  grand  total  tonnage  of  the  United 
States  Steel  Corporation  in  1907  in  round  numbers  as  follows: 

Grand  total  of  all  concerns  in  Minnesota 1, 192, 000, 000 

United  States  Steel  CoTporation  (Oliver  Iron  Mining  Co.) 913, 000, 000 

Per  cent  Steel  Corporation  (computed  by  bureau) 76, 6 

While  this  estimate  covered  the  State  of  Minnesota  only,  in  view 
of  the  fact  that  prior  to  the  recent  acquisitions  on  the  Baraboo  district 
of  Wisconsin  over  80  per  cent  of  the  Steel  Corporation's  resenres, 
excluding  the  Hill  holdings,  were  in  Minnesota,  it  will  be  seen  that 
these  figures  give  a  fairly  complete  idea  of  the  position  of  the  Steel 
Corporation  in  this  respect." 

By  1909  the  corporation  had  made  further  inroads  into  the  alender 
supply  of  ores  still  remaining  in  this  region.    Says  Mr.  Smith : 

In  this  connection  it  may  be  noted  that  the  secretary  of  the 
Minnesota  Tax  Commission,  in  a  letter  to  the  Commissioner  of 
Corporations,  dated  May  12,  1909.  said: 

"They  (the  United  States  Steel  Corporation)  now  control  at 
least  80  per  cent  of  the  present  known  tonnage  in  the  State,"' 
(H.  K.  S.  Kept.,  pp.  378-379.) 
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From  80  to  90  per  cent  of  all  the  steel  produced  in  the  United  States 
is  made  from  the  ores  in  this  district.  Ore  must  be  made  into  pig 
iron  before  it  can  be  converted  into  steel.  The  Steel  Corporation 
producing  less  than  one-half  the  total  output  of  pig  iron,  has  80  per 
cent  of  the  raw  material,  leaving  all  other  concerns  to  make  the  other 
half  out  of  what  they  can  secure  the  remaining  20  per  cent. 

To  maintain  in  the  face  of  such  a  condition  that  this  overmastering 
control  of  the  ore  supply  in  the  Northwest  was  obtained  with  an  eye 
single  only  toward  securing  an  ample  supply  of  raw  material  is  pre* 
posterous.  Such  a  position  would  be  absolutely  untenable,  leaving 
out  of  consideration  the  fact  that  the  Steel  Corporation's  holdings 
in  the  Birmingham  district  (the  only  region  outside  of  the  Lake 
Superior  district  where  ore  can  be  mined  and  smelted  at  a  profit) 
are  enormous  and  practically  double  that  of  all  other  iron  and  steel 
concerns. 


Ons,  United  States  Steel  Corporation: 

Northern  ores. 

Soothemores 

Total 


Ores  of  present 

standara  com- 

merdaUy. 


Gr.  tons. 
1,258,289,000 
4»,  300, 000 


1,717,589,000 


SiUcioas  and 

other  lo^v-grade 

ores. 


Qr.toni. 

365,845,000 

239,000,000 


604,845,000 


Total 


Or.Umt, 
1,824,134,000 
606,300,000 


2,322,434,000 


(H.  K.  S.  Kept,  pt  1,  p.  379.) 

After  every  "forty"  on  the  Mesabi  Range  had  been  explored, 
and  Mr.  Gayley  was  satisfied  that  no  new  ore  would  be  found  out- 
side of  "isolated  spots"  and  he  did  not  Jcnow  of  any  other  block  of  ore 
ffoperiy  in  the  Northwest  outside  of  the  Whiteside  forty  and  the  prop- 
erty of  Mr.  Hill  that  they  will  report  (MacRae  Rept.,  p.  3811),  it 
was  manifest  that  by  securing  this  Hill  property  the  tremendous 
task  of  securing  "every  pound  of  ore  and  every  piece  of  ore  property" 
upon  the  market  or  liable  to  be  discovered  would  be  practically 
complete. 

The  Hill  properties  were  the  key  to  the  whole  situation;  without 
them  no  control  of  the  ores  of  the  Northwest  would  be  complete. 
These  holdings  were  enormous. 

CHABACTEB  AND  EZTEIH?  OF  HILL  PBOPEBTIES. 

In  1899  James  J.  Hill  acquired  the  major  portion  of  these  prop- 
erties from  Wright  and  Davis,  lumbermen  in  that  region,  together 
with  a  railroad  connecting  with  the  Great  Northern  system,  for  the 
sum  of  $4,300,000.     (See  Hill  testimony,  hearings,  3151-3246.) 

Mr.  Hill,  acting  for  the  Great  Northern  system,  continued  to 

Eick  up  parcels  of  ore  property  on  the  Mesabi  region  until  by  1 906 
e  haa  acquired  in  all  more  than  65,000  acres,  containing  hun- 
dreds of  millions  of  tons  of  ore.     (H.  K.  S.  Rept.,  pt.  1,  p.  260.) 

54946*'— H.  Rept.  1127. 62-2 6 


82 


IKVB8TIQATI0N  07  UNITED  STATES  STBBL  COBPOBATION. 


Mr.  Hill  owning  or  controlling  both  these  ores  and  the  transporta- 
tion facilities  by  which  they  were  delivered  at  the  docks  on  Lake 
Superior  was  keenly  aliye  to  their  strategic  importance  and  prepared 
to,  if  advisable,  hold  them  indefinitely,  being  in  a  position  financially 
to  deal  at  arms  length  with  Mr.  Morgan  and  the  United  States  Steel 
Corporation. 

As  early  as  1902  Mr.  Schawb,  then  president  of  the  company, 
favored  making  some  arrangement  with  Mr.  Hill  looking  to  the  con- 
trol of  these  properties  and  Judge  Gary  expressed  fears  that  he  had 
been  "neglected."     (MacRae  Rept.,  pp.  3800-3801.) 

Mr.  Hill,  however,  did  not  come  to  terms  until  Januaiy  2, 1907,  when 
the  United  States  Steel  Corporation  obtained  these  extensive  hold- 
ings estimated  to  contain  from  400,000,000  to  500,000,000  tons  of  ore. 

HILL  LBA8B. 

Under  the  terms  of  this  lease  the  corporation  agreed  to  mine  and 
ship  via  the  Great  Northern  a  certain  minimum  tonnage  yearly, 
increasing  from  750,000  tons  m  1907  to  8,500,000  tons  in  1917,  at 
which  it  was  to  remain  during  the  life  of  the  lease,  the  miniTniiin  for 
each  year  from  1907  to  1917  increasing  as  follows: 

1907 760,000 

1908 1,500,000 

1909 2,250,000 

1910 3,000,000 

1911 3,750,000 

1912 4,500,000 


1913 5,250,000 

1914 6,000,000 

1915 6,750,000 

1916 7,500,000 

1917 8,250,000 


Dried  ore  containing  59  per  cent  metallic  content  is  taken  as  a 
basis  on  which  royalties  were  computed,  and  for  such  ore  the  corpo- 
ration agreed  to  pay  $1.65  per  ton  delivered  at  the  docks  at  Superior, 
Wis.,  the  freight  rate  being  80  cents  per  ton  for  ores  of  this  grade, 
the  royalty  increasing  when  the  ore  exceeded  this  standard  in  iron 
and  decreasing  when  below  it  in  the  following  ratio: 


Combined 

Combined 

Combined 

Iron  con- 
tent 

royalty  and 
transpor- 

Iron con- 

royalty  and 
transpor- 

Iron con- 
tent 

royalty  and 
tnmqior- 

tation  (per 
ton,  10U7). 

tation  (per 
ton,  1907). 

tatlon  (per 
ton,  190^). 

PereaU. 

Percent. 

PercenL 

49 

11.1680 

55 

SI.  4572 

61 

SI. 7464 

fiO 

1.2162 

56 

1.5054 

62 

1.7046 

51 

1.2644 

57 

1.5536 

63 

1.8428 

52 

1.3126 

58 

1.6018 

64 

1.8910 

53 

1.3608 

IJP 

^1,6600 

66 

1.9392 

54 

1.4090 

60 

1.6982 

66 

1.9874 

iBase. 


Where  ores  contained  less  than  49  per  cent  of  iron,  the  corporation 
was  to  pay  1.10  per  ton,  transportation  included. 

The  royalty  on  the  different  grades  of  ore  increases  3.4  per  ton 
each  3'oar  (4  per  cent  on  85  cents,  the  original  royalty)  during  thf 
life  of  the  lease.     (See  Ilill  ore  lease  hearing,  pp.  3247-^252.) 
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The  Commissioner  of  Corporations,  as  a  rule  exceedingly  guarded 
and  excessively  conservative;  in  ciriticizing  the  conduct  of  the  Steel 
Corporation  unhesitatingly  expresses  the  opinion  that  this  most 
romarkable  and  extraordinary  contract  between  the  Hill  interests 
and  the  Steel  Corporation  was  made  with  the  manifest  intent  to 
secure  a  monopoly  of  the  ore  reserves  in  the  Northwest  and  of  the 
transportation  lines  by  which  iron  ores  were  carried  from  the  Minne- 
sota ranges  to  Lake  Superior: 

This  base  rate  of  royalty  in  the  Hill  lease  was  far  in  excess  of 
the  going  rates  for  sinnlar  ore  at  this  time,  and,  taken  in  connec- 
tion with  the  annual  increment  of  3.4  cents  per  ton,  which  was  a 
very  extraordinary  provision,  these  royalties  were  unprecedented. 
It  is  true  that  occasional  leases  had  been  made  at  as  high  as  a 
dollar  per  ton,  without,  however,  anv  annual  increment  for  inter- 
est. But  such  leases  were  decidedly  exceptional,  and  also  ap- 
pUed  to  comparatively  small  parcels  of  ore  of  superior  quality  or 
availabilitv.  The  royalty  rates  on  new  leases  for  the  oteel  Cor- 
poration during  the  period  from  1907  to  1910  were  very  much 
lower,  and  none  of  them  approached  that  of  the  Hill  lease.  The 
following  tabular  statement  shows  substantially  the  terms  of 
royalty  for  all  leases  of  Mesabi  Ran^e  properties  made  by  the 
Steel  Corporation  from  1907  to  1910,  inclusive,  including  renew- 
als of  former  leases. 

Rales  of  royally  stipulated  in  leases  made  by  the  Steel  Corporation  (including 
renewals)  of  ore  properties  in  the  Mesabi  Range,  1907-1910. 


Mine. 

Royalty. 

L  Renewals  or  extensions  of  prior  leases: 

Park  Lot 

laoo 

Oimir  Mi  vh«»ii  ififtM .           ........ . 

.26 

n.  Leases  made.  1907-1910.  but  under  option  previous  thereto' 

1 

r  •.36-. 60 

t  ».20-.45 

.25 

I 

I.           

.86 

I                          ... 

.60 

Mooswa  lease 

.26 

m.  Otber  leases.  1907-1910: 

1                                   ... 

.76 

1                                 ..      ..... 

«.36-.46 

Reoublic  Forty 

*.36 

.75 

1                       

.76 

1                                     

.26-.  35 

1                                         

.25 

Simple  average  all  leases  ( using  means  where  royalty  takes  form  of  a  range  of  price). . . 

.4373 

>  Not  designated  by  name  of  mine,  but  by  survejrlng  specifications. 

sOre  over  58  per  oent  iron  and  under  0.05  per  cent  phosphorus,  advancing  from  1908  to  1928. 

•Other  ore  advancing  from  1908  to  1928. 

*36  cents  tof  first  5  years. 

•Taken  for  surfBoe  purposes  and  not  considered  valuable  for  ore. 

The  average  rate  of  rovalty  for  these  Mesabi  Range  properties 
during  this  period  was,  therefore,  about  44  cents  per  ton. 

The  Steel  Corporation  during  this  period  entered  into  a  few 
new  leases  or  renewals  of  leases  on  the  old  ranges  and  also  in  the 
Baraboo  district— less  than  a  dozen  in  all.  Most  of  the  leases  of 
old  range  properties  provided  for  a  slidin^-scale  royalty,  depend- 
ent on  the  pnce  of  ore  at  Cleveland.     It  la  impossible,  therefore, 
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to  say  what  the  royalty  at  any  future  time  will  be.  Using  the 
highest  price  for  ore  at  Cleveland  thus  far  reported— $5  per  ton — 
the  average  royalty  in  these  leases  would  be  under  40  cents  per 
ton.  The  royalties  in  the  Baraboo  leases  ranged  from  only  10 
to  20  cents  per  ton,  the  ore  in  this  district  being  of  a  rather  low 
grade. 

Since  the  Hill  properties  leased  by  the  Steel  Corporation  wane 
all  on  the  Mesabi  Kange,  it  seems  fairer  to  use  the  average  for  that 
range  only  for  comparison  with  these  recent  leases  by  the  cor- 

{>oration,  although  the  average  for  this  region  is  higher  than  that 
or  all  leases  made  by  the  corporation  in  these  years  in  the  entire 
Lake  district.  The  average  rate  for  all  the  leases,  excluding  those 
in  the  Baraboo  district,  as  nearly  as  can  be  computed  from  avail- 
able data,  would  be  less  than  40  cents. 

It  is  believed  that  the  average  content  of  the  ore  covered  by  the 
Mesabi  leases  listed  in  the  foregoing  table  is  not  very  far  from  53 

1)er  cent — or  59  per  cent  when  dried — the  base  grade  in  the  HiU 
ease.  Therefore,  it  seems  entirely  fair  to  compare  the  average 
royalties  shown  by  the  above  table  with  the  royalty  for  59  per 
cent  dried  ore,  as  stipulated  in  the  Hill  lease.  Extensive  data 
gathered  by  the  bureau  for  the  average  yield  of  Lake  ores  used 
m  blast  furnaces  from  1902  to  1906,  inclusive,  covering  a  larger 
percentage  of  the  Lake  ore  sold  and  used  in  these  years,  show  an 
average  natural  iron  content  of  about  53.9  per  cent.  By  far  the 
greater  part  of  this  was  Mesabi  ore. 

It  will  be  seen  that  in  only  three  of  the  leases  mentioned  in  the 
foregoing  table,  namely,  the  three  leases  at  a  75-cent  royalty,  do 
the  roy^ties  approach  anywhere  near  the  base  royalties  of  the 
TTill  lease  for  the  year  1907,  and  when  account  is  taken  of  the  fact 
that  the  Hill  royalties  increase  each  year,  the  disparity  is  all  the 
more  marked. 

The  question,  therefore,  arises  as  to  why  the  Steel  Corporation 
entered  into  this  lease  under  the  onerous  conditions  noted.  The 
(mly  recLsonoMe  explanation  which  the  hureau  has  found  for  tkis 
unusual  transaction  is  thai  it  was  designed  to  preverU  this  ore  from 
falling  into  the  hands  of  competitors  of  the  corporation.  Had  this 
ore  been  sold  or  leaded  in  smalt  parcels  to  a  large  number  of  independ- 
ent producers,  this  might  hxwe  tended  to  depress  the  pnee  cf  ore  as 
weUas  to  foster  competition  in  the  m/mufa^iure  of  %ron  and  sted. 
On  the  other  hand,  if  these  ore  lands  were  simple  add  ^  the  Great 
Northern  interests  vnthout  development,  this  womd  leave  the  oppor- 
tunity open  for  the  organization  of  a  very  important  rival  to  the 
Steel  Corporation,  At  this  time,  however,  the  Sted  Corporation 
vxjLS  the  only  concern  in  the  iron  and  sted  business  which  was  in  a 
position  to  consider  the  acquisition  of  these  HiU  ore  lands  in  a 
single  block.  By  securing  control  of  these  enormous  reserves  the 
Sted  Corporation  obviously  strengthened  its  control  of  the  ore  indus- 
try and  at  the  same  time  put  obstades  in  the  way  offurtker  competi- 
tion in  the  iron  and  steel  industry. 

The  Steel  Corporation  specifically  denies  that  this  lease  was 
intended  thus  to  head  off  competition,  and,  instead,  contends 
that  it  was  desired  merely  in  order  to  strengthen  the  corpora- 
tion's ore  reserves.  At  the  time  this  lease  was  entered  into,  how- 
ever, the  corporation  had  fully  a  30-year  supply  (and  perhaps  a 
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SO-jear  supply)  of  ore  under  its  control.  Had  this  Hill  ore  been 
acquired  at  a  bargain  price,  an  obvious  reason  for  its  acc^uisition 
would  be  furnish^;  but  in  view  of  the  extraordinarily  high  rate 
of  royidty  at  which  this  oro  was  taken  over  and  the  other  onerous 
conditions  in  the  lease,  particularlv  the  high  minimum  tonnase 
stipulated,  the  only  reasonable  explanation,  in  the  opinion  of  the 
bureau,  is  that  the  corporation  chieflv  desired  to  forestall  compe- 
tition. The  high  royalty  named  in  this  lease,  therefore,  instead  of 
being  proof  of  a  marked  appreciation  of  ore  values,  is  rather  an  indir 
cation  of  me  extent  to  which  the  Sted  Corporation  vxls  ready  to  go  in 
order  to  prevent  this  ore  from  faUing  into  the  hands  of  rival  interests. 

In  view  of  the  exceptionallv  mgh  royalties  stipulated  in  Uiis 
lease,  it  is  hardly  surprising  that  the  Steel  Corporation  did  not 
daim,  in  its  appraisal  of  1907  above  discussed,  any  value  for  this 
lease  in  the  schedule  of  its  assets. 

Considering  the  great  value  which  has  been  claimed  for  it  by 
some  writers  upon  iron  and  steel  matters,  this  fact  is  at  least 
interesting.  Obviously,  however,  a  lease  at  a  royalty  far  above 
the  going  rate  of  royalty  for  ore  ot  similar  character  has  no  trans- 
fer value  and  therefore  no  equity  value  which  would  warrant  the 
corporation  in  treating  it  as  an  asset.  Indeed^  in  view  of  the 
extremely^  high  rate  or  royalty  and  the  high  minimum  require^ 
ments,  this  lease  may  perhaps  be  regarded,  as  an  onerous  burden 
rather  than  an  asset. 

In  this  connection,  the  clause  in  the  lease  which  permits  the 
Steel  Corporation  on  two  years'  notice  to  cancel  the  lease  on 
January  1, 1915,  is  perhaps  significant.  Indeed,  there  have  been 
rather  definite  intimations  byofficials  of  the  corporation  that  this 
option  may  be  exercised.     (H.  K.  S.  Rept.,  pp.  321-328.) 

Mr.  Hill  has  never  before  or  since  sold  ores  at  such  a  prodigious 
price,  nor  has  the  Steel  Corporation  at  any  time  from  its  organization 
to  the  present  time  ever  paid  such  a  sum.  A  comparison  of  the 
royfdties  in  Table  A,  "Old  leases,"  with  the  rates  in  Table  B — ^i.  e., 
"Corporations  contract" — ^wiU  show  the  great  difference  between  the 
amounts  paid  by  the  corporation  and  others,  and  this  notwithstand- 
ing the  fact  that  the  mines  enumerated  in  Table  A  contained  the 
better  ores.  Nothing  has  been  found  in  aU  Mr.  Hill's  60,000  acres  in 
any  way  comparable  with  the  great  Mahoning  mine,  either  in  the 
extent  or  quality  of  the  ores,  and  it  is  now  mined  at  a  royalty  of  12^  to 
27}  cents  a  ton. 

Tablb  a. — Skipmentt  and  revenue  under  **old  leoHS.'* 


Year. 

Toiu 
mined. 

Ayerage 
roTslty. 

BBTcmie. 

mt 

2,002,880 
1,294,070 
2,004,061 
2,003,803 
1,758,182 

13.0040 
10.1648 
14.0664 
16.2002 
17.3625 

$406,220.56 

UB 

248,060.87 

un 

448,611.21 

ino 

456,078.47 

uu 

806,080.00 

Total 

11,013,082 

1,858,068.61 
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MirwmuvM  receivable  under  **old  leasee.** 


Mine. 


Mahoning. 
Stevenson. 

Utica 

Leetonia... 

Sweeney... 


Annual 
tons. 


aoo,ooo 

200,000 

100,000 

75,000 

S7,600 


712,500 


Royalty 
rate. 


Minimum 
royalty. 


,500.00 

40,000.00 

30,000.00 

27,000.00 

9,375.00 


178,875.00 


Royalty  rates  under  the  leases  on  the  Mahoning,  Stevenson,  and 
Utica  mines  are  on  a  sliding  scale,  according  to  amount  of  annual 
shipments.  The  Mahoning  obtains  the  minimum  rate  named  on  an 
output  in  any  one  year  of  1,500,000  tons,  the  Stevenson  and  Utica  on 
an  output  of  500,000  tons,  respectively.  The  interest  of  "the  com- 
panies" in  the  Leetonia  and  Sweeney  mines  and  in  40  acres  in  the 
Stevenson  mine  is  an  undivided  one-half.  The  annual  minimum  ton- 
nages in  these  mines,  as  above  stated,  show  the  one-half  interest  of 
"the  companies"  only.  All  of  these  mines  have  been  opened  and  are 
regular  shippers  except  the  Sweeney. 

Table  B. — Operations  under  Great  Western  Mining  Co,  lease. 


Year. 


1907. 
1908. 
1909. 
1910. 
1910. 
1911. 
1911. 


Tons 
shipped. 


137,270 

508 

41,624 

2,040,970 

100,007 

5,344,078 

155,081 


Average 

percent 

Iron. 


58.7641 
65.1498 
56.4001 
56.9633 
•49.0000 
58.2148 
•49.0000 


7, 570, 450 
2G1,(>S^S 


57. 8769 
-49.0000 


Average 
royalty.^ 


10.838726 
1. 189295 
.792087 
.853830 
.300000 
.945306 
.300000 


.017818 
.300000 


7,S;J2,138 

Interest  earned  oh  unappropriated  rainimums. 
Total  royalty  and  freight,  as  above 


Royalty  re- 
ceived, in- 
eluding 
height. 


S225, 090.07 

1,005.95 

32,994.90 

2,854,379.52 

110,378.95 

<  8, 501, 830. 70 

155,450.51 


11,705,231.04 
265,829.46 


11,971,060.50 


Deficiency  minimum  royalty. 


Tons. 


1,499,402 

2,208,376 

847,024 


Rate. 


88.4 
01.8 
95.2 


Grand  total  receipts  from  Oreat  Western  Mining  Co.,  with  interest  earnings. 


Amount 


11,325,550.97 

2,027,289.07 

806, 366. 4S 


•1,325,550.97 
« 140, 502. 06 


2,609,153.50 


156,1^.24 
11,071.060.20 


14,820,396.24 


1  The  schedule  price  of  ore  shipped  by  the  Oreat  Western  Mining  Co.,  when  hauled  by  the  Great  Vorthem 
Railway  Co. ,  includes  delivery  at  Lake  Superior,  the  rail  freight  being  paid  by  the  lessor  companies.  This 
freight  nas  been  80  cents  per  ton,  but  on  Dec.  1, 1911,  was  reduced  to  60  cents  per  ton.  No  ore  was  shipped 
dunng  the  month  of  December.  1911.  For  convenience,  the  royalty  rates  above  shown  are  net  rates— 
tiiat  is,  the  royalty  rate  after  deduction  of  freight. 

t  This  amount  includes,  in  addition  to  payments  at  the  recnlar  sehedale  rates  for  the  required  minimom 
shinments  for  the  year  1911,  the  entire  amount  of  the  1908  deficiency  minimum  and  a  portion  of  the  1909 
deficiency  minimum  payments,  which  were  absorbed  by  shipments  of  the  Great  Western  Mining  Go.  div* 
ins  1911,  as  shown  by  (*)  and  (*),  together  with  1154,187.40  Interest  earned  thereon. 

*  1908  deficiency  minimum,  absorbed  by  shipments. 

« Portion  of  1909  deficiency  minimum,  absorbed  by  shipments. 

(Hearings,  pp.  3254-3255.) 

It  was  manifest  at  the  time  that  the  immense  sum  paid  Rockefeller 
was  intended  to  satisfy  or  eliminate  a  potential  competition,  as  well 
as  to  secure  a  reserve  of  raw  material,  yet  after  paying  $200  par  value 
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'*n  stocks  of  the  Steel  Corporation  for  every  dollar  expended  on  the 
original  purchase  of  these  properties,  the  ore,  estimating  it  at  400,000,000 
tons,  cost  the  corporation  something  less  than  20  cents  per  ton,  and 
putting  it  on  a  cash  basis  estimated  at  the  market  value  of  these 
stocks  at  that  time,  it  did  not  amount  to  10  cents  per  ton. 

The  Rockefeller  mines  together  with  other  properties  acquired  by 
Mr.  Gayley  contained  "everything  on  the  Messabe  that  is  good,  that 
is  best,  that  is  first  class,  with  possibly  one  exception,''  and  all  the 
Hill  holdings  were  on  the  Mesabi  Range. 

The  Old  Range  ores  are  still  more  rare  and  costly,  yet  Mr.  Gayley, 
in  June,  1901,  acquired  a  one-third  interest  in  the  Nagaunee  mine, 
thought  to  contain  5,000,000  tons  of  ore,  for  $500,000  cash. 

Mr.  Gayley  believes  this  ore  is  just  as  good  as  the  celebrated 
Narril  finest  of  Old  Range,  *  *  *  That  it  is  the  best  piece  of 
property  on  the  Marquette  Range  he  knows  of.  (MacRae  Rept., 
p.  3788.) 

On  December  6,  1902,  this  concern  secured  the  Champion  mine 
at  Marquette,  Mich.,  together  with  20,000  acres  of  unexplored  land, 
at  approximately  $1,000,000.    (MacRae  Rept.,  p.  3809.) 

The  Whiteside  forty  containing  7,000,000  tons  upon  a  royalty 
basis  of  not  exceeding  25  cents  per  ton.    (MacRae  Rept.,  p.  3811.) 

On  May  12,  1903,  the  Monroe  ore  property  with  its  25,000,000  tons 
of  ore  was  taken  over  at  30  cents  per  ton,  together  with  a  traffic 
contract  that  made  it  practically /re^  ore  to  the  corporation.  (Mac- 
Rae's  Rept.,  p.  3818.) 

The  American  Steel  &  Wire  Co.,  as  has  been  stated,  purchased  the 
Sauntry  mine  in  1899,  containing  from  40,000,000  to  45,000,000  tons, 
at  $700,000  cash.  In  1900  the  Sharon  Steel  Co.  purchased  the  fee 
to  the  Sharon  mine  for  $150,000  (this  mine  had  20,000,000  tons  of 
ore).  (H.  K.  S.  Rept.,  p.  208.)  In  December,  1910  (three  years 
after  the  Hill  lease),  the  corporation  purchased  a  certain  Walker 
tract,  containing  1,400,000  tons,  a/ 10  cents  per  ton.  (Minutes  finance 
committee,  Dec.  20,  1910,  MacRae  Rept.,  p.  3879.) 

Some  idea  of  the  proportions  of  this  unusual  lease  may  be  gained 
by  comparing  its  royalties  with  the  price  at  which  ores  were  then  and 
are  now  selling;  wherever  ore  is  found  in  that  region,  in  ''some  iso- 
lated spot"  overlooked  by  Mr.  Gayley. 

In  this  connection  the  following  excerpt  from  a  brief  filed  against 
a  tonnage  tax  bill  in  the  House  of  Representatives  of  the  Minnesota 
Legislature  in  1909  by  the  delegation  from  St.  Louis  County  (a  large 
number  of  the  mines  of  the  Mesabi  Range  being  in  this  county)  may 
be  noted: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than  1 
cent  per  ton.  The  highest  that  we  ever  knew  were  for  16  cents 
per  ton.  There  mav  nave  been  sales  at  a  higher  price,  but  we 
have  never  Jcnoim  of  one,  and  upon  inquiry  can  learn  of  none. 
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This  positive  and  deliberate  statement,  coming  from  a  dela- 
tion of  men  representing  the  richest  iron-ore  mining  section 
of  the  country,  is  certamly  entitled  to  much  consideration, 
even  though  it  may  not  be  an  exact  indication  of  maximum 
ore  values.  Furthermore,  this  statement  was  made  in  1909,  or 
eiaJU  years  after  the  craameaMon  of  the  Steel  Corporati(m,  during 
which  interval  there  nad  been  a  considerable  appreciation  in 
values  of  ore  property.    (H.  K.  S.  Rept.,  pt.  1,  p.  208.) 

And  later  still,  in  191S,  Messrs.  Cole  and  Sellwood  were  before  this 
committee,  the  former  for  years  in  charge  of  the  corporation's  ore 
properties  in  the  Northwest  and  the  latter  one  of  the  best  informed 
and  most  experienced  of  ore  dealers  and  expert  in  determining  the 
value  of  such  properties  in  the  opinion  of  Mr.  James  J.  Hill  and  the 
representatives  of  the  Steel  Corporation.  Neither  of  these  gentlemen, 
after  having  their  attention  called  to  this  statement,  could  recall  a 
sale  of  ore  where  a  greater  sum  than  15  cents  per  ton  had  been  paid 
for  an  absolute  title  in  fee  simple  for  iron  ores  in  that  region.  Mr. 
Sellwood  further  states: 

The  Chaxrhan.  Did  you  not  have  the  question  up  (in  the 
district  courts)  as  to  the  value  of  these  iron  ores  in  t&e 
ground?    *    *    ♦ 

Mr.  Sellwood.  I  think  I  did. 

The  Chairman.  I  will  refresh  your  memory  and  ask  you  if  you 
did  not  place  the  value  of  the  ore  in  the  ground,  before  it  is 
stripped  or  anything  of  that  sort,  at  from  4  to  6  cents  ? 

Mr.  Sellwood.  I  think  I  did ;  now  that  I  come  to  think  of  it, 
it  was  before  the  court  in  Duluth  ? 

Mr.  Gardner.  What  year  was  that  t 

Mr.  Sellwood.  I  would  say  that  was  fully  10  or  12  years  ago. 
It  was  at  the  time  we  changed  from  the  tonnage  tax  to  a  real 
estate  valuation.     *    *    * 

The  Chairman.  What  I  would  like  to  know  is,  was  that  val- 
uation placed  upon  the  Bessemer  or  non-Bessemer — the  4  or  5 
cents? 

Mr.  Sellwood.  Well,  that  was  placed  on  the  Beesemeri  and 
the  non-Bessemer  was  less. 

Mr.  Gardner.  That  was  the  fee  value  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Do  you  know  what  year  that  was  in  f 

Mr.  Sellwood.  It  was  fully  10  or  12  years  ago.  (Hearings, 
pp.  6464-5466.) 

Mr.  P.  H.  Nelson,  who  now  lives  on  the  Mesabi  Range  at  Sbbing, 
for  18  years  engaged  in  the  purchase  and  operation  of  iron  mines, 
and  for  a  good  part  of  that  time  in  the  employ  of  Mr.  James  J.  Hill, 
himself  states: 

Mr.  Gardner.  But  what  is  iron  ore  worth  in  the  ground  t 
Well,  we  will  say  an  average  of  65  or  60  per  cent  metallic  content! 

Mr.  Nelson.  I  ihinJc  10  cents  a  ton  for  iron  ore  in  the  ground  is  a 
good  pricet  ^^  ^  have  iron  ore  myself, 

Mr.  Gardner.  That  is,  high  metallic  or  Mesabi  oref 


INVBSTIOATION  OF  UNITED  STATES  STEEL  GOBPOBATIOlir.         86 

Mr.  Nelson.  Fifty-eight  per  cent,  yes.  Of  course  it  depends 
on  the  mining  conditions,  if  you  have  property  that  is  easily 
stripped  y  and  so  on,  that  makes  a  difference. 

ilr.  Gasdneb.  But  suppose  you  had  a  great  quantity  of  prop- 
erty spread  all  over  the  Mesabi  Range  and  elsewhere.  You 
think  10  cents  a  ton  would  be  a  fair  valuation  for  that  ore  in  the 
ground  ? 

ilr.  Nelson.  I  think  so. 

Mr.  Gardneb.  At  present,  say  f 

Mr.  Nelson.  Yes,  sir. 

Mr.  Gabdneb.  And  it  ought  to  have  been  the  case  10  years 
ago,  or  do  you  know  ?    Were  vou  in  the  business  10  years  ago  1 

Mr.  Nelson.  I  started  in  about  12  years  ago  exploring. 

Mr.  Gabdneb.  Should  you  say  they  are  more  valuaole  now 
than  they  were  12  years  ago  ? 

Mr.  Nelson.  Oh,  yes. 

Mr.  Gabdneb.  Therefore  10  cents  a  ton  would  have  been  an 
excessive  valuation  ? 

Mr.  Nelson.  In  the  ground,  you  understand. 

Mr.  Gabdneb.  ♦  *  *  Suppose  you  found  in  examining  the 
books  of  some  concern  that  they  had  valued  their  ore  in  the 
^und  at  50  cents  a  ton.  Would  you  think  that  was  excessive, 
m  calculating  and  making  that  statement  of  their  assets?  If 
you  found  they  valued  their  ore  at  50  cents  a  ton  in  the  ground, 
would  you  consider  that  excessive  ? 

Mr.  Nelson.  I  would. 

Mr.  Gabdneb.  Should  you  consider  25  cents  excessive? 

Mr.  Nelson.  Yes,  sir. 

Mr.  Gabdneb.  Should  you  consider  15  cents  excessive! 

Mr.  Nelson.  Well,  that  is  getting  around 

Mr.  Gabdneb.  To  about  where  you  think  it  ought  to  be  I 

Mr.  Nelson.  Yes.     (Hearings,  pp.  1945-1946.) 

Ordinarily  one  leasing  ore  has  the  benefit  of  the  interest  on  the 
deferred  payments  for  the  various  amounts  of  ore  (minima)  taken  out 
each  year  during  the  life  of  the  lease,  usually  about  30  years.  And 
the  actual  cost  of  the  ore  is  ascertained  by  calculating  the  present 
worth  of  these  various  sums  payable  usually  during  the  life  of  the 
lease.  For  instance,  purchases  under  a  30-year  lease,  at  a  royalty  of 
25  cents  per  ton  (the  usual  royalty  for  Messabe  ores)  is  about  equiva- 
lent to  fee  ore  at  11  cents  per  ton.  But  no  such  rule  can  be  applied 
to  am  extraordinary  lease,  the  ore  rising  in  value  each  year  3.4  cents. 
That  is,  interest  an  the  royalty  was  calculated  in  favor  of  the  lessor  at  the 
rate  of  4  per  cent  per  annum.  In  other  words,  in  1916  Mr.  Hill  would 
have  been  collecting  annuaUy,  by  virtue  of  this  provision,  an  amount 
equivalent  to  the  interest  on  $140,000,000  invested  at  4  per  cent,  a 
sum  sufficient  to  have  purchased  the  whole  400,000,000  tons  of  ore  at 
is  cents  per  ton. 

This  lease  could  not  be  canceled  prior  to  1915;  by  its  terms  the  cor- 
poration agreed  to  receive  at  Superior  750,000  tons  in  1907,  the  ton- 
nage and  cost  per  ton  increasing  annuaUy  until  1917,  upon  reaching 
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maximum  of  8,250,000  tons,  at  SI  .99  per  ton,  making  in  all  a  total  of 
49,500,000  tons,  at  an  avera^  cost  of  $1,881  per  ton,  amounting  in  all 
to  $92,875,000. 
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At  the  time  this  lease  was  made  neither  Mr.  Hill  nor  the  Steel  Cor- 
poration had  any  definite  idea  of  the  amount  of  ore  in  his  holdings. 
They  had  no  idea  whether  they  were  leasing  250,000,000  or  500,000,000 
tons.  Thomas  F.  Cole,  for  years  in  charge  of  all  the  corporation's 
ore  properties,  states: 

The  Chairman.  You  spoke  of  the  difference  of  opinion  be- 
tween various  engineers  as  to  the  probable  amount  of  ore  in 
the  Hill  ore  properties,  running  from  two  hundred  and  fifty  to 
five  hundred  million.  How  did  this  vast  difference  of  opinion 
occur  where  you  had  a  flat  body  of  ore,  easily  reached  by  drill- 
ii]gf  «  «  «  Had  Mr.  Hill's  engineers  made  their  estimates 
from  actual  drills } 

Mr.  Cole.  Oh,  no,  indeed.  The  major  portion  of  (Kote  Jaadi 
vjaa  entirely  unexplored. 

The  Chairman.  Unexplored  t 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  His  estimates,  then,  were  made  practically 
upon  the  drillings  in  adjacent  lands. 

Mr.  Cole.  Soine  exploratory  vjork  that  had  been  conducted  on 
their  lands  and  undoubtedly  examinations  that  his  men  had 
conducted  on  other  lands. 

The  Chairman.  How  much  of  the  entire  Hill  ore  properties 
were  stripped  at  the  time  the  Steel  Corporation  acquired  them! 

Mr.  Cole.  Not  to  exceed  SO  acres.  That  is,  those  lands  that 
were  turned  over  to  the  Steel  Corporation.  (Hearings,  pp. 
5498-5499.) 

The  Chairman.  How  much  of  the  Hill  ores  would  have  to  be 
concentrated  of  the  250,000,000  tons  that  is  in  there  t 

Mr.  Cole.  I  am  utterly  unfamihar  with  the  nature  of  the  ores 
as  shown  up  by  the  development  work  that  has  been  conducted 
since  I  left  the  corporation;  but  as  a  rough  guess  I  should  say 
60  per  cent  probably  will  have  to  be  concentrated. 

The  Chairman.  What  is  the  cost  of  concentration  1 

Mr.  Cole.  The  cost  is  very  low.  I  should  place  it  under  10 
cents  per  ton.     (Hearings,  p.  5504.) 
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These  lands  had  not  even  been  explored.  Hill  estimated  at  his  own 
holdings  by  the  character  of  the  properties  adjoining  him.  The  cor- 
poration was  compelled  at  its  own  expense  to  Jind  this  are.  After  the 
drills  had  located  it  and  the  overburden  of  earth  was  removed  60  per 
cent  of  it  was  so  mixed  with  sand,  gravel,  and  other  deleterious  or 
worthless  substances  that  it  had  to  be  '^ concentrated'';  that  is,  the 
gravel,  sand,  etc.,  washed  out  of  it,  and  the  amount  of  this  stuff 
eliminated  by  the  concentrator  usually  equaled  in  bulk  the  ore  that 
was  left  when  the  process  was  completed. 

The  Steel  Corporation  constructed  a  ''concentrator"  at  a  cost  of 
about  $1,500,218.  The  following  letter  received  from  Mr.  Filbert, 
auditor  of  the  Steel  Corporation,  details  the  other  items  of  expense 
incident  to  the  mining  of  this  ore  as  follows: 

For  the  year  1907  the  average  cost  of  stripping  per  yard  of 
overburden  removed  was  33.1  cents.  The  cost  per  ton  of  ore 
uncovered  necessarily  varies  materially  on  different  properties 
according  to  the  depth  of  the  stripping  removed  and  the  tonnage 
of  ore  thus  imcovercd.  No  data  has  oeen  recorded  showing  the 
ore  tonnage  uncovered  bv  the  1907  stripping.  From  general 
knowledge  of  the  subject,  nowever,  it  is  estimated  that  the  strip- 
ping cost  in  that  year  was  equal  to  about  14  cents  per  ton  of  ore. 

To  December  31,  1911,  there  had  been  expendea  for  stripping 
as  above  $4,406,478.21.  To  the  same  date  there  had  been  uncov- 
ered ore  tonnage  of  approximately  37,865,000  tons.  (Hearings, 
p.  5285.) 

This  leaves  11,635,000  tons  net  to  be  stripped,  taking  the  *'base" 
59  per  cent  as  the  average,  or  an  additional  expenditure  of  $1 1,635,000, 
making  a  total  for  stripping  alone  of  $6,035,378.21,  to  say  nothing 
of  the  cost  of  exploration  and  drilling. 

This  vast  project  of  exploring  and  developing  an  area  of  over 
29,000  acres,  only  SO  acres  of  which  had  ever  been  *' stripped,"  was 
undertaken  at  a  time  when  this  corporation  had,  at  an  expenditure 
of  multiplied  millions  and  the  performance  of  an  engineering  feat  sec- 
ond in  magnitude  on  this  continent  only  to  the  digging  of  the  Panama 
Canal,  removed  the  earth  and  rock  from  a  depth  of  from  50  to  150 
feet  from  the  cream  of  the  Mesabi  Range,  exposing  ore  over  areas 
which  can  be  adequately  expressed  not  in  terms  of  cubic  yards  or 
feet,  but  in  acres  and  square  miles.  And  into  these  *'open  pits" 
were  extended  the  tracks  of  the  Great  Northern,  the  Diduth  &  Iron 
Range,  and  the  Duluth,  Missabe  &  Northern  Railroads.  The  only 
additional  expense  incident  to  the  mining  of  these  ores  was  the 
transferring  of  the  loose  gravel-like  substances  by  a  steam  shovel 
from  the  mine  to  an  adjacent  car,  five  or  six  scoops  of  these  huge 
machines  filling  a  50-ton  car,  and  handling  the  material  at  the  rate 
of  a  thousand  tons  an  hour  at  a  cost  of  not  exceeding  10  or  15  cents 
per  ton. 
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These  mines  were  stripped  almost  without  exception  before  the  Hill 
lease  was  made ;  but  the  heavy  minima,  8,500|000  tons  contained  in 
the  inexorable  contract,  forced  the  corporation  to  leave  these  devel- 
oped mines  and  to  go  upon  a  costly  exploring  expedition  in  search 
of  the  200,000,000  or  500,000,000  tons  of  ore,  no  man  knew,  which 
were  buried  somewhere  in  this  30,000  acres  of  wilderness. 

The  real  disparity  between  the  cost  to  the  corporation  of  the  Hill 
ores  and  their  own  can  only  be  accurately  determined  by  comparing 
the  actual  cost  of  a  ton  of  each  delivered  on  the  docks  at  Duluth  or 
Superior. 

This  year  [1912]  the  corporation  will  pay  $1 .84  per  ton  for  4,500,000 
tons  of  ore  (59  per  cent  iron),  with  the  additional  expense  of  not  less 
than  10  cents  per  ton  for  concentrating  60  per  cent,  say  5  cents  per  ton, 
leaving  out  of  consideration  the  extra  cost  for  exploration,  drilling, 
and  stripping,  or  $1.89. 

Now,  the  Steel  Corporation  owns  its  own  roads,  and  it  costs  this 
concern,  by  its  own  admission,  not  exceeding  45  cents  per  ton  to  ship 
this  ore.  In  fact,  it  costs  a  great  deal  less;  but  for  the  purposes  of 
illustration  the  estimate  of  Air.  Gayley  as  to  the  cost  of  transportation 
will  be  taken  in  this  instance  rather  than  our  own. 

On  May  12,  1903,  the  executive  conunittee  were  considering  the 
purchase  of  the  Monoe  mine,  which  involved  the  cancellation  of  a 
traffic  contract  with  the  Great  Northern  Railroad  and  the  shipping 
of  the  ore  over  the  corporation's  rails.    Mr.  Gayley  said: 

The  securing  of  the  property,  therefore,  on  this  basis  would  not 
cost  more  than  on  the  present  basis,  arid  we  wiU  be  sure  of  the 
traffic  corUract  on  the  ore,  which  wiU  net  vs  SB  cents  per  ton.  Jn 
other  words,  by  securing  the  traffic  contract  we  secure  the  ore 
in  this  property  free  of  royalty,  the  profit  on  the  traffic  contract 
more  than  compensating  for  the  royalty,  ^Minutes  executive  com- 
mittee, May  2,  1903,  MacRae  Rept.,  p.  3818.) 

Estimating  the  cost  of  mining  to  be  the  same  in  both  instances, 
and  the  royalty  on  the  ore  in  the  corporation's  mines  at  the  usual 
rate,  25  cents  per  ton  (much  more  than  the  actual  cost  to  the  Steel 
Corporation),  ore  delivered  from  its  own  mines  at  Duluth  involved 
an  actual  outlay  of  not  exceeding  70  cents,  less  the  cost  of  stripping 
and  mining. 

Under  the  Hill  lease  the  cost  of  the  same  ore  delivered  at  the  same 
point  (a  lake  port)  was  $1.89  Gess  cost  of  mining  and  stripping), 
making  the  actual  cost  to  the  corporation  of  this  ore  $1.19  per  ton 
at  the  present  time. 

No  such  sum  would  ever  have  been  paid  for  the  purpose  of  securing 
as  an  ore  reserve  only  ''eveiy  pound  of  ore  and  every  piece  of  ore 
property"  in  the  Northwest, 
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It  must  be  remembered  that  these  Hill  properties  involved  more 
than  a  mere  reserve  for  future  new  and  competing  steel  companies. 
They  were  an  actual  meTiace. 

This  the  corporation  knew,  and  so  did  Mr.  Hill.  Astute  as  Mr.  Gary, 
with  a  breaddx  of  vision  equal  perhaps  to  Morgan's,  the  '^  empire 
builder"  saw  at  an  early  date  the  possibility  of  this  new  and  unex- 
ampled iron  range,  as  did  Rockefeller,  and  while  the  latter  was 
assimilating  the  Merritt's  holdings,  he  secured  a  region  only  less 
extensive  from  the  lumbermen,  Wright  and  Davis,  at  a  little  greater 
expense. 

Hill  was  more  than  an  owner  of  iron  ores.  He  was  essentially  a 
shipper  J  to  such  an  extent  that  at  one  time  the  corporation  hoped  to 
secure  these  ores  simply  by  giving  all  the  traffic  contracts  for  their 
shipment  to  the  Great  Northern  lines.  Mr.  Schwab,  then  president 
of  the  Steel  Corporation,  stating — 

The  President.  I  beUeve  we  must  make  some  arrangement 
with  Hill  *  *  ♦.  I  think  Mr.  Hill  ought  to  g^ive  us  the 
leases  of  all  his  properties,  svhject  to  a  contract  with  him  hy  which 
we  would  guarantee  him  a  certain  minimum  of  traffic  over  his  road. 
AU  he  wanted  was  the  traffic.    He  does  not  want  any  royalty. 

The  Chaibmak.  I  thinK  you  will  have  to  pay  a  small  royalty. 
(Minutes  executive  committee,  May  20,  1902,  MacRae's  Kept., 
p.  3801.) 

These  ores  in  the  ground  were  worth  about  10  or  15  cents  a  ton;  on 
the  cars  of  the  Great  Northern  Railroad  they  paid  the  excessive  rate 
of  80  cents  per  ton  for  a  haul  of  about  100  miles,  and  one  engine 
could  puU  from  105  to  120  50-ton  cars  down  the  gradual  incline  from 
the  range  to  Superior,  netting  the  Hill  roads  four  or  five  himdred  per 
cent  of  the  value  of  the  unmined  ore. 

Hill  could  sell  a/nd  deliver  ore,  and  to  realize  on  his  extensive  invest- 
ment and  valuable  ore,  railroad,  and  dock  properties  he  must  sell  and 
deliver.  The  old  steel  companies  imder  the  now  firmly  established 
policy  of  integration  had  secured  ore  reserves  many  years  ahead.  It 
was  probable  that  Hill,  failing  to  find  a  market,  would  make  one. 

The  millions  spent  in  '^ organizing,"  ''consolidating,"  and  ''syndi- 
cating" the  steel  industry  were  imperiled  so  long  as  this  inmiense 
reserve  of  ore  and  the  superb  means  for  transporting  it  remained  in 
the  hands  of  James  J.  Hill.  Should  he  find  some  new  Carnegie  with 
his  "young  partners,"  the  overcapitalized  corporation  would  find 
itself  once  again  face  to  face  with  that  ever-dreaded  industrial  "force" 
of  which  Mr.  Temple  speaks — "destructive  competition." 

With  the  Hill  ores  under  its  control,  even  by  complying  with  the 
hard  conditions  of  Mr.  Hill's  inexorable  demand,  "destructive  com- 
petition" was  at  last  eliminated,  and  the  Corporation  could  feel 
assured  that  practically  "every  pound  of  ore  and  every  piece  of  ore 
property  in  the  Northwest"  was  out  of  the  market  so  far  as  any  new 
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rival  in  the  steel  business  was  concerned.  It  paid  the  inconceivable 
price,  and  secured  the  absolute  and  long-coveted  monopoly  for  which 
it  had  unceasingly  labored  for  over  five  years.  That  this  deal  put 
the  steel  industry  on  a  new  basis,  revolutionizing  conditions  so  far  as 
competition  from  other  than  existing  companies  was  concerned  is 
universally  and  unequivocally  admitted  by  men  familiar  with  exist- 
ing conditions,  and  especially  by  those  best  qualified  to  judge  them. 
Mr.  Schwab  discusses  both  the  cause  and  the  effect  of  this  vital 
and  basic  change  at  some  length  in  the  following  colloquy: 

The  Chairman.  That  was  one  of  the  things  which  made  Mr. 
Andrew  Carnegie  persona  non  grata  with  the  older  steel  concerns, 
was  it  not — that  ne  would  sell  and  keep  his  mills  running  ? 

Mr.  Schwab.  That  is  true;  and  I  want  to  say  that  the  policy 
of  the  Carnegie  Co.  for  many  years  was  to  have  nothing  to  do 
with  any  agreements  of  that  sort,  but  the  conditions  were  some- 
what dinerent.  We  had  a  position  to  win  in  the  steel  trade  then. 
There  were  older  companies  than  the  Came^e  Co.  and  longer 
established,  like  the  Pennsylvania  Steel,  Federal  Steel,  Lackar 
wanna  Steel,  Cambria  Steel,  and  Jones  &  Laughlin.  Those  were 
all  older  concerns.  The  pohcy  of  the  Carnegie  Co.  was  to 
demonstrate  its  position  and  to  win  a  position  for  itself.  And  it 
is  mv  belief  if  JVL:.  Carnegie  were  in  business  now  with  his  plant 
estaoUshed,  and  his  position  established,  and  with  the  possi- 
bility that  there  is  not  Ukelv  to  be  any  more  great  steel  plants 
any  more  than  there  is  likely  to  be  any  other  great  trunk-line 
railroad,  that  there  will  be  development  and  extension  of  the 
present  businesses,  it  is  my  opinion  his  policy  would  have  been 
somewhat  different,  and  that  ne  would  not  have  made  the  great 
sacrifice  in  prices  he  then  made.    *    *    * 

The  Chairman.  Now,  Mr.  Schwab,  you  say  that  these  con- 
cerns we  have  with  us,  like  the  United  States  Steel  Corporation, 
the  Cambria,  and  the  Pennsylvania,  and  the  rest  of  them,  will 
abide  with  us,  but  there  will  be  no  new  concerns  m  the  field? 

Mr.  Schwab.  I  do  not  believe  there  will  be  any  great  develop- 
ment in  iron  and  steel  by  new  companies,  but  rather  development 
by  the  companies  now  in  business. 

The  Chairman.  Now  explain  that  to  us. 

Mr.  Schwab.  For  the  reason  that  the  possibility  of  a  new 
company  getting  a  sufficiently  large  supply  of  raw  materials 
would  make  it  exceedingly  difficult,  if  not  impossible. 

The  Chairman.  In  other  words,  a  great  concern  like  the 
Lackawanna  or  the  Cambria  or  the  United  States  Steel  Corpo- 
ration must  own  vast  ore  reserves  in  order  to  justify  the  expen- 
diture of  an  enormous  amount  of  capital  ? 

Mr.  Schwab.  Quite  so. 

The  Chairman.  And  those  ores  which  are  now  on  this  conti- 
nent are  owned  or  leased  by  the  existing  operating  companies? 

Mr.  Schwab.  Not  all,  but  the  great  part  of  them. 

The  Chairman.  There  is  not  a  sufficient  quantity  outstanding 
to  justify  anyone  else  going  in  the  business  ? 

Mr.  Schwab.  I  do  not  think  it  is  possible  to-day,  with  the 
known  ores,  for  anyone  to  get  a  sumciently  large  reserve  to 
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justify  the  very  great  expenditure  of  capital  necessary  to  suc- 
cessly  manufacture.     (Hearings,  pp.  1289-1291.) 

Before  the  Ways  and  Means  Committee,  on  December  15,  1908, 
Mr.  Schwab  stated: 

Mr.  Cbumpaokeb.  The  Mesabi  deposits  are  ahnost  owned  en- 
tirely now  by  the  laige  manufacturers  1 

Mj.  Schwab.  They  are. 

Mr.  Crumpackeb.  The  small  independent  manufacturer  has 
to  buy  his  pig  iron  or  his  ore  from  competitors  f 

Mr.  Schwab.  That  is  true. 

Mr.  Crubcfackeb.  The  Mesabi  deposits  are  the  chief  source 
of  iron  ore  for  northern  producers  ? 

Mr.  Schwab.  Not  the  Mesabi  alone,  but  the  Northwest. 

Mr.  Crumpackeb.  Lake  Superior  ? 

Mr.  Schwab.  The  Lake  Superior  district  is  the  chief  source  of 
supply.     (TariflF  hearings,  1908-9,  pt.  2,  p.  1673.) 

Judge  Gary,  before  the  Ways  and  Means  Committee,  evidently  hesi- 
tated to  admit  and  yet  could  not  deny  that  the  corporation  held  at 
least  an  "ultimate"  monopoly  of  raw  materials: 

Mr.  Cockban.  Now,  among  the  conditions  that  contribute  to 
that  situation,  an  important  element  is  your  ownership  and  con- 
trol of  the  ore  supply  t 

Mr.  Oabt.  Yes:  of  course  it  is. 

Mr.  CocKBAK.  You  practically  do  control  the  ore  supply  of  the 
country  1 

Mr.  Gaby.  No;  not  now.    Not  for  the  immediate  future. 

Mr.  Cockban.  Well,  the  ultimate  supply  ? 

Mr.  Gaby.  Yes;  I  think  so — that  is,  pretty  nearly.  It  is  not 
absolute  control.  (Hearings,  Ways  and  Means  Conmiittee, 
1908-9,  Dec.  18,  1908,  pt.  2,  p.  1752.) 

Mr.  Carnegie,  out  of  the  business,  and  void  of  bias  or  interest,  is 
more  emphatic  in  his  statement  of  a  condition  with  which  he  is 
perfectly  familiar  and  of  which  he  is  thoroiighly  qualified  to  speak: 

Mr.  Cabneoie.  My  view,  Mr.  Chairman,  in  regard  to  steel  is 
that  an  element  has  come  in  which  does  not  affect  any  other 
industry  of  which  I  have  knowledge.  Gentlemen,  you  can  not 
organize  new  steel  companies  in  tms  country  now.    Mark  that. 

The  Chaebman.  Why  not  ? 

Mr.  Cabkegie.  Because  they  could  not  buy  ore. 

The  Chairman.  They  could  not  buy  ore? 

Mr.  Cabkegie.  They  could  not  buy  ore  at  a  price 

The  Chaibman.  Are  there  not  millions  of  tons  of  ore  in  Tennes- 
see  and  West  Virginia  and  Pennsylvania  which  no  great  concern 
has  yet  preempted  and  that  are  avaiKible  at  a  smaU  cost?  I 
have  heard  that. 

Mr.  Cabnegie.  If  no  man  has  ever  thought  that  he  could  buy 
these  ores  and  go  into  the  manufacture  successfully,  that  is  verv 
significant.  There  have  been  hundreds  of  men  in  search  of  sucn 
a  treasure.  Do  not  run  away  with  the  idea  that  the  ores  of 
Tennessee  can  well  compete  with  the  ores  they  are  getting  from 
Lake  Superior. 
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The  Chairman.  Why  not  ? 

Mr.  Cabneoib.  Because  the  elements  are  not  th^ e.  The  ores 
are  not  the  same.  The  expenses  are  higher.  They  are  in  the 
wrong  place  for  manuf actimng.  The  consumer  is  not  near  there. 
Believe  me,  the  search  for  ore  in  this  country  has  been  veiy, 
very  keen  for  many  years.    ♦    ♦    * 

The  CHAiBBiAN.  *  ♦  *  Mr.  Schwab  claims  that  all  of  these 
ores,  and  Mr.  Perrin  and  the  rest  of  them  say  the  same  thing, 
are  now  held  by  the  companies  in  operation,  and  that  there  is 
no  more  of  it  in  the  market  available.    Is  that  true  ? 

ilr.  Reed.  Mr.  Schwab  did  not  testify  to  that.  Mr.  Perrin 
did  and  Mr.  Moore  and  Mr. 

The  Chairman.  Mr.  Schwab  said,  if  I  remember  correctly, 
that  there  would  be  no  more  new  great  iron  concerns,  because 
there  was  no  ore  available. 

Mr.  Carnegie.  Yes;  he  did.  Schwab  is  an  authority  on  that. 
I  think  Schwab's  statement  is  correct. 

Mr.  Chairman,  you  would  be  amazed  at  the  price  it  would 
bring  if  there  were  new  fields  of  ore  discovered  to-day.  The 
end  of  the  Lake  Superior  region  is  not  far  away,  and  what  we  are 
going  to  do  I  do  not  know.  If  there  would  be  some  further  dis- 
coveries, possibly  that  woidd  help  the  situation. 

The  Chairman.  Are  there  ores  in  the  Lake  Superior  regpion 
now  in  sufficient  quantities  that  could  be  secured  and  smelted 
at  such  a  cost,  by  independents,  as  to  make  them  available  for 
the  purpose  of  utilizing  those  ores  as  the  basis  of  new  competing 
concerns  with  the  existing  concerns  1 

Mr.  Carnegie.  The  best  evidence  of  that  is  that  there  has 
been  no  attempt  of  any  competing  concerns  for  many,  many 
years.     (Hearings,  pp.  2490-2491,  2492.) 

The  momentous  statement  of  Mr.  Carnegie  that  ''  an  element  has 
come  into  the  steel  industry  which  does  not  effect  any  other" — 
1.  e.,  its  absolute  ownership  and  control  of  the  sole  supply  of  its  raw 
material — should  command  the  most  earnest  and  serious  attention 
of  legislators. 

No  monopoly  can  be  absolutely  secure  or  for  any  length  of  time 
inordinately  oppressive  which  is  dependent  upon  another  industry 
for  its  subsistence,  which  it  does  not  control  or  can  not  successfully 
exploit.  It,  in  the  nature  of  things,  must  meet  resistance  from  two 
directions  continually,  from  the  producer  of  its  raw  materials  on  the 
one  hand  and  the  consumer  of  its  finished  product  on  the  other. 

The  American  Tobacco  Co.,  while  destroying  its  competitors  and 
controlling  the  price  of  its  products  to  consumers,  was  in  many 
instances  successfully  resisted  by  the  organized  and  determined  action 
of  the  planters  who  produced  its  raw  materials. 

Cattle  growers  by  the  cooperative  establishment  of  abattoirs  and 
the  encouragement  of  the  local  butcher  can  to  a  degree  escape  the 
exactions  of  the  great  packing  houses. 

Every  monopoly  formed  by  the  consolidation  and  control  of  any 
number  of  mills  or  shops  and  factories  is  to  a  greater  or  less  degree 
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dependent  upon  economy  and  efficiency  in  the  operation  of  its  plan, 
the  skill  of  its  workmen,  and  the  excellence  or  cheapness  of  its  prod- 
uct. Too  inordinate  a  charge,  too  wanton  an  oppression,  or  too 
incapable  a  management  of  its  business  may  encourage  others  to 
invade  the  preempted  industry,  and  to  contend  for  the  lucrative 
profits  enjoyc^d  by  a  badly  managed  business. 

But  no  amount  of  capital,  no  economy,  no  industry,  no  inventive 
g^us  can  create  the  raw  material,  can  reproduce  an  ore  deposit. 
Intrenched  in  such  an  ownership,  it  becomes  as  impr^nable  as  the 
metallic  ranges  upon  which  it  rests.  All  rivalry,  all  opportunity  to 
enter  the  business,  thus  secure  in  its  exclusive  control  of  a  natural 
resource,  which  can  neither  be  purchased  by  the  expenditure  of  cap- 
ital nor  created  by  labor,  is  forever  precluded.  Such  a  monopoly, 
while  reducing  the  wage  of  the  laborer  and  enhancing  the  cost  of  the 
consumer,  may  contemplate  with  imconcem  the  inflation  of  its  securi- 
ties, and  the  inefficiency  of  its  plants,  or  wastefulness  and  incompe- 
tence in  the  conduct  of  its  affairs.  The  prosperity  or  the  power  of 
the  Steel  Corporation  is  not  determined,  however,  by  the  extent  of 
its  control  of  any  single  branch  of  the  industry. 

This  company  was  designed  to  comprehend  within  one  corporate  own- 
ership every  phase  and  every  department  of  the  industry,  and  to  con- 
trol every  process  and  every  agency  incident  to  its  operation.  The 
acquiring  of  the  ore  reserves  of  the  Northwest  was  but  a  single  one 
of  a  long  and  coordinated  series  of  carefully  prepared  plans  by  which 
the  corporation  proposed  to  dominate  this  business,  in  all  its  vast 
and  varied  ramifications,  throughout  the  whole  domain  of  mining,, 
manufacture,  transportation,  and  sale  of  its  product. 

CONTBOL  OF  PIG  mOK. 

The  molten  metal  is  either  converted  inmiediately  into  steel  or 
conveyed  into  sand  molds  and  cooled.  In  this,  its  first  and  crudest 
stage,  the  metal  is  called  pig  iron. 

All  forms  of  iron  and  steel  are  made  by  the  subsequent  manu- 
facture of  this  pig  metal.  It  is  the  basis  of  the  industry,  and  by  an 
almost  universal  custom,  the  price  of  pig  iron  determines  the  value 
of  steel  in  many  of  its  finished  and  semifinished  stages.  To  regu- 
late the  price  of  pig  iron  was  in  a  great  measure  to  control  the 
mdustiy,  and  to  manipulate  that  price  was  to  exploit  it. 

As  has  been  shown,  the  old  and  established  concerns  had  acquired 
extensive  ore  holdings  prior  to  the  formation  of  the  corporation 
and  could  not  be  affected  by  its  activities  on  the  ranges  of  the 
Northwest.  Almost  without  exception,  the  so-called  ore  dealers 
were  furnace  men,  selling  pig  iron  rather  than  ore. 

Pig  iron  was  produced  in  a  limited  amount  in  the  South  and  the 
Steel  CSorporation  until  1907  had  failed  to  secure  large  holdings  in 
that  region. 
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When  it  is  remembered  that  semifinished  steel,  bUlets  and  bars, 
plates,  and  the  like,  are  usually  sold  for  future  delivery  and  the 
price  is  determined  by  the  value  of  pig  iron  at  that  time,  the  full 
significance  of  any  manipulation  of  the  market  in  this  commodity 
is  apparent.^ 

An  extract  from  a  contract  between  the  Carnegie  and  the  Pitts- 
burgh Steel  Cos.  will  fully  illustrate  the  way  in  which  the  price  of 
billets  sold  for  future  deliveiy  were  automatically  determined  by 
the  price  of  pig  iron: 

The  price  f .  o.  b.  cars  buyers'  works,  Monessen,  Pa.,  and  Glass- 
port,  ra.,  contemplated  under  this  contract  for  Bessemer  and 
open-hearth  steel  billets  4  inches  square  and  under  shall  be  fixed 
for  each  three  months'  period  beginning  with  the  third  quarter  Julv 
1,  1905,  and  shall  be  determined  according  to  the  table  given 
hereafter  from  the  average  selling  price  f.  o.  b.  Pittsburgh  of 
standard  Bessemer  pig  iron  for  the  next  preceding  three  montlis. 
The  average  market  price  of  standard  Bessemer  pig  iron  shall  be 
agreed  upon  within  one  week  from  the  end  of  each  month,  and 
the  averaj^e  price  for  the  three  months,  within  one  week  from 
the  end  of  the  third  month. 


When  the  arerage  price  of  pig  Iron  Is— 


The  amount  te 

be  added  to 
the  price  of  pig 
iron  to  deter- 
mine the  price 
of  billets  shall 


S10.99  and  under. 
$11.00  to  SI  1.99... 
$12.00  to  Sia.99... 
$13.00  to  $13.99... 
$14.00  to  $14.99... 
$16.00  to  $15.99... 
$16.00  to  $10.99... 
$17.00  to  $17.99... 


0) 


$3.00 
5.2S 
5.50 
5.75 
6.00 
6.25 
6.50 


1  At  the  same  ratio  until  the  price  of  billets  4  Inches  square  and  ander  to  the  huj'ers  shall  be  $24 
per  gros.s  ton,  but  in  no  e^rent  snaH  the  priue  to  the  buyers  for  biliets  4  Inches  square  exceed  $31  per 
gross  ton  at  any  time  during  the  life  of  this  oontraot. 

(Hearings,  p.  4378.) 

The  control  of  the  pig-iron  market  was  in  effect  a  mighty  lever  by 
which  the  price  of  semifinished  steel  through  the  whole  industry  could 
be  raised  or  lowered  at  will. 

The  oflScials  of  the  Steel  Corporation  determined  to  secure  this 
coveted  and  imperial  power  by  a  method  startling  in  its  naked 
simplicity  whenever  the  exigencies  of  the  occasion  demanded  it. 
They  bought  all  the  pig  iron  on  the  market. 

"We  have  bought,*'  says  Mr.  Dinkey,  president  of  the  Carnegie 
Steel  Co.,  "22,000  tons  of  pig  iron  for  April  delivery  at  $15.50, 
22,000  tons  from  the  association,  9,000  from  Rogers,  Brown  &  Co., 
and  the  remainder  from  Cherry  VaUey,  That  is  aU  tiie  iron 
on  the  market.  (Minutes  Carnegie  Steel  Co.  board  directors, 
Apr.  5,  1905,  MacRae  Rept.,  p.  4074.) 


IKVESTIOATION  OF  UNITED  STATES  STEEL  OOBPOBATION. 

Mr.  Corey f  ex-president  United  States  Steel  Corporation,  describa^ 
another  one  of  these  big  transactions. 

There  is  understood  to  be  about  65,000  tons  in  the  market 
for  third-quarter  delivery  and  if  we  buy  at  this  time,  it  will  be 
largely  far  the  purpose  of  preventing  me  fumace  peopU  from 
offering  it  around  and  thus  demoralizing  the  market.  The  prioe 
would  be  around  $18^  valley. 

After  discussion  it  was  agreed  that  the  iron  for  the  third 
quarter  should  be  purchased  on  assurances  from  ike  furnace 
people  that  65fl00  tons  vms  aU  ike  available  iron  for  tkat  quarter 
ana  thai  no  more  skould  be  put  on  tke  market.  (Minutes  Carnegie 
Steel  Co.  directors,  May  11,  1903,  MacRae  Kept.,  p.  4065.) 

Sometimes  the  job  was  a  little  too  big  even  for  the  corporation; 
then  it  called  in  some  of  its  powerful  neighbors,  who  were  manufac- 
turers of  semifinished  steel  and  would  therefore  share  in  the  profits 
of  the  "comer." 

Mr.  Dickson.  We  have  another  option  (a  rather  indefinite 
option,  good  for  several  days  at  least),  all  the  surplus  iron  of  the 
Valley  Association  for  the  third  quarter,  amounting  to  about 
55,000  tons,  at  $19  Valley.  We  also  have  an  option  from  W.P. 
Snyder  on  30,000  tons,  same  period,  same  price.  I  think  if  we 
should  insist  on  S  18.50  Valley  both  would  agree  to  it ;  but  of  course 
we  want  to  pay  them  as  much  as  the  finished  m/iterial  vnU  stand.  I 
talked  witxx  I^fr.  Willis  King,  of  Jones  &  Laughlin^  this  morning 
and  he  thinks  $18.50  Valley  would  be  sufficiently  high  to  maintain 
finished  material.  He  says  they  expect  to  be  purchasers  to  the 
extent  of  10,000  tons  durmg  the  fall.  *  *  * 
Mr.  CoBEY.  Are  you  sure  they  wHl  take  up  aU  the  available  iront 
Mr.  Dickson.  As  sure  as  we  ever  are.  *  *  *  However, 
thev  have  agreed  to  guarantee  the  price  against  themselves.  I 
understand  the  matter  will  be  discussed  in  the  committee  at  New 
York  to-morrow.  (Minutes  board  directors  Carnegie  Steel  Co., 
May  18,  1903,  MacRae  Rept.,  p.  4065.) 

Mr.  Schwab  explains  in  some  detail  just  why  it  is  advisable  to  keep 
the  price  just  as  ''high  as  the  finished  material  will  stand.'* 

The  president  (Mr.  Schwab)  stated  that  he  would  like  to  obtain 
the  views  of  the  committee  (Messrs.  Gary,  Perkins,  Converse, 
Edenbom,  Reed,  and  Ganr)  in  regard  to  the  advisability  of  the 
purchase  of  30,000  tons  of  pig  iron  at  $18.50  for  the  third  quarter 
of  1903,  and  for  which  we  would  exchange  coke  at  the  rate  of 
$3  per  ton;  that  we  will  require  about  100,000  tons  in  that 
quarter;  that  he  believes  we  ought  to  always  be  buyers  of  some 
pig  iron;  that  it  would  be  better  to  even  shut  down  some  of  our 
high-priced  furnaces  and  be  purchasers;  that  the  price  of  our  fin- 
ished ste^l  products  beirig  regulated  by  the  price  of  pig  iron,  we 
ought  not  to  be  endeavoring  to  get  the  cheapest  iron;  that  we  ouaht 
to  maintain  the  price  by  little  purchases;  that  tl  a  ton  is  such  a 
little  thing  comj^red  with  the  advantages  we  receive  in  the  finished 
vroducts;  that  if  we  had  purchased  pig  iron  there  would  not  have 
been  the  present  downward  tendency  in  it. 
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Mr.  Gaylet.  ♦  *  *  I  think  we  ought  to  hold  the  price  of 
pig  iron  at  $18.50,  and  that  it  is  important  for  us  to  stay  in  the 
market  and  buy  at  $18.50  rather  than  miss  the  deal.  (Executive 
committee  minutes,  May  5,  1903,  MacRae  Kept.,  p.  3817.) 

Some  of  Mr.  Schwab's  ''little  purchases"  are  recorded  in  the  min> 
utes  of  the  committee  on  finance,  of  which  Mr.  George  W.  Perkins 
was  then  chairman. 

Question  of  purchase  by  subsidiary  companies,  2,500  to  5,000 
tons  of  pig  iron,  was  referred  to  the  president  with  power. 

Purchase  by  the  subsidiary  companies  of  2,550,000  tons  of  pig 
iron  referred  to  chairman  and  president  with  power.  (Extract 
Finance  C!onm[iittee  minutes  Feb.  24,  1910,  and  Feb.  24,  1911, 
MacRae  Rept.,  pp.  3875,  3912.) 

The  minutes  of  the  corporation  tell  in  few  words  the  immediate  and 
effective  result  of  buying  pig  iron  in  quantities  varying  from  2,000  to 
2,000,000  tons.  On  February  1,  1905,  this  brief  entry  is  found  on 
the  minutes  of  the  board  of  directors  of  the  Carnegie  Steel  Co. 

It  was  the  unanimous  conclusion  of  the  board  that  iJie  price 
should  he  tl3.75  per  gross  ton.     (MacRae  Rept.,  p.  4056.) 

And  it  was: 

On  September  24,  1901— 

Pig-iron  price  fixed  $14.50. 

On  November  10,  1901— 

Pig-iron  price  fixed  at  $15  a  ton.     (MacRae  Rept.,  p.  4056.) 

While  buying  pig  iron  in  million-ton  lots,  if  necessary,  in  order  that 
they  might  not  only  control  but  "/x"  the  price  to  the  cent,  the  cor- 
poration did  not  overlook  the  meanest  dealer  in  the  metal  or  the 
most  remote  avenue  by  which  it  might  reach  the  market. 

"Scrap  iron"  can  be  used  as  a  substitute  for  pig  iron  in  open-hearth 
steel  furnaces,  and  the  collector  of  broken  or  discarded  machineiy 
and  the  humble  broker  crying  "rags  and  old  iron"  in  the  street  at 
one  time  utilized  this  debris  from  the  factory  and  the  kitchen,  and 
through  this  means  worn-out  rails,  broken  implements,  old  kettles, 
pots,  and  stoves  again  found  their  way  into  the  channels  of  commerce. 

The  utilization  of  this  waste  material  conserved  the  ore  supply 
and  added  in  an  humble  but  material  way  to  the  small  savings  of 
the  artisan  and  the  housewife. 

The  utilization  of  scrap  iron  in  this  way  was  summarily  stopped 
by  the  corporation,  using  in  this  case  as  a  weapon  for  the  quick  de- 
struction of  the  dealer  in  "old  iron"  an  inordinate  control  of  trans- 
po ration  rates  on  its  own  and  other  roads. 

The  story  is  briefly  told  in  the  records  of  the  United  States  Steel 
Corporation's  Traffic  Association: 

Mr.  Bently.  The  question  of  revision  of  scrap-iron  rates  in 
the  Central  Freight  Association  was  up  at  a  meeting  last  week  in 
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Chicago  and  referred  to  a  special  committee.     Our  position  has 
been  uiat  ourmeanest  comvetUion  has  been  from  the  scrap-iron  con- 
sumers; aridifwecangetilu)8elowratesup,wewiUtake8oms<^ 
tagefor  ourselves.     (Minutes  Traffic  Association,  Apr.  21,  1909, 
MacKae  Kept.,  p.  3988.) 

It  appears  that  the  corporation  had  no  trouble  in  inducing  the  rail- 
roads of  the  country  to  put  the  rates  on  scrap  iron  ''up/'  In  this 
instance  it  seems  that  a  Mr.  Bihler  was  enabled  to  report  in  exactly 
30  days  that  the  rates  on  scrap  iron  had  been  duly  adjusted  to  meet 
the  convenience  and  serve  the  purposes  of  the  Steel  Corporation. 

On  the  21st  of  May  Mr.  Bihler  advised  his  employers  that: 

The  Central  Freight  Association  special  committee  held  a  con- 
ference on  May  12  with  the  traffic  representatives  of  the  various 
iron  and  steel  producing  concerns  in  Pittsburgh  Valley,  Wheeling 
and  Chicago  districts  to  consider  the  requests  of  a  number  of  inde- 
pendents for  the  establishment  of  pig-iron  rates  on  scrap.  A 
detiuled  analysis  of  the  situation  showed  that  from  a  corp(yr(Uion 
standpoint  where  a  ton  of  new  steel,  either  for  new  light-steel  rails  , 
or  new  angles  or  light  channels  or  shapes  was  displaced  by  a  ton 
of  the  same  kind  of  material  rolled  from  scrap  rads  the  corporar- 
tion  would  lose  the  profit  on  the  ore,  the  steamship  company  on 
the  transportation,  limestone,  coke,  as  well  as  the  profit  in  con- 
version oi  the  raw  material  into  steel,  and  the  carriers  would  lose 
the  revenue  on  the  ore,  coke,  and  limestone.  While  each  indi- 
vidual subsidiary  company  receives  more  or  less  scrap  at  their 
open-hearth  plants,  on  which  outside  transportation  charges  are 
paid,  yet  the  gain  this  way  is  more  than  ofset  by  having  to  meet  the 
competition  ofreroUersfor  light  rails  and  light  shapes.  The  corpo- 
ration's views  were  stated  to  the  railroad  people;  the  Jones  & 
Laughlin  Steel  Co.  v)ere  of  the  same  view  a^  the  corporation  interests. 
The  other  independents  ai^e  that  the  scrap  for  remelting  in  open 
hearth  furnaces  should  be  entitled  to  pig-iron  rates,  because  of  the 
price,  etc.;  but  it  is  stated  (hat  (hey  did  not  make  out  a  sufficiently 
strong  case,  and  their  petition  for  me  application  of  pigiron  rates 
unU  not  be  granted.  (Minutes  Traffic  Association,  May  21, 1909, 
MacRae  Kept.,  p.  3990.) 

The  ailment  here  is  certainly,  as  stated,  from  "a  corporation 
standpoint"  only.  The  arbitrary  raising  of  the  rates  upon  scrap 
iron  from  Pittsburgh  to  Chicago,  the  resultant  wa^te  of  millions  of 
tons  of  material  which  up  to  this  time  was  and  would  have  been  util- 
ized, in  order  that  those  in  charge  of  the  Steel  Corporation  might 
''take  some  advantage  to  ourselves''  displays  a  lamentable  lack  of 
that  breadth  of  vision  which  would  ordinarily  be  attributed  to  those 
in  charge  of  so  colossal  a  concern  as  the  United  States  Steel  Corpora- 
tion. A  question  affecting  so  closely  the  industrial  operations  and 
domestic  economy  of  the  whole  country  demands  consideration,  from 
great  corporations  and  common  carriers  especially,  from  some  other 
ang^e  than  an  immediate  and  in  this  case  a  mean  and  unfair  advan- 
tage for  a  single  corporation. 
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This  power  to  write  upon  its  minutes  and  ledgers  ^^pig  iron  price 
fixed  at  916.60  a  ton"  was.  purchased  at  an  immense  cost  in  money 
and  by  the  total  abandonment  of  any  claims  to  consistency  in  the 
reiterated  boast  that  the  Steel  Corporation,  by  virtue  of  its  illimit- 
able resources  and  immense  financial  strength,  could  render  the  whole 
industry  ''symmetrical,"  make  it  an  "integrated,"  a  ''rounded  out," 
proposition,  and  by  so  doing  cheapen  production,  and  in  cheapening 
production  lessen  the  cost  to  the  ultimate  consumer,  thus  making 
the  whole  community  sharers  in  its  prosperity  and  its  profits. 

Upon  this  theme  Judge  Gary,  Mr.  George  W.  Perkins,  and  others, 
both  before  this  committee  and  on  divers  and  sundry  other  occasions, 
have  dilated  continually  and  at  great  length.  In  its  successful  efforts 
to  absolutely  "fix"  the  price  of  pig  metal,  arbitrarily  and  at  any  time, 
this  corporation  has  abandoned  all  the  advantages  incident  to  inte- 
gration in  order  to  secure  the  profits  of  combination,  but  which  have 
no  force  or  effect  in  the  actual  conduct  of  its  operations. 

Now  all  steel  is  originally  pig  metal,  but  all  pig  iron  is  not  converted 
into  steel.  The  total  production  of  pig  iron  in  1910  was  27,303,567 
tons  (hearings,  p.  5555),  the  production  of  steel  ingots  and  castings 
(from  which  all  finished  steel  is  made)  was  25,917,281  tons  (H.  K.  S. 
Kept.,  pt.  1,  p.  363),  leaving  an  excess  of  1,386,286  tons  of  pig  iron  to 
be  put  to  other  uses. 

In  addition  to  that  it  requires  1.1  tons  of  pig  metal  to  make  1  ton  of 
steel.     (Tariff  Hearings,  1908-9,  vol.  2,  p.  1635.) 

Now,  the  veriest  tyro  in  the  business  would  see  at  a  glance  that  a 
concern  inmieasurably  rich  in  its  mineral  reserve  and  admittedly  in  a 
class  by  itself,  in  the  ownership  of  transportation  facilities,  both  by 
land  and  water,  to  convey  that  ore  to  its  blast  furnaces,  many  of 
them  located  almost  in  the  midst  of  the  finest  coking-coal  in  the 
country,  would  of  course  produce  more  pig  iron  than  steel;  that  is, 
if  it  made  any  valid  claim  to  being  "symmetrical"  or  "rounded 
out"  or  "integrated,"  or  was  making  sincere  endeavor  to  secure 
those  economic  advantages  incident  to  "the  linking  up  of  productive 
processes  through  acquisition  under  one  control  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  faciUties) 
and  through  extensions  and  coordination  of  manufacturing  processes." 

The  coordinate  operation  of  the  blast  and  the  steel  furnace  is  the  most 
perfect  and  striking  example  of  the  economy  of  integration;  there  is  a 
saving  of  a  doUar  a  ton  in  the  use  of  molten  pig  metal  from  an  adjacent 
furnace  over  cold  pig  iron  from  a  distant  one. 

Yet,  in  order  that  it  might  continue  to  be  a  purchaser  of  pig  iron,  as 
suggested  by  its  first  president,  Mr.  Schwab,  and  by  that  means  fix 
the  price  of  pig  iron,  this  corporation  in  1910,  with  a  pig-iron  capacity 
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of  16,240,700  tons  (H.  K.  S.  Kept.,  p.  269),  shut  down  its  furnaces  or 
refused  to  start  them  and  actually  produced  only  11,831,398  tons 
(H.  K.  S.  Kept.,  p.  370)  of  pig  iron,  and  what  is  more  surprising,  it 
pursues  this  policy  notwithstanding  the  fact  that  in  1910  it  forced  it 
to  procure  from  sources  other  than  its  own  blast  furnaces  2,582,768.1 
tons  of  pig  iron.  Its  ingot  production  for  that  year  exceeded  its  pig- 
iron  production  by  2,347,971  tons,  and  it  requires  1.1  tons  of  pig 
iron  to  produce  a  ton  of  steel  ingots  (H.  K.  S.  Kept.,  pt.  1,  p.  370).^ 

Since  its  organization  this  company  has  procured  from  other 
sources  than  its  own  blast  furnaces  on  a  market  which  was  deliber- 
ately ^'bulled"  over  19,831,582.1  tons  of  pig  iron. 

As  will  be  demonstrated  in  another  part  of  this  report,  the  cost  of 
assembling  the  raw  materials  (ore,  coke,  and  limestone)  at  a  furnace 
in  Pittsburgh,  for  example,  is  approximately  $3  less  to  the  corporation 
than  to  its  competitors,  as  a  result  of  the  former's  control  of  trans- 
portation facilities,  estimating  no  other  element  of  profit  to  the 
corporation  than  that  due  to  this  ownership  of  carriers  and  power 
over  freight  rates,  and  assuming  the  furnaces  at  Pittsbrgrh  to  be 
representative  of  a  like  advantage  elsewhere,  then  this  corporation 
was  forced  to  forego  a  profit  on  pig  iron  which  it  could  easily  have 
produced  in  the  last  10  years  in  the  prodigious  sum  of  $59,494,746.30 
in  order  to  **fix"  the  price  of  pig  iron  **ad  libitum." 

This  is  not  the  only  element  of  waste  involved  in  tliis  transaction. 

A  Bessemer  converter  is  emptied  every  few  minutes,  an  open-hearth 
furnace  every  few  hours;  either  can  be  started  or  stopped  at  short 
intervals  without  great  loss.  Ihe  same  is  true  of  rolling  mills.  But 
these  huge  and  costly  structures  (blast  furnaces),  great  towers  often 
nearly  a  hundred  feet  in  height  and  erected  at  a  cost  of  exceeding  a 

^  The  last  year  has  been  taken  for  the  purpose  of  lUmtratlog  the  fljced  policy  of  the  corporation.  It 
dUen  tn  do  material  respect  ftom  others  since  the  formation  of  this  company,  as  will  be  seen  from  the 
faUowtaig  oondensed  statement: 

ComparUon  of  pig-iron  prodv/Aion  of  Steel  Corporation  vnth  its  crude-steel  production, 

1901-1910. 


Year 


1101 

19Q2 

19® 

19W 

1«05 

1906 

1907 

ISQB 

U09 

mo 

Total 


Production 
of  pig  Iron, 
Spiegel,  etc. 


6,855,731 

7,975.530 

7,279,341 

7.369,421 

10, 172, 148 

11,267,377 

10.819.908 

6,934,-108 

11.618,350 

11.831.398 


92.123,572 


Troduction 

of  ingots 
and  castings. 


Tont. 

8,854.820 

9,743.918 

9,167,960 

8,406,378 

11.905,239 

13.511,149 

13,099,548 

7,838,713 

13,355.189 

14,179.369 


110,152,28J 


Excess  of 

crude  ^teel 

over  pig-iron 

production. 


Ttmt. 
1,999.069 
1,768.388 
1,888,719 
1,036.957 
1,823,091 
1,243.772 
2,279.580 
904.305 
1.736,839 
2,347,971 


18,028,711 
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million  each,  stuffed  with  their  big  ''burden"  of  tens  of  thousands  of 
tons  of  ore,  coke,  and  limestone,  and  emitting,  at  intervals  of  every 
three  or  four  hours,  a  sputtering  stream  of  molten  metal,  five  hundred 
to  a  thousand  tons  a  day,  must  go  aU  the  time  or  not  at  aU,  day  and 
night,  during  the  week  and  on  the  Sabbath,  the  blast  furnace 
must  be  kept  in  operation.  To  start  or  to  stop  it  is  an  expensive 
operation,  and  the  most  technically  learned  in  the  steel  industry 
can  find  no  more  inexcusable  instance  of  extravagance,  so  far  as  the 
actual  economy  of  production  is  concerned,  than  in  the  deliberate 
dosing  of  a  blast  furnace,  and  the  substitution  of  cold  pig  iron  for  the 
hot  metal  from  adjacent  steel  works.  No  man  is  better  qualified  to 
speak  with  authority  on  this  subject  than  Julian  Kennedy,  having 
been  for  20  years  engaged  in  the  construction  and  operation  of  blast 
furnaces,  and  no  man  has  less  interest  or  bias,  for  or  against  the  Steel 
Corporation,  as  is  manifest  from  his  testimony  before  this  committee. 

The  Chairman.  Did  you  design  or  construct  anv  of  the  blast 
furnaces  now  owned  and  operated  by  the  United  States  Steel 
Corooration  % 

Mr.  Kennedy.  Yes.  Some  at  Braddock,  the  Edgar  Thomp- 
son Works,  some  at  Donara,  some  of  the  Ohio  Works  at  Youngs- 
town.  I  have  also  consulted  and  advised  on  many  other  plants 
which  noW  belong  to  the  Steel  Corporation,  in  connection  with 
the  construction    *     *    *. 

The  Chairman.  Have  you  ever  constructed  a  blast  furnace  in 
India  or  China? 

Mr.  Kennedy.  In  India,  but  not  in  China. 

The  Chairman.  In  Russia  ? 

Mr.  Kennedy.  Yes.    *    *    * 

The  Chairman.  I  called  your  attention  this  morning  to  the 
fact  that  the  pig-iron  capacity  of  the  Steel  Corporation  was 
16,000,000  tons,  and  that  its  pig-iron  production  was  11,000,000 
tons;  that  its  steel-ingot  production  exceeded  its  pig-iron  pro- 
duction by,  say,  approximately  2,000,000  tons.  *  *  *  Now, 
is  it  economy  to  close  blast  furnaces,  where  they^  can  run  and 
you  can  utilize  their  output,  and  open  up  again — run  them 
intermittently  ? 

Mr.  Kennedy.  It  would  not  be  economy  to  close  them  for  a 
short  time  and  start  them  up  often.  It  is  easy  to  shut  them 
down  if  you  want  to  stop  for  a  month  or  two,  and  then  start  up 
again. 

The  Chairman.  Why  should  a  blast  furnace  to  be  run  econom- 
ically be  run  regularly  ?    Explain  that  to  the  committee. 

Mr.  Kennedy.  It  would  not  be  good  poUcy  to  shut  down  a 
bla<«t  furnace  once  a  week,  because  it  always  oisorganizes  it  and 
puts  it  out  of  condition,  and  it  takes  two  or  three  days  to  get  it 
straightened  around  again.  But  I  take  it  that  would  be  different 
if  vou  wanted  to  stop  for  a  month  and  then  start  up  again. 

The  Chairman.  I  believe  that  is  tho  reason  given  for  running 
blast  furnaces  on  Sunday  % 

Mr.  Kennedy.  Yes. 
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The  Chaibman.  That  it  is  a  metallurgical  necessity  to  keep 
running  them  after  they  are  started. 

Mr.  Kennedy.  Yes. 

The  Chaibman.  The  continued  shutting  down  and  opening  up 
and  starting  the  blast  furnaces  is  an  expensive  operation  ? 

Mr.  Kennedy.  If  you  stop  blast  furnaces  often  and  start 
them  up  again  they  do  not  work  very  well  for  the  next  24 
hours. 

The  Chairman.  I  find  this  statement  by  Mr.  Gary.    He  states : 

"It  would  be  better  to  even  shut  down  some  of  our  high- 
priced  furnaces  and  be  purchasers;  that  the  price  of  our  finished 
steel  products  being  regulated  by  the  price  of  pig  iron,  we  ought 
not  to  be  endeavoring  to  ^et  the  cheapest  iron;  that  we  ought 
to  maintain  the  price  by  little  purchases;  that  SI  a  ton  is  such 
a  little  thing  compared  with  the  advantages  we  receive  in  the 
finished  products;  that  if  we  had  purchased  pig  iron  there  would 
not  have  been  the  present  downward  tendency  in  it." 

Now,  as  a  practical  steel  man,  I  will  ask  you  to  tell  me  what 
advantage  it  is  to  the  Steel  Corporation  to  pay  a  dollar  more  for 
pig  iron  than  the  market  price  and  to  so  conauct  their  business 
as  to  have  it  raised  a  dollar  a  ton. 

Mr.  Kennedy.  Well,  steel  companies  often  sell  semifinished 
materials,  such  as  billets,  based  on  Iron  A^e  quotations  for  pi^ 
metal.  Of  course,  if  the  price  of  pig  metal  oecomes  demoralized 
it  would  lower  the  price  of  their  billets,  and  it  might  be  good 
policy  to  try  and  steady  that  price  and  prevent  it  from  dropping. 

The  Chairman.  That  is,  prices  of  the  finished  steel  proaucts 
or  semifinished  products  sold  for  future  delivery  are  not  sold  at 
a  fixed  arbitrary  price,  but  upon  a  sliding  scale  based  upon  the 
price  ofpig  iron  at  the  time  of  delivery  of  the  consignment. 

Mx.  Kennedy.  In  some  cases  billets  are  sold  for  a  year  ahead. 
If  one  company  should  sell  for  another  company,  their  require- 
ments for  billets  for  finishing  steel  a  year  aneaa  is  often  predi- 
cated upon  the  price  of  pig  iron  from  month  to  month,  taken 
from  the  Iron  Age. 

^Ir.  Babtlett.  The  market  for  manufacturing  pig  iron  is 
liable  to  go  down,  and  to  steady  the  market  you  buy  for  the 
purpose  of  keeping  it  up — that  would  be  like  the  man  on  the 
race  track  or  in  the  stock  market  hedging  his  bet. 

Mr.  Kennedy.  Possibly,  somewhat,  on  general  principles. 

The  Chaibman.  As  I  understand  you,  the  purchase  is  made 
for,  say,  a  year  ahead,  and  the  price  is  fixed  at  the  time  of  delivery. 

Mr.  Kennedy.  Yes. 

The  Chaibman.  If  they  can,  bv  buying  or  selling  pig  iron, 
regulate  the  price,  they  can  in  that  way  fix  the  price  of  this 
material  t 

Mr.  EdENNBDY.  Yes;  if  they  can  prevent  a  slump  in  the  price 
of  pig  iron  they  will  prevent  a  slump  in  the  price  of  billets. 

The  Chaibman.  Do  you  know  of  any  other  reason  why  the 
Steel  Corporation  should  purchase  pig  iron,  if  it  had  the  capacity 
to  produce  it  in  the  blast  furnaces,  except  to  regulate  the  price  ? 

Mr.  Kennedy.  Not  unless  they  could  buy  some  cheaper  than 
acme  of  their  furnaces  could  make  it.  (Hearings,  pp.  5073,  5124- 
5126.) 
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EFFECT  OF  MANIPULATION  OF  PRICE   OF    SBMIFINISHSD  STEEL  UPON 

COMPETITORS. 

The  corporation  was  quick  to  perceive  the  infinite  possibilities  for 
exploiting  a  market  it  absolutely  controlled,  and  the  results  of  some 
of  its  operations  are  recounted  by  the  sales  agents  of  this  concern, 
Mr.  Bope,  general  sales  manager,  thus  describes  the  effect  of  a 
"made  market"  on  the  purchasers  of  steel  billets: 

Mr.  BoPE.  The  average  price  of  pig  iron  for  November  was 
$22.81,  covering  sales  of  about  36,000  tons,  which  is  enough  to 
make  a  marlcet.  This  wiU  have  the  effect  of  advancing  the  price  an 
our  raw  material  contracts  over  the  tMrdnquarter  pr%ce  nearly  $S 
ver  ton.  It  will  make  the  majority  of  our  billet  contracts,  cnici- 
Die,  for  instance,  pretty  nearly  $29  per  ton,  and  Oliver  wUl  pay 
$30,  When  vou  consider  that  the  pnce  of  finished  material  Uniay 
is  only  tS  to  $4  V^  ^^^  above  this  figure j  and  considerable  finished 
material  is  sold  on  old  contracts  at  a  much  lower  price  than  that 
of  to-day,  how  these  veople  can  pay  this  price  for  their  raw  material 
is  a  pretty  hard  problem,  I  can  not  but  feel  the  price  of  pig  iron 
is  too  high,  yet  it  is  legitimate  because  the  aemand  is  here. 
(Minutes,  board  directors  Carnegie  Steel  Co.,  Dec.  3,  1906,  Mac- 
Rae  Rept.,  p.  4079.) 

The  far-reaching  effect  of  this  manipulation  of  a  "sliding 
scale"  upon  consumers  of  this  "raw  material"  is  not  measured  by 
the  one-fourth  of  1,096,727  tons  of  blooms  billets,  slabs,  sheet  and  tin 
plate  bars,  sold  by  the  corporation  to  outside  concerns  (see  Annual 
Report  United  States  Steel  Corporation  1906,  p.  18),  but  by  its 
blighting  effect  upon  the  steel  industry  in  all  its  subsequent  stages. 
From  $3  to  $4  per  ton  was  added  to  the  price  of  all  semifinished 
steel,  and  in  that  year  the  production  of  rolled  iron  and  steel  prod- 
ucts amounted  to  19,588,468  tons. 

The  corporation  by  this  increasing  of  the  price  of  its  product 
between  the  dates  of  purchase  and  deUvery  appropriated  to  itself 
profits  out  of  all  proportion  to  the  capital  expended  on  the  labor 
performed.  The  rewards  of  the  industry  free  from  this  inter- 
ference would  have  been  distributed  equitably  along  the  whole 
sequence  of  process  incident  to  the  manufacture  from  the  ore  to  the 
finished  product.  Under  this  regime  and  by  a  single  speculation  in 
pig  iron  the  Steel  Corporation  added  to  the  gains  previously  obtained 
by  the  production  of  pig  iron  an  unearned  increment  greater  than 
the  entire  profits  yet  to  be  distributed  in  all  the  subsequent  stages  of 
manufacture  through  which  blooms  and  billets  and  bars  must  pass 
in  the  hands  of  the  small  or  so-called  independent  operator  who  had 
not  sufficient  capital  to  operate  costly  blast  furnaces  and  hold  still 
more  costly  ore  reserves. 

For  the  small  manufacturer  to  pay  the  price  ^'fixed"  by  his  more 
powerful  competitor  was  indeed  ''a  pretty  hard  problem."    Hard  as 
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it  was,  the  corporation  determined  to  make  it  still  harder,  and  follow- 
ing up  the  advantage  already  obtained,  prepared  to  control  not  only 
the  price,  but  the  supply. 

The  control  of  both  would  put  the  independent  producer  absolutely 
at  its  mercy. 

The  rich  rewards  of  the  business  could  thus  be  continued  in  the 
production  of  steel  in  its  cruder  forms,  to  be  distributed  among  the  few 
inmiensely  rich  holders  of  ore  reserves  and  operators  of  blast  f umacefs 
and  steel  converters,  who  as  will  be  seen  hereafter  maintained  an  excel- 
lent understanding  among  themselves,  and  a  modicum  of  the  profit 
remaining  could  be  doled  out  to  the  'kittle  fellows"  forced  to  purchase 
their  bars  and  billets  in  a  market  forever  ''cornered"  by  this  all- 
powerful  consolidation.  If  they  were  inclined  to  be  tractable  and 
obey  the  now  "golden  rule"  proclaimed  by  Judge  Gar$^  and  accept 
without  question  the  gospel  of  "cooperation  and  price  regulation"  as 
"suggested"  at  his  dinners,  and  their  modest  business  was  not 
especially  coveted  by  their  big  competitor,  they  were  not  disturbed, 
but  in  the  event  they  displayed  any  disposition  to  compete,  or. they 
possessed  some  valuable  and  coveted  patent  or  process,  the  supply 
even  at  an  inordinate  price  was  summarily  cut  off,  and  the  objec^ 
tionable  competitor  unless  sustained  by  exceptionable  natural  ad- 
vantages or  great  financial  strength  or  credit  went  to  the  wall. 

The  whole  industrial  field  was  roughly  divided  into  three  parts. 

(1)  Old  and  established  concerns  sustained  by  immense  reserves  of 
ore  and  coal,  or  especially  formidable  by  reason  of  their  financial 
backing  or  the  close  relations  between  their  directors  and  operators 
and  the  officers  of  the  corporation. 

With  these  it  formed  close  alliances  by  means  of  pooling  agree- 
ments, through  its  subsidiaries  preferential  contracts,  interlocking 
directorates  and  other  similar  devices,  or  purchased  their  plants  at 
an  inordinate  price. 

(2)  "Good  customers"  who  were  not  m  actual  competition  with 
any  of  the  subsidiary  companies  of  the  corporation,  or  who  did  not 
cut  prices  or  fail  to  "cooperate." 

These  were  furnished  their  due  quota  of  raw  material. 

(3)  Smaller  competing  concerns,  dependent  upon  the  great  "pri- 
mary" companies  for  raw  material,  who  did  compete  with  the  sub- 
sidiary companies  of  the  corporation. 

These  were  to  be  absorbed  or  went  out  of  business. 

SAIiB  OF  SEMEFINISHBD  STEBL  TO  COHPSTITOBS. 

It  was  at  one  time  the  purpose  of  the  corporation  to  refuse  to  sell 
to  all  competitors  of  its  finishing  mills,  who  had  hitherto  depended  on 
the  National,  Federal,  and  Carnegie  Steel  Cos.  for  raw  materials. 
And  since  the  corporation  at  this  time  produced  over  65  per  cent  of 
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the  total  output  of  steel  ingots  and  castings,  and  the  greater  part  of 
it  had  hitherto  been  marketed  in  a  semifinished  state  by  these  com- 
panies, this  sudden  shutting- off  of  supplies  was  calculated  to  produce 
profound  disturbance  in  the  steel  business,  and  in  the  event  the  few 
old  and  established  concerns  having  the  plants  and  the  ore  reserves 
necessary  to  the  production  of  large  quantities  of  crude  steel  "coop- 
erated with  the  United  States  Steel  Corporation"  in  this  policy,  or 
were  unable  to  meet  the  sudden  and  increased  demand  in  either 
event,  it  meant  the  inevitable  ruin  of  the  companies  thus  summarily 
cut  off  from  their  base  of  supplies. 

That  such  a  plan  was  discussed  and  approved  by  the  presidents  of 
the  subsidiary  companies  and  indorsed  by  the  president  of  the  corpo- 
ration and  that  it  was  deliberately  designed  to  produce  ''more  shut- 
downs in  the  future  than  in  the  past"  is  indisputably  established  by 
the  corporation's  own  records. 

On  July  1,  1902,  Air.  Ck)rey,  then  president  of  the  Cam^e  Steel 
Co.,  stated: 

Mr.  Corey.  The  only  item  of  interest  I  have  to-day  is  to  state 
that  at  the  last  meeting  of  the  presidents  it  was  decided  by  a 
majority,  and  approved  (yy  the  president  of  the  Steel  Chrporatum. 
that  Carnegie  and  National  Steel  Co.  are  not  to  sell  unfinishea 
material  on  scale  contracts  to  any  companies  competing  with 
constituent  companies  of  the  corporation;  and  such  scale  contracts 
with  such  competing  parties  are  to  be  discontinued  at  as  early 
a  date  as  possible.  Any  excess  tonnage  we  may  have  over  and 
above  amounts  required  to  keep  the  constituent  companies  in 
operation  we  will  sell  as  we  find  it  necessary,  but  aJt  suai,  afigwre 
as  will  he  above  that  at  which  we  seU  the  constituent  companies. 
That  win  mean  more  shutdowns  in  the  ftUure  than  in  the  past. 
(Minutes  board  of  directors  Carnegie  Steel  Co.,  July,  1902, 
MacRae  Rept.,  p.  4059.) 

On  Apnl  5,  1904,  the  finance  committee  made  the  following 
recommendation : 

George  W.  Perkins  in  chair. 

Recommended  that  subsidiary  companies  who  are  manufac- 
turing semifinished  products  do  not  sell  same  to  outsiders  in 
competition  with  subsidiarv  companies  who  are  manufacturing 
finisned  products  from  such  semifinished  products  without  the 
consent  of  the  subsidiary  company  interested.  (Minutes  finance 
committee,  Apr.  5,  1904,  MacKae  Rept.,  p.  3857.) 

This  plan  for  the  elimination  of  competitors  seems  to  have 
been  in  part  abandoned  and  a  more  scientific  and  elaborate  device 
substituted,  by  which  such  a  material  could  be  sold  at  a  maximum 
price,  **all  the  traffic  would  bear"  especially  to  "good  customers," 
but  the  margin  between  the  cost  of  the  raw  material  and  the  selling 
price  of  the  finished  product  was  so  adjusted  as  to  make  the  existence 
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of  these  concerns  who  were   permitted    to   buy   ''on  probation" 
exceedingly  precarious. 

Referring  to  the  change  of  policy  decided  on  by  the  corpora- 
tion, thai  we  are  not  in  future  to  seU  any  raw  material  than  thai 
which  we  can  not  use  in  our  own  finishing  miUs,  the  chairman  stated 
that,  so  far  as  the  Carnegie  Steel  Co.  is  concerned,  they  can  not 
at  the  present  get  out  ofthe  market  because  of  some  long-term 
contracts,  but  they  are  limiting  their  sales  of  billets  and  sheet 
bars.     *    *    * 

There  was  a  full  discussion  of  the  matter,  each  member  ex- 
pressing his  views,  and  while  it  was  the  consensus  of  opinion  that 
the  ideal  condition  would  be  to  use  all  the  steel  produced  in  their 
own  finishing  mills,  it  was  the  feeling  that  the  production  should 
always  be  at  the  point  wJiere  certain  good  customers  who  are  entirely 
dependent  upon  us  for  their  steel  supply  ^  and  who  are  not  in  compe- 
tit%on  with  any  of  the  finishing  lines  mxi,nufactured  by  the  corporor 
turn,  should  always  he  taken  care  of. 

Replying  to  tms  view  of  the  matter,  the  chairman  stated  that 
in  cases  like  the  kind  mentioned  it  is  the  intention  to  supply  them 
as  far  as  possible  without  limiting  our  own  mills,  but  he  referred 
generally  to  making  sales  among  the  regular  trade.  (General 
sales  managers  minutes,  Apr.  21,  1906,  MacRae  Rept.,  pp. 
3951-^3952.) 

At  times  the  of&cers  of  the  corporation  hesitated  where  there  was 
a  semblance  of  competition  to  ''take  care  of"  a  ''good  customer," 
who  bought  all  his  raw  material  from  them.  It  appears  that  the 
corporation  had  calculated  just  a  little  too  closely  on  the  margin  qf 
profit  at  which  a  certain  finn — the  Dillworth  Porter  Co. — could  buy 
billets  from  the  corporation  and  make  them  into  "bolts  and  tie 
plates,"  and  Mr.  Schwab  brought  this  "troublesome"  question  be- 
fore the  executive  committee  of  the  Steel  Corporation. 

Present:  Gary  (chairman),  Schwab,  Perkins,  Steele,  Roberts, 
Converse,  Edenoom,  Reed. 

PXJBOHASB  OF  PLANT  OF  DILLWOBTH-PORTER   CO. 

Mr.  Schwab  stated  that  he  wished  to  lay  before  the  committee 
a  Question  that  bad  been  a  troublesome  one  in  relation  to  a  firm 
in  rittsbuigh,  known  as  the  Dill  worth-Porter  Co.  This  companv 
manufactures  spikes,  bolts,  and  tie-plates  in  competition  witn 
our  works  in  Chicago  and  other  works.  That  there  are  only  two 
firms,  ourselves  and  the  Dillworth-Porter  Co.  who  make  any 
considerable  quantity  of  this  material.  That  in  the  past  we  have 
been  selling  these  spikes  and  bolts  with  the  rails.  That  usually 
contracts  with  the  railroad  companies  are  made  this  way.  We 
have  been  turning  over  the  spike^a  and  bolts  to  the  Dillworth- 
Porter  Co.  because  they  purchase  all  their  steel  from  the  United 
States  Steel  Corporation.  That  a  condition  has  arisen  which 
makes  it  impossible  for  the  Dillworth-Porter  Co.  to  run  their 
works  except  at  a  loss  with  billets  we  are  furnishing  them  at  the 
present  pnce,  and  that  we  must  either  furnish  tnem  steel  at 
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some  price  to  enable  them  to  run  their  works  or  they  will  be  com-- 
pelled  to  contract  for  the  steel  elsewhere  or  make  it  themselves. 
That  Mr.  Dillworth  had  recently  called  on  him  and  stated  that 
one  of  two  things  must  be  done — either  a  sliding-scale  arrange- 
ment must  be  made  with  the  Dillworth-Porter  Co.  by  which  tne 
United  States  Steel  Corporation  will  seU  them  steel  dependent 
upon  the  price  the  Dillworth-Porter  Co.  receives  for  their 
materials,  or  they  must  provide  themselves  from  other  sources. 
Tins  firm  has  been  taking  65,000  tons  of  steel  from  us  the  past 
three  years  and  we  have  made  over  $1,000,000  profit  from  tneir 
contracts.  Mr.  Schwab  submitted  the  question  whether  it  would 
be  desirable  to  make  an  offer  or  consider  an  offer  for  the  purchase 
of  these  works,  and  the  committee  was  unanimous  in  con 
elusion  against  the  purchase.  (Minutes  executive  conmiittee, 
MacRae  Kept.,  p.  3797.) 

This  is  the  only  recorded  instance  where  the  inability  of  competitors 
to  purchase  raw  materials  and  sell  the  finished  product  at  the  measure 
of  profit  predetermined  by  the  corporation  ever  .seems  to  have 
"troubled"  anybody  connected  with  this  concern,  though  it  often 
caused  surprise  and  occasionally  considerable  satisfaction,  as  indicated 
by  the  following  entry  on  the  minutes  of  the  board  of  directors, 
Carnegie  Steel  Co. : 

There  is  nothing  much  new  in  the  market  except  the  ex- 
traordinary competition  for  axles.  Some  of  the  prices  made  are 
simply  astounding,  especially  considering  the  fad  that  cur  com- 
petitors have  to  buy  their  billets  at  a  figure  thai  does  not  permit  a/' 
more  than  t2  per  ton  for  conversion,     (MacRae  Rept.,  p.  4073.) 

There  was  **a  little  competition"  on  forgings,  but  that  did  not 
puzzle  Mr.  Bope  quite  so  much  since  the  makers  of  forgings  did  not 
manage  to  do  quite  so  well  between  the  upper  and  nether  miUstone 
of  high-priced  billets  and  low-priced  finished  material. 

"Then,"  said  Mr. Bope, "  on  forginas,  the  mills  which  are  in  this 
business  are  holding  up  the  price  ofinUets  and  pvUing  down  the 
price  of  finished  forgings ,  which  is  pra^^ticaUy  putUng  the  inde- 

Eendent  forge  makers  out  of  the  market.  And  on  shafting,  Jones  & 
•aughlin  are  selling  at  a  price  which  their  competitors  can  not 
afford  to  meet  after  paying  the  market  price  of  tl  ,J!fi  for  bars. 
This  is  the  condition  now  almost  rignt  through  the  whole 
market.  There  is  a  little  competition,  too.  by  peculiar  arrange- 
ments which  are  being  made."  (Minutes  airectors  Carnegie  Steel 
Co.,  Feb.  8,  1909;  MacRae  Rept.,  p.  4088.) 

The  disaster  which  followed  this  comer  of  raw  materials,  the  eager, 
futile  search  for  high-priced  supplies,  and  the  inevitable  crash  which 
followed  the  failure  to  secure  billets  and  merchant  bars,  and  the  like 
anywhere  or  at  any  price,  is  told  by  the  men  who  looked  with  indif- 
ference upon  the  increasing  discomfort  of  their  competitors. 

Mr.  Bope.  We  have  served  notice  on  a  lot  of  contracts  ex- 
piring January  1.  that  we  will  not  renew  them.  As  a  matter 
of  fact  we  need  nardly  sell  a  pound  of  raw  steel  now  to  out- 
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aiders.  At  Duquesne,  for  instance,  the  new  lined  mill  is  now 
taldng  65  tons  of  steel  per  day,  and  before  long  we  will  be 
taking  100  tons  per  day,  and  as  every  bit  of  this  is  taken  from  the 
trade,  the  situation  is  growing  worse  all  the  time.  There  is,  of 
course f  an  dement  of  strengfih  in  the  fact  that  other  people  are  bemg 
crowded  for  steel,  and  while  they  can  not  get  it  it  will  make  tne 
situation  that  much  stronger  until  somebody  gets  in  with  an  entirely 
new  vlant.  Somebody  will  have  to  prepare  to  take  care  of  these 
people  we  are  turning  down,  and  it  means  a  new  steel  plant 
somewhere.  (Minutes  Carnegie  Steel  Co.  board  of  directors, 
July  16,  1906,  MacRae  Rept.,  p.  4079.) 

And  again: 

Reporting  on  the  raw-material  situation,  Mr.  Bope  stated  it 
is  worse  to-day  than  he  has  ever  seen  it  before,  ana  he  did  not 
Jcnaw  where  it  is  going  to  end.  A  number  of  their  customers 
are  practically  shut  down  now  for  want  of  steel,  and  some  of 
them  have  sone  into  the  market  trying  to  buy  tonnage,  but 
have  not  so  far  been  very  successful.  (Canutes  general  manager 
of  sales,  May  20,  1907,  MacRae  Rept.,  p.  3955.) 

StiU  the  general  manager  of  sales,  Mr.  Bope,  was  not  content.  There 
still  remained  a  few  concerns  which  managed  to  do  business  under 
existing  conditions,  although  ''shaky"  or  in  the  hands  of  receivers,  he 
records  the  cause  of  his  "worry"  over  the  matter  in  the  minutes  of 
the  Carnegie  Steel  Co.  on  November  9, 1908,  as  follows: 

Mr.  Bope.  *  *  *  What  worries  us  more  than  anything  else 
in  the  situation  is  the  CTowth  of  competition.  For  mstance,  I 
was  told  this  morning  tnat  Milliken  Bros,  are  going  right  ahead 
on  two  blast  furnaces  and  billet  and  bar  mills.  The^r  are  figuring 
on  using  *  ♦  *  ore  and  eastern  limestone,  but  will,  of  course, 
have  to  figure  on  getting  their  coke  out  of  this  region  somewhere. 
These  people  have  located  on  Staten  Island,  and  this  will  moan 
formidable  competition  in  the  export  business  at  least.  1  hey  are 
still  in  the  hanos  of  receivers,  but  I  understand  are  ready  to  be 
taken  out.     (MacRae  Rept.,  p.  4086.) 

ililliken  Bros.,  the  constructors  of  the  Singer  tower  and  other  like 
structures  in  New  York,  were  at  one  time  formidable  competitors,  but 
under  existing  conditions  Mr.  Bope's  fears  were  groundless.  Milliken 
Bros  do  not  appear  to  have  gotten  out,  due  to  the  fact,  as  he  (Bope) 
tells  us,  that  ''raw  materials  have  gone  so  high  that  people  who  have 
to  buy  heavily  are  simply  down  and  out." 

ilr.  Bope.  There  are  some  things  in  the  situation  which  are  go- 
ing to  have  an  effect  upon  the  raw  end.  Milliken  Bros  have  gone 
into  the  hands  of  a  receiver  and  shut  down  their  rolling  mills. 
For  the  present  at  least  it  is  the  intention  to  operate  onr;^  their 
structural  plant,  and  they  are  now  in  the  market  to  buy  the  ton- 
nage required  to  fill  their  contracts,  amounting  to  45,000  tons,  to 
be  placed  and  taken  out  within  the  next  six  or  eight  months,  be- 
sides any  additional  steel  they  will  need  on  new  contracts  the  re- 
ceivers may  make.    This  is  tonnage  which  they  had  figured  on 
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making  themselves  but  which  will  now  come  into  the  market. 
It  may  not  come  to  us,  but  in  any  event  it  means  that  much  capacity 
shut  down,     (MacRae  Rept ,  pp.  4080-4081,  4086.) 

At  last  the  work  was  done,  oS  new  competition  was  diminated  except 
Bethlehem,  and  the  Steel  Corporation  has  as  yet  not  shown  any  dispo- 
sition to  put  Mr.  Schwab's  company  "out  of  business."  ifcr.  Bope 
hurriedly  reviews  the  steel  companies  which  have  been  put  down  and 
out — thrown  into  the  hands  of  a  receiver  or  "reported  not  in  a  very 
good  shape  financially" — finding  no  "pessimistic  feelmg  anywhere," 
and  characterizing  "our  position"  as  "on  the  whole  difficxdt." 

COMPETITION  ELIMINATBD. 

Mr.  BoPB.  I  can  not  find  any  pessimistic  fedina  anywhere. 
Take  our  own  situation,  as  I  reported  it  to  the  president  on  Sat- 
urday. On  open-hearth  billets  we  will  have  an  accumulated 
deficit  for  the  next  6  months  of  40,000  tons  per  month,  in  addi- 
tion to  what  we  are  back  as  of  tJie  1st  of  this  month.  This 
situation  has  been  changed  by  the  MiUiken  Bros,  and  Basic  shut- 
ting down  their  rolling  mills;  they  will  hereafter  be  purchasers 
instead  of  manufacturers,  MiUiken  Bros,  will  have  something 
like  25,000  to  50,000  tons  of  steel  to  buy  to  complete  their  con- 
tracts with  the  new  work  which  the  receivers  will  undoubtedly 
figure  on. 

Ihe  Eastern  Sted  Co.,  it  is  reported,  is  not  in  very  good  shaft 
financially,  and  it  is  possible  they  will  also  shut  down.  This 
win  diminaie  aU  of  our  new  competition  outside  of  Bethlehem  and 
will  make  our  proposition,  on  the  whole,  difficult.  (Minutes  board 
of  directors  Carnegie  Steel  Co.,  July  1,  1907,  MacRae  Rept.,  p. 
4081.) 

The  power  to  make  and  manipulate  the  price  of  semifinished  steel 
was  vigilantly  guarded  and  favored  purchasers  of  such  material  were 
compelled  to  agree  in  advance  not  to  resell  any  part  of  the  material 
so  obtained  without  putting  it  through  some  subsequent  process  of 
manufacture. 

In  its  contracts  for  billets,  with  the  Crucible  Steel  Co.,  April  30, 
1904,  and  the  Pittsburgh  Steel  Co.,  June  28,  1905,  it  is  specifically 
provided  that  "It  is  made  a  condition  of  this  contract  that  the  buyers 
shall  not  resell  any  of  the  material  furnished  hereunder  without  having 
first  put  the  same  through  a  process  of  manufacture  at  their  works." 
(MacRae  Rept.,  pp.  3661,  4399.) 

ABSOBPTION  07  COlCPETINa  CONCERNS. 

Shelby  Tnbe  Co. — The  multifarious  uses  to  which  the  control  of  raw 
material  could  be  put  is  illustrated  in  the  negotiations  which  preceded 
the  absorption  of  the  Shelby  Tube  Co. 

The  possibilities  of  this  concern  seem  to  have  attracted  the  atten- 
tion of  Mr.  Schwab  shortly  after  the  fii^anization  of  the  Steel 
Corporation. 
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Upon  the  question  of  the  acquisition  of  the  property  of  that 
oompany,  the  president  (Mr.  Schwab)  stated  that  the  stock  out- 
standing amounted  to  $8;000,000  of  common  and  $5,000,000  pre- 
ferred stock.  He  also  gave  figures  showing  the  business  trans- 
acted by  the  Shelby  Co.  He  is  impressed  with  its  earning  capa- 
city, and  believes  that  under  our  control  it  would  net  about  50 
per  cent.  He  rather  thinks  that  the  whole  property  could  be 
purchased  for  about  $3,000,000.  Mr.  Converse  stated  that  it  is 
the  only  real  live  competitor  the  National  Tube  Co.  has,  and 
that  between  the  two  companies  all  the  patents  for  seamless 
tubing  manufacture  are  owned.     (MacRae  Kept.,  p.  3784.) 

Why  a  company  capitalized  at  $13,000,000,  whose  earning  capa- 
city impressed  a  veteran  in  the  steel  business  like  Mr.  Schwab  to 
such  an  extent  that  be  believed  it  could  be  made  to  net  50  per  cent 
could  at  the  same  time  be  purchased  for  $3,000,000,  would  at  first 
appear  inexplicable.  The  president  of  the  Steel  Corporation,  how- 
ever, knew  whereof  he  spoke. 

The  president  stated  that  the  Carnegie  Steel  Co.  had  a  contract 
with  the  Shelbv  Tube  Co.  to  supply  it  with  steel,  that  it  was  very 
favorable  to  the  Carnegie  Co.,  masmuch  as  the  latter  could  so 
arrange  the  price  of  steel  that  it  would  be  rather  difiicult  for  the 
Shelby  Co.  to  continue  in  business. 

The  chairman  expressed  the  opinion  that  he  would  a  great 
deal  rather  have  that  company  m  business  imder  our  control 
than  to  absorb  them.     (MacRae  Rept.,  p.  3780.) 

Notwithstanding  the  fact  that  this  company  was  the  sole  com- 
petitor of  the  Steel  Corporation  in  the  maUng  of  seamless  tubes  and 
was  the  sole  owner  of  the  only  effective  patent  for  their  manufacture, 
it  was  absorbed  by  the  corporation  by  an  exchange  of  securities, 
1  share  of  the  preferred  stock  of  the  corporation  being  exchanged 
for  2)  shares  of  the  tube  company  and  1  share  of  the  corporation's 
common  stock  for  4  shares  of  the  common  stock  of  the  tube  company. 

That  the  control  of  prices  was  the  governing  motive  in  this  trans- 
action is  evidenced  by  the  character  of  negotiations  which  preceded  it. 

It  was  su^ested  that  some  arrangement  could  be  made  with 
Mr.  Miller  (of  the  Shelby  Co.)  with  the  view  of  maintaining 
prices,  and  that  some  prices  now  could  be  advanced  by  both 
companies.  (Minutes  executive  committee,  Apr.  24,  1901, 
MacRae  Rept.,  p.  3782.) 

UNION  STBEL  COMPANY. 

Among  the  sharp  competitors  of  the  Steel  Corporation  for  ores  upon 
the  Mesabi  Range  was  the  Union  Steel  Co. 

Among  other  influential  interests  back  of  the  concern  was" 
H.  C.  Fnck.  Mr.  Frick  at  this  time  was  also  a  director  in  the 
United  States  Steel  Corporation. 

Merger  of  Union  and  iSharon  concerns. — ^The  strong  backing  of 
the  Union  Steel  Co.,  together  with  its  extensive  operations,  made 
it  an  important  competitor  of  the  United  States  Steel  Corpora- 
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tion.  Its  operations  assumed  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of 
the  merger  of  the  company  and  the  Sharon  Steel  Co.,  under  the 
name  of  the  Union  Steel  Co.,  to  be  capitalized  at  about  $50,000,000, 
thus  forming  the  largest  consolidation  in  the  steel  industry  proper 
which  had  been  effected  since  the  organization  of  the  United  States 
Steel  Corporation  itself.  The  two  concerns,  together,  had  at  this 
time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and  an 
ingot  capacity  of  about  850,000  tons — ^as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons- 
while  they  had  greatly  increased  their  outputs  of  finished  prod- 
ucts. (See  Table  29,  p.  269.)  With  this  announcement  were 
coupled  intimations  that  plans  were  already  projected  for  the  con- 
struction of  still  further  unportant  works,  as  well  as  the  acqui- 
sition of  one  or  two  other  concerns  then  engaged  in  the  manu- 
facture of  rods,  wire  products,  sheets,  and  pipe.  Moreover, 
there  were  rumors  that  the  new  concern  might  construct  a  rail- 
road of  its  own  from  Lake  Erie  to  the  Connellsville  coke  region, 
with  connections  to  the  company's  manufacturing  plants.  The 
.  impression  was  very  general  m  steel  circles  that  the  consolidated 
company  would  assume  a  posHion  of  rapidly  increasing  import- 
ance in  the  industry.     (H.  K.  S.  Rept.,  pt.  2,  p.  254.) 

The  aggressive  attitude  of  this  company  and  the  capacity  and  long 
experience  in  the  business  of  Mr.  Frick  and  others  associated  with  him, 
caused  the  Steel  Corporation  grave  concern.  The  methods  which 
had  either  destroyed  or  rendered  tractable  smaller  companies  could 
not  be  rendered  effective  in  any  effort  to  eUminate  the  Union-SharoD 
Steel  Co.  # 

On  November  4,  1902,  Mr.  Corey  declared: 

I  am  stronjgly  in  favor  of  pushing  the  Union  Steel  Co.  as  hard 
as  we  can.  There  is  nothing  we  can  do  to  smooth  matters  over 
with  them,  as  they  are  determined  to  do  all  they  can  against 
us.     (MacRae  Rept.,  p.  3640.) 

It  soon  became  manifest,  however,  that  this  company  would  not 
''push.''  Located  in  the  midst  of  the  corporation's  great  plants,  it 
was  in  a  position  to  render  any  competition  especially  troublesome 
in  the  event  it  was  determined  by  those  in  charge  to  increase  the 
sphere  of  its  activities  by  competition  rather  than  cooperation. 

There  remained  but  one  solution — to  pay  such  price  as  those  in 
charge  might  demand  for  an  agreement  not  to  further  disturb  the 
industrial  conditiojxs  which  the  Steel  Corporation  sought  to  establish 
or  compete  with  them  for  the  business.  The  corporation  determined 
to  pay,  and  instead  of  the  usual  exchange  of  securities  the  corpora- 
tion agreed  to  imderwrite  the  bonds  of  this  company.  But  the  com- 
pany had  no  bonds  to  underwrite,  and  its  capitaUzation  was  entirely 
out  of  proportion  to  the  inmiense  simi  demanded  for  its  properties. 

The  inflation  of  its  securities  just  prior  to  its  absorption  is  another 
instance  of  the  great  difference  in  the  amount  actually  necessary  to 
operate  a  large  steel  j^ant  and  the  huge  sums  at  which  the  same 
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concerns  are  often  capitalized  when  taken  under  the  control  of  a 
syndicate.  In  the  minutes  of  the  board  of  directors  of  the  Union 
Steel  Co.  the  whole  transaction  is  epitomized  in  a  few  brief  entries, 
as  follows: 

"  Resolved y  That  a  stockholders'  meeting  be  had  to  increase  the 
indebtedness  of  the  company  from  nothing  to  tJfiflOOflOOy 

Stockholders'  meeting. 

Action  of  board  of  directors  in  accepting  projiosition  of  T. 
Mellon  &  Sons  for  sale  of  capital  stocl^  of  certain  companies, 
lands,  etc.,  approved. 

Capital  stock  increased  from  S1,000,000  to  $20,000,000. 

Authorized  increase  of  indebtedness  to  $45,000,000.  (MacRae 
Kept.,  p.  4225.) 

In  December,  1902,  this  company  was  absorbed  by  the  Steel  Cor- 
poration.    It  was  agreed  among  other  things  that — 

Ninth.  Upon  the  organization  of  Union,  as  herein  provided, 
the  vendors  agree  to  sell  and  transfer  unto  the  steel  company, 
and  the  steel  companv  agrees  to  bu^  all  of  said  $20,000,000  oi 
the  capital  stock  of  Union.  In  consideration  thereof,  and  con- 
temporaneously with  the  said  transfer,  the  steel  company 
hereby  agrees  that  it  will  duly  and  legally  guarantee  the  pay- 
ment of  the  principal  and  interest  of  all  of  said  $45,000,000  of 
bonds  of  Umon  as  the  same  shall  respectively  becouGie  or  be 
made  due  and  payable  according  to  the  terms  of  said  bonds. 
(MacRae  Rept.,  p.  3641.  See  also  Document  K,  MacRae  Rept., 
p.  4350.) 

This  sudden  increase  in  its  capitalization  by  the  Union  Steel  Co. 
just  prior  to  its  being  taken  over  by  the  Steel  Corporation  indicates 
that  the  price  paid  was  excessive.  The  character  and  extent  of  its 
plants  and  ore  holdings,  as  stated  by  Mr.  Kennedy,  did  not  justify 
the  expenditure  of  any  such  sum.  In  its  answer  to  the  suit  of  the 
Government  the  corporation  admits  that  the  production  of  the 
Sharon  Steel  Co.  was  small  and  that  the  capacity  of  the  Union  Steel 
Co.  after  the  merger  of  the  Sharon  Steel  Co.  in  November,  1902,  was 
180,000  tons  of  pig  iron  (as  aginst  7,802,812  tons  of  the  corporation 
in  1902).    It  produced  350,000  tons  of  steel  ingots  in  1902. 

Says  the  Commissioner  of  Corporations: 

There  can  be  no  question  that  the  prices  paid  by  the  Steel 
Corporation  for  both  the  coal  and  iron-ore  properties  were  con- 
siderably in  excess  of  a  fair  valuation  at  the  time  of  the  transfer. 
The  real  significance  of  the  transaction  seems  to  be  that  the 
Steel  Corporation  desired  to  eliminate  the  competition  of  certain 
influential  interests  back  of  the  Union  concern,  particularly  that 
of  Mr.  Frick,  and  that  the  amount  necessarj;^  to  induce  these 
owners  to  retire  from  such  competition  was,  in  effect,  charged 
against  the  ore  and  coal.     (H.  K.  S.  Rept.,  p.  286.) 

The  truth  of  this  is  corroborated  by  the  fact  that  since  the 
United  States  Steel  Corporation  has  held  this  property  and  for  a 
number  of  years  it  has  not  paid  the  interest  on  its  bonds,  the 
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deficit  being  from  $500,000  to  $2,000,000  in  some  years  and 
ag^gating  over  $9,000,000  in  nine  years  (see  Exhibit  18c);  and 
this  failure  to  pay,  it  seems,  was  not  upon  the  whole  $45,000,000, 
but  considerably  less  (see  p.  282,  Report  of  Commissioner  of 
Corporations  on  Steel  Industry,  pt.  i,  July  1, 1911),  the  published 
reports  of  the  United  States  Steel  Corporation  showing  that  only 
about  $36,000,000  of  these  bonds  were  ever  outstanding  in  the 
hands  of  the  public,  although  it  also  appears  that  in  1905  (Union 
Steel  (Do.,  minutes  of  board  of  directors,  Sept.  26, 1905)  that  the 
Union  Steel  O).  issued  $3^74,000  of  bonds  in  addition  to  those 
theretofore  issued.     (MacKae  Rept.,  p.  3642.) 

A  comparison  of  this  amount  of  $75,860,501  paid  and  guar- 
anteed for  the  Union-Sharon  properties,  with  the  valuation  of 
the  property  of  the  seven  large  so-called  independent  steel  con- 
cerns four  years  later,  in  1907,  is  illuminating.  These  were  as 
follows: 

Bethlehem $44,450,881 

Cambria 45,281,892 

Colorado 41,919,448 

Jones  &  Laughlin  (capital  and  bond?) 45,000,000 

Lackawanna 65,647,388 

Pennsylvania 25, 377, 147 

Republic 53,092,153 

(MacRac  Kept.,  p.  3643.) 

Every  circumstance  attending  the  absorption  of  this  company, 
which  the  Steel  Corporation  admits  was  its  only  active  and  aggressive 
competitor,  indicates  a  clearly  defined  purpose  to  prevent  competi- 
tion and  strengthen  its  grasp  upon  production  and  prices. 

The  Sharon  Steel  Co.  was  under  contract  to  furnish  raw  materials 
to  the  Crucible  Steel  Co.  A  reduction  in  the  price  of  this  material 
was  made  upon  the  express  condition  that  the  '^leading  interests  art 
not  to  engage  in  competitive  business.*' 

The  materials  sold  the  Crucible  Co.  at  a  reduced  rate  were  obtained 
only  upon  condition  that  it  would  not  be  resold  without  having  pre- 
viously passed  through  some  stage  of  manufacture  in  the  Cnicable 
Co.*s  works,  and  above  all  it  was  stipulated  that — 

Tenth.  The  vendors  severally  agree  with  the  steel  company 
that  they,  respectively,  will  not,  within  the  United  States  or 
Dominion  of  Canada,  for  a  period  of  10  years  from  December  1, 
1902,  engag^e  directly  or  inoirectly  in  the  manufacture  of  iron  or 
steel,  or  articles  maae  therefrom,  now  manufactured  by  the  steel 
company,  the  production  of  furnace  coke,  or  the  mining  or  pro- 
duction of  iron  ore,  except  in  the  Territory  of  Arizona  and  State 
of  Florida,  excepting,  however,  from  the  terms  hereof  the  enter- 
prises, if  any,  in  w^ich  such  parties  may  now,  respectively,  be 
engaged.     (MacRae  Rept.,  pp.  3641-3642.) 

The  purchase  of  the  Troy  Steel  Products  Co.  by  the  United  States 
Steel  Corporation  illustrates  more  forcibly  than  any  abstract  argu- 
ment the  pernicious  effect  of  interlocking  directorates  and  its  tend- 
ency to  favor  and  willingness  to  placate  powerful  interests  at  any 
price  upon  the  first  show  of  hostility  or  threat  of  ootnpetitioii. 
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TBOY  STEBL  PBOBtTCTS  GO. 

This  Troy  Steel  Products  Co.  was  a  Rockefeller  concern,  known  by 
the  officers  of  the  Steel  Corporation  to  be  worthless,  and  after  a  thor- 
ough investigation  of  the  plant  as  a  manufacturing  concern  it  was 
unanimously  determined  by  the  officers  of  the  Steel  Corporation 
that  its  acquisition  was  not  advisable.  On  November  18  the  execu- 
tive committee  determined — 

On  the  question  as  to  whether  or  not  the  ownership  of  this 
property  would  be  advantageous  to  the  United  States  Steel  Cor- 
poration, the  president  stated  that  he  does  not  believe  it  is  of  any 
value  to  us.  Mr.  Converse  said  that  the  Carnegie  people  can 
deliver  material  on  the  wharf  of  the  Troy  Co.  not  omy  cheaper 
than  it  can  be  made  there,  but  at  a  good  profit. 

On  motion,  duly  seconded,  it  was  unanimously  voted  that  the 
president  be  requested  to  decline  to  entertain  the  proposition 
concerning  the  Troy  property.     (MacRae'Rept.,  p.  3649.) 

At  the  time  the  executive  committee  unanimously  declined  even  to 
entertain  a  proposition  to  purchase  this  plant  which  had  not  been 
operated  for  years,  for  the  reasons  stated  by  Air.  Converse,  who  was 
president  of  the  tube  company  and  thoroughly  understood  its  worth- 
lessnees,  John  D.  Rockefeller  and  H.  H.  Rogers  were  directors  in  the 
United  States  Steel  Corporation.  Finding  that  the  corporation  would 
not  entertain  the  proposition  of  paying  over  a  million  dollars  for  a 
property  which  was  valueless.     Mr.  Rogers  stated: 

His  company  would  construct  its  own  pipe  mills  if  arrange- 
ments satisfactory  to  his  company  could  not  be  made  with  us. 
(See  minutes  executive  committee  July  15,  1902,  MacRae  Rept., 
p.  3648.) 

Immediately  the  Steel  Corporation  changed  its  attitude  with  refer- 
ence to  the  value  of  this  Troy  plant,  as  evidenced  by  the  following 
entry  in  the  minutes  of  the  board  of  directors,  January  6,  1903: 

A  memorandum  a^eement  was  approved  dated  December  24, 
1902,  with  A.  C.  Bedford,  representing  John  D.  Rockefeller,  H.  H. 
Rogers,  and  others,  being  the  owners  of  a  majority  of  the  securi- 
ties of  the  Trov  Steel  Products  Co.,  which  company  is  the  owner 
of  the  plant  known  as  the  Troy  steel  plant,  not  less  than  a 
majoritv  interest  to  be  purchased  for  the  sum  of  $1,100,000,  pay- 
able eitner  in  cash  or  in  the  proposed  second  mortgage  5  per  cent 
bonds.     (MacRae  Rept.,  p.  3646.) 

After  its  purchase  this  plant  was  never  operated,  and  is  not  totally 
dismantled  and  abandoned.  The  purchase  of  this  company  in  no 
way  added  to  the  eflBiciency  of  the  Steel  Corporation,  and  the  directors 
knew  it  at  the  time  the  purchase  was  made.  There  could  have  been 
no  intention  to  have  operated  this  ^lant,  and  the  amount  paid  for  it 
was  necessarily  either  a  bonus  taken  from  the  assets  of  the  Steel  Cor- 
poration and  presented  to  Messrs.  Rogers,  Rockefeller,  and  others 
without  valid  consideration,  or  it  was  with  no  other  conceivable  con- 
sideration than  to  prevent  this  company  from  carrying  out  the  threat 
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previously  made  ''to  go  into  the  tube  business,^  which  seems  to  haye 
been  the  Yubierable  point  of  attack  in  the  opinion  of  Carnegie,  Rocke- 
feller, and  others  when  contemplating  competition  in  any  form  with 
the  Steel  Corporation. 

TBADB  AOBBBMBNTS. 

Many  of  the  old  and  established  companies  remaining  after  this 
process  of  elimination  was  completed  entered  into  secret  and  iron-clad 
agreements  by  which  the  output  of  all  the  contracting  parties  was 
determined  and  each  company's  proportion  of  that  output  fixed  and 
allotted,  and  such  output  was  to  be  sold  only  according  to  a  schedule 
of  prices  binding  upon  the  contracting  parties,  and  to  carry  out  the 
agreement  a  commissioner  was  appointed  and  empowered  to  examine 
the  books  and  ascertain  the  most  intimate  details  of  the  business  of 
these  companies.  To  him  they  made  regular  and  frequent  reports, 
stating  the  amount  of  iron  and  steel  produced  and  the  price  at  which 
it  was  sold.  This  commissioner  was  authorized  to  impose  heavy  fines 
and  penalties  in  case  of  violations  of  any  part  of  this  agreement.  In 
the  event  any  of  the  contracting  parties  exceeded  the  specified  allotr 
ment  the  profits  on  such  sale  were  distributed  among  the  other  parties 
to  the  agreement.  These  agreements  covered  plates,  structural  shapes, 
shafting,  wire,  nails,  steel  rails,  and  almost  all  other  products.  Copies 
of  agreements  entered  into  at  various  times  between  the  Carnegie  Steel 
Co.,  Jones  &  Laughlin,  the  Crucible  Steel  Co.  of  America,  the  Cambria 
Steel  Co.,  the  A.  &  P.  Roberts  Co.,  and  other  steel  concerns  will  be 
found  as  Appendix  B  to  this  report. 

It  is  said  by  Judge  Gary  that  he  had  no  knowledge  of  any  such 
conventions  by  subcompanies  of  the  Steel  Corporation.  The  com- 
missioner, however,  asserts  that  these  agreements  were  discontinued 
after  a  suggestion  by  Judge  Gary  that  they  were  no  longer  advisable 
or  necessary,  but  that  he  still  continued  to  act  as  conunissioner  for 
several  years  afterwards. 

Houston  and  others  of  the  Lukins  Iron  &  Steel  Co.  testified  before 
this  committee  to  the  same  effect  Such  contracts  could  not,  of 
course,  have  been  entered  into  without  the  full  knowledge  and  ap- 
proval of  the  presidents  of  the  various  companies  manufacturing 
articles  sold  under  them,  and  the  organization  of  the  Steel  Corporation 
was  such  as  to  make  it  highly  improbable  that  any  arrangement  of 
this  kind  could  have  been  entered  into  without  the  consent  and 
approval  of  the  governing  powers  of  the  Steel  Corporation.  The 
authority  and  discretion  of  the  presidents  of  the  subsidiary  companies 
was,  in  fact,  exceedingly  limited.  No  expenditure  of  over  $10,000 
could  be  made  by  the  head  of  any  subsidiary  company  without  the 
approval  of  the  executive  committee  in  New  York. 

The  directors  of  the  Steel  Corporation  have  at  all  times  possessed 
the  most  intimate  and  accurate  knowledge  of  the  actions  of  the  sub- 
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ddiaiy  companies,  and  the  presidents  of  these  companies  are  required 
to  report  to  the  president  of  the  United  States  Steel  Corporatioti  and 
to  the  board  of  directors  all  transactions  affecting  large  expenditures 
of  money  or  any  change  in  policy  whatever.  The  nature  and  extent 
of  the  control  of  the  corporation  over  the  affairs  of  the  subsidiary 
concerns  and  the  duties  of  the  presidents  of  these  companies  are  set 
out  in  detail  in  the  minutes  of  the  United  States  Steel  Corporation. 

These  companies,  respectively,  have  complete  organizations, 
including  working  committees  composed  of  the  presidents,  vice 
presidents,  managers,  mill  superintendents,  etc.,  who  are  always 
m  close  touch  with  the  affairs  of  the  corporation  with  which  they 
are  connected,  and  the  presidents  of  the  different  companies  fre- 
quently meet  for  interchange  of  views.  The  conclusions  of  the 
oflBcers  of  subsidiary  companies  are  reported  to  different  depart- 
ments of  the  United  States  Steel  Corporation  and  recommendar 
tions  (but  not  instructions)  frequently  made  by  the  latter  to  the 
former.  This  corporation,  actmg  through  one  or  more  of  its 
managing  officials,  is  in  frequent  communication  with  the  presi- 
dents of  subsidiary  companies,  respectively,  concerning  the  busi- 
ness and  business  methods  of  all  subsidiary  companies.  If  any 
question  arises  which  involves  a  departure  in  any  respect  from 
general  lines  of  policy  which  have  been  adopted,  the  same  is 
brought  before  the  executive  committee  of  this  corporation  for 
consideration,  determination,  and  advice.  If  any  question  of 
finance  is  involved,  the  action  and  determination  of  the  execu- 
tive committee  is  referred  to  the  finance  committee  of  this  cor- 
poration for  consideration,  determination,  and  advice.  If  the 
executive  committee  is  not  in  session  at  any  time,  the  chairman  of 
the  executive  committee  possesses  the  powers  of  the  committee. 
If  the  finance  committee  is  not  in  session  at  any  time,  the  chair- 
man of  the  finance  committee  possesses  the  powers  of  the  com- 
mittee. It  is  very  seldom  that  the  chairman  of  either  committee 
exercises  the  powers  of  the  committee  without  action  of  the  com- 
mittees, respectively,  or  at  least  the  advice  of  a  majority  of  the 
committee,  except  as  to  certain  matters  which  have  been  particu- 
larly placed  in  charge  of  the  chairman  of  the  executive  committee 
by  this  board.  ... 

As  an  illustration  of  the  method  of  transacting  business,  let  it 
be  supposed  that  one  of  the  subsidiary  companies  is  desirous  of 
making  a  substantial  expenditure  for  improvements,  or  of  enter- 
ing into  a  contract  of  sale  or  purchase  mvolving  lai^e  sums  of 
money,  or  of  making  some  important  change  in  policy,  the  officer, 
or  manager,  or  superintendent  who  first  suggests  the  proposed 
action  wul  make  recommendation  to  his  superior  officer,  giving 
his  reasons  in  detail.  This  will  reach  the  president  of  the  par- 
ticular company  and  be  considered  by  his  committee.  After 
decision  the  subject  is  submitted  to  the  president,  or  a  vice  presi- 
dent, or  other  omcer,  of  the  United  States  Steel  Corporation,  and 
is  brought  before  its  executive  committee  for  consideration. 
After  the  question  has  been  considered  by  the  executive  com- 
mittee, if  a  question  of  money  is  involved  (and  generally  if  a 
question  of  policy  is  involved)  the  subject  is  taken  by  the  chair- 
man of  the  executive  committee  (who  is,  ex  officio,  a  member  of 
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the  finance  committee)  to  the  finance  committee,  and  there  con- 
sidered. Recommendations  which  are  decided  upon  by  the 
executive  committee  or  finance  committee,  or  both,  are  reported 
to  the  president  of  this  corporation,  who  in  turn  convejrs  intelli- 
gence of  the  same  to  the  president  of  the  company  directly  inter- 
ested. Besides,  the  president  and  vice  presidents  and  chairman 
of  the  executive  committee  and  chairman  of  the  finance  com- 
mittee are  in  daily  communication  with  one  another  concerning 
the  various  matters  of  business  which  are  under  consideration 
ftom  day  to  day.  (Minutes  of  the  board  of  directors,  Oct.  7, 
1907,  MacEae  Kept.,  pp.  4330-4331.) 

After  operating  for  several  years  under  these  agreements  each 
company  acquired  such  an  intimate  knowledge  of  the  business  of  its 
alleged  competitors  that  it  became  unnecessary  to  enforce  heavy 
penalties  or  to  require  any  drastic  regulation  to  compel  the  remaining 
companies  to  cooperate  either  by  limiting  the  output  or  selling  at  a 
fixed  price.  Temple,  the  commissioner  of  the  plate  pool,  describes 
the  change  of  attitude  by  the  partners  of  these  companies  to  one 
another  as  a  result  of  intimate  association  and  the  discipline  pre- 
viously enforced  by  the  contracts  under  which  they  had  been 
operating : 

Mr.  Temple.  As  I  said,  at  the  beginning  of  those  associations 
practically  evervbody  wore  a  knife  and  tomahawk  whenever  they 
came  to  me.  £very  man 's  hand  was  against  every  other  man. 
They  had  lived  through  this  period  of  intensive,  not  only  destruc- 
tive but  annihilativ6;  competition,  and  some  of  them  scarcely 
knew  each  other  by  sight.  They  had  been  led  to  believe  they 
were  pirates  and  thieves,  and  the  fact  they  were  all  human  beings 
merely  endeavoring  to  make  an  honest  hving  and  run  a  success- 
ful business  had  not  seemed  to  occur  to  them  at  all.  After  a 
very  few  meetings  they  commenced  to  get  acquainted  with  each 
other,  found  they  were  all  human,  and  the  suspicion,  the  intense 
suspicion,  amounting  to  almost  certainty  of  intended  fraud, 
ceased  to  be  so  apparent.  So  that  at  the  end  of  the  first  year 
they  were  all  good  friends.  Then  they  began  exchanging  actual 
information  with  each  other.  There  was  scarcely  any  question 
that  one  maker  would  ask  another  that  he  would  not  answer, 
even  about  the  most  intimate  secrets  of  his  business,  his  costs, 
and  things  of  that  sort.  It  made  the  steel  business,  so  far  as  the 
people  associated  with  those  associations  were  concerned,  rather 
a  family  affair  than  one  of  destructive  warfare.  They  had  con- 
fidence in  each  other  and  confidence  in  the  stabihty  of  the 
business. 

The  Chairman.  They  began  to  practice  what  might  be  termed 
the  golden  rule  among  themselves. 

Mr.  Temple.  As  I  think  any  business  concern  will  when  they 
find  that  their  competitors  are  men,  and  the  greatest  rascal  1 
ever  knew  certainly  appreciates  a  square  deal  from  the  other 
fellow. 

The  Chairman.  Who  was  the  apostle  of  this  new  industrial  re- 
ligion among  these  contracting  parties  t 
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Mr.  Temple.  I  think  at  the  beginning  of  the  greatest  harmon- 
izing influence  in  the  whole  lot  was  Mr.  Schwab,  who  was  presi- 
dent of  the  Carnegie  Steel  Co. 

The  Chairman.  Those  contracts  were  abrogated,  were  they 
not? 

Mr.  Temple.  In  1904  the  contracts  were  all  abrogated. 

Mr.  Young.  That  is,  the  structural  steel  contract. 

Mr.  Temple.  And  the  plate.  They  were  all  abrogated  in  De- 
cember, 1904,  and  the  whole  thing  wiped  out. 

The  CHAXEUfAN.  At  whose  suggestion  ? 

Mr.  Temple.  We  were  informed  at  Mr.  Gary's  suggestion. 

The  Chairman.  Gary's  ? 

Mr.  Temple.  Yes. 

The  Chairman.  Could  they  maintain,  by  these  gentlemen's 
agreements,  that  level  of  pnces  and  prevent  that  destructive 
competition  of  which  you  spoke  in  the  Carnegie  regime  ?  ^ 

Mr.  Temple.  They  say  tne  leopard  can  not  change  his  spots 
nor  the  Ethiopian  nis  skin;  but  the  leopard  does  move  from 
place  to  place,  which,  in  one  figure  of  speech,  is  a  changing  of 
spots.  I  would  not  presume  to  say  how  closely  they  could  fol- 
low the  rules  they  have  learned  under  the  bitter  warfare  preced- 
ing 1907  and  the  different  conditions  from  1897  to  1904,  but  I 
have  not  heard  of  any  destructive  competition  since  that  time. 
(Hearings,  pp.  1717-1719.) 

TUK  OABY  DINNERS. 

Prior  to  1907  the  methods  employed  in  restraint  of  trade  were 
undergoing  an  evolutionary  process.  The  old  pooling  agreements 
were  annoying  in  their  requirements  and  dangerous  in  their  opera- 
tion. As  originaUy  formed  they  exacted  severe  penalties  for  viola- 
tion of  any  of  their  terms;  but  a  few  years'  experience  showed  that 
these  agreements  could  be  kept  without  imposing  penalties.  They 
were  originaUy  organized  and  conducted  in  direct  violation  of  the 
law,  with  the  consequent  danger  of  prosecution  and  punishment. 
By  1905  the  understanding  between  the  members  of  these  associa- 
tions had  become  so  perfect,  confidence  in  each  other  so  established, 
and  observance  of  these  agreements  so  habitual  that  it  was  deter- 
mined that  it  was  no  longer  necessary  to  have  written  agreements 
as  to  what  their  respective  shares  of  the  business  should  be.  Dur- 
ing 1905  and  1906,  while  t^ey  operated  under  the  supervision  of  the 
same  paid  commissioner,  they  relied  upon  frequent  meetings,  inti- 
mate acquaintanceship,  frank  interchange  of  opinions,  and  assur- 
ances to  bring  about  the  harmonious  cooperation  so  much  desired 
and  to  avoid  the  dangers  of  actual  and  active  competition  on  the 
one  side  and  a  plain  and  palpable  violation  of  the  law  upon  the 
other.    - 

In  accomplishing  these  results,  trade  conditions  during  1905, 1906, 
and  the  fibrst  nine  months  of  1907  were  extremely  favorable.    All 
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sections  of  the  country  seemed  to  be  enjoying  a  high  degree  of 
prosperity,  with  a  flattering  prospect  for  its  continuance;  and  this 
concUtion  was  reflected  in  the  steel  trade  in  an  active  demand  for 
steel  products,  and  the  maintenance  of  steady  prices  was  easy. 

In  October,  1907,  the  panic  came  with  its  threatened  paralysis  of 
business  and  demoralization  of  prices.  It  was  Judge  E.  H.  Gary 
who  conceived  the  idea  of  extending  to  the  entire  steel  industry  the 
system  of  cooperation  that  had  been  so  successful  among  the  various 
groups  remaining  after  the  dissolution  of  the  structural  steel,  steel 
plate,  and  other  associations,  and  the  Gary  dinner  was  the  agency 
devised. 

The  first  Gary  dinner  was  given  November  20,  1907  and  they  con- 
tinued at  varying  intervals  until  after  this  investigation  was  author- 
ized in  1911. 

Judge  Gary  before  this  committee  gave  an  account  of  their  origin 
and  purpose  as  follows: 

Now,  the  question  was  how  to  get  between  tiie  two  extremes 
of  securing  a  monopoly  by  driving  out  competition,  however 
good-naturedly,  in  a  bitter,  destructive  competition  or  without 
making  any  agreement,  express  or  impUed,  tacit  or  otherwise, 
which  shoiud  result  in  the  maintenance  of  prices;  and  so,  gentle- 
men, I  invited  a  large  percentage  of  the  steel  interests  of  the 
country  to  meet  me  at  dinner  and  then  presented  these  views  to 
them  and,  so  far  as  I  could,  the  results  of  our  becoming  demoralized 
and  extreme  decreases  in  prices  like  those  which  obtained  under 
the  old  r^^ime.  Then,  I  said  that  it  seemed  to  me  the  only  way 
we  could  lawfully  prevent  such  demoralization  and  maintain  a 
reasonable  steadmess  in  business,  whetiier  we  lowered  the  prices 
from  time  to  time  or  not,  whether  depending  upon  circum- 
stances we  were  willing  to  make  concessions  or  reductions  after 
the  jobbers  had  relieved  themselves  of  the  large  lots,  so  as  to 
prevent  demoralization,  was  for  the  steel  people  to  come  to- 

f  ether  occasionally  and  to  tell  one  to  the  others  exactiy  what  his 
usiness  was.  In  other  words,  a  disclosure  by  each  one  to  cJl 
others  of  all  the  circunostances  surrounding  his  particular  busi- 
ness. In  other  words,  to  state  it  simply,  if  three  men,  gentiemen 
on  this  conmiittee,  were  practicing  law  in  a  certain  town  and 
each  one  knew  that  the  customary  fee  for  services  in  court  was 
$50  a  day  and  a  ^entieman  from  another  part  of  the  country 
should  locate  in  that  town  and  make  a  totally  different  price, 
very  much  lower,  he  would  inmiediately  get  up  some  sort  of 
competition  amongst  these  professional  men.  If  those  three 
men,  however,  on  this  conmiittee,  were  in  daily  conference  and 
each  one  knew  that  the  others  did  not  propose  to  change  the 
fees,  probably  this  outsider  would  not  mane  very  much  headway 
in  creating  a  demoralization.     (Hearings,  p.  77.) 

At  one  of  these  dinners  more  than  90  per  cent  of  the  entire  iron  and 
steel  industry  of  the  United  States  was  represented.  (Hearings,  p. 
1776.)  At  these  dinners  representatives  of  the  press^  except  three 
trade  papers,  were  excluded.     (Hearings,  p.  75.) 
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The  remarks  of  Judge  Oaiy  at  the  dinner  given  in  December,  1908, 
and  the  various  speeches  made  at  the  dinner  given  in  January,  1911, 
and  at  the  luncheon  of  May  4,  1911,  are  given  in  the  record  of  this 
conmiittee.  (Hearings,  pp.  1773-1812.)  Consideration  of  these 
remarks,  keeping  in  mind  the  conditions  under  which  they  were  made 
and  what  had  gone  before,  leads  us  to  the  conclusion  that  the  Gary 
dinners  were  devised  to  circumvent  the  Sherman  antitrust  law  by 
avoiding  direct  and  positive  agreements  in  restraint  of  trade  and  yet 
to  secure  aU  the  benefits  involved  in  a  restriction  upon  output  and  a 
maintenance  of  prices.  For  justification  of  this  conclusion  we  submit 
the  following  excerpts  from  these  remarks : 

At  this  particular  time  there  is  not  in  this  country  a  demand 
for  more  tnan  50  per  cent  of  the  total  producing  capacity  in  our 
lines.  It  is  obvious  from  this  statement  of  fact  that  there  is  not 
enough  business  to  go  around,  and  that  there  is  no  possible  way 
of  protecting  one  another  and  thereby  protecting  oneself  except 
to  submit  ourselves  to  the  conditions  as  they  exist  and  to  take 
and  be  satisfied  with  our  fair  proportion  of  the  business  which  is 
offered.     [Applause.]     (Judge  Gary,  hearings,  p.  1776.) 

In  the  following  quotation  Judge  Gary  explains  the  difficulties  and 
dangers  involved  in  any  direct  arrangement  to  interfere  with  the  laws 
of  trade  and  then  stresses  the  fact  that  '^we  have  something  better 
to  guide  and  control  us  in  our  business  methods  than  a  contract 
which  depends  upon  written  or  verbal  promises  with  a  penalty 
attached." 

Now,  in  view  of  the  fact  that  we  have  no  right  legally  to  enter 
into  any  arrangement  by  direct  or  indirect  means  which  enables 
us  to  maintain  prices,  to  divide  territory,  to  restrict  output,  or 
in  any  way  to  interfere  with  the  laws  of  trade  or  to  stine  com- 
petition; in  view  of  the  fact  that  we  can  not  legally,  directly  or 
mdirectly,  do  anything  which  may  be  construed  to  be  in  restraint 
of  trade,  and  therefore  are  relegated  to  the  one  position  of  treat- 
ing each  other  on  the  basis  of  fair,  just,  and  equitable  treatment, 
itoehooves  us  to  use  the  greatest  care  in  the  exercise  of  our  rights 
and  in  the  transaction  of  our  business,  so  as  to  make  it  absolutely 
certain  that  day  by  day,  and  with  relerence  to  every  transaction 
we  are  certain  to  recognize  the  rights  of  our  competitors,  our 
friends,  and  the  obligations  which  we  are  under  toward  them. 

I  say  in  this  presence,  to  men  who  know  by  long  experience — 
men  who  know  to  a  demonstration  that  what  I  speak  is  true  and 
logical — that  we  have  something  better  to  guide  and  control  us 
in  our  business  methods  than  a  contract  which  depends  upon 
written  or  verbal  promises  with  a  penalty  attached.  We  as 
men,  as  gentlemen,  as  friends,  as  neignbors,  having  been  in  close 
communication  and  contact  during  the  last  few  years,  have 
reached  a  point  where  we  entertain  for  one  another  respect  and 
affectionate  regard.  We  have  reached  a  position  so  hign  in  our 
lines  of  activity  that  we  are  bound  to  protect  one  another;  and 
when  a  man  reaches  a  position  where  his  honor  is  at  stake,  where 
even  more  than  life  itself  is  concerned,  where  he  can  not  act  or 
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fail  to  act  except  with  a  distinct  and  clear  understanding  that 
his  honor  is  involved,  then  he  has  reached  a  position  that  is  more 
binding  on  him  than  any  written  or  verbal  contract.  [Applause.] 
(Hearings,  pp.  1776-1777.) 

In  the  following  quotation  Judge  Gary  pays  tribute  to  the  spirit  of 
mutual  confidence  among  manufactiurers  of  steel  that  had  been 
developed,  and  rejoices  that  the  point  had  been  reached  where  each 
was  willing  to  lay  his  business  down  upon  the  table  for  the  inspection 
of  his  neighbors: 

Is  it  any  wonder  that  such  as  I,  coming  a  few  years  ago  from 
another  profession,  having  spent  his  time  in  other  lines  of  activ- 
ity, coming  into  this  business  without  knowledge  of  the  business 
or  acquaintance  with  those  connected  with  it,  groping  along  in 
more  or  less  uncertain  paths,  but  eventually  reaching  the  posi- 
tion which  we  have  reached  in  our  travels,  so  that  we  can  nave 
and  do  have  absolute  confidence  in  one  another,  willing  to  lay  our 
business  down  upon  the  table  for  the  inspection  of  our  neigh- 
bors— is  it  any  wonder  that  I  should  be  elated,  that  I  should  be 
happy,  that  I  should  be  proud  of  the  fact  that  I  am  associated 
with  such  as  you;  that  in  representing  the  interests  of  a  large 
corporation  I  can  do  business  with  so  many  men  of  prominence, 
education,  experience,  high  standing,  and  repute  in  the  commu- 
nity, feeling  all  the  time  that  I  and  the  interests  I  represent  are 
absolutely  safe  in  your  hands?     (Hearings,  p.  1777.) 

Throughout  the  remarks  of  Judge  Gary,  as  we  interpret  them,  there 
is  a  skillful  and  ingenious  effort  to  impress  upon  his  guests  that  it  was 
the  purpose  of  the  United  States  Steel  Corporation  to  maintain  prices 
and  that  they  were  expected  to  do  likewise. 

At  the  present  time  the  question  of  maintaining  or  changing 
the  prices  of  the  commodities  in  which  we  deal  is  uppermost  in 
our  minds,  because  we  read  and  hear  about  this  question  every 
day  and  almost  every  hour.  I  have  been  pained,  1  admit,  from 
time  to  time,  to  read  in  the  newspapers  that  the  United  States 
Steel  Corporation  carried  a  big  stfck,  and  was  in  the  habit  of 
inviting  tne  Independents,  so  called,  to  come  together  for  the 
purpose  of  lecturing  them,  or,  worse  than  that,  of  threatening 
them  in  case  they  proposed  to  reduce  prices.  I  call  upon  you  as 
witnesses  to  refute  these  insinuations. 

♦  ♦  *  3|C  «  «  * 

Now,  my  opinion  is  that  it  would  be  a  mistake  to  reduce  prices 
at  this  time;  that  it  would  do  more  harm  than  good;  that 
instead  of  getting  more  businesa  we  would  get  less  busmess;  that 
the  average  purchaser,  perhaps  without  exception,  is  not  so 
much  in  favor  of  the  reduction  of  prices  as  he  is  in  favor  of 
making  it  absolutely  certain  his  prices  are  the  same  prices  that 
another  has  to  pay  for  the  same  conmiodity. 

*  M^  *  *  *  ilt  Ht, 

It  is  argued  in  some  of  the  newspapers  that  we  are  making  a 
mistake  in  maintaining  prices  because  we  are  keeping  large 
numbers  of  our  employees  from  work.    1  do  not  think  the  claim 
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is  logical  or  reasonable.    I  doubt  if  we  would  get  more  business 
if  we  should  reduce  prices.     (Hearings,  pp.  1776-1777.) 

Those  who  followed  Judge  Gary  at  this  dinner  responded  most 
generously  to  his  protest  against  reduction  of  prices  as  shown  by  the 
following: 

Willis  L.  King,  general  manager  Jones  &  Laughlin  Steel  Co.,  and 
former  treasurer  of  Steel  Plate  Association  and  Structural  Association, 
said: 

I  thinky  therefore,  to  talk  of  reducing  the  prices  ought  not  to 
be  considered  for  a  moment.  As  Judge  Gary  has  very  properly 
said,  it  would  not  result  in  good  to  anyone,  it  would  not  result  in 
more  business  to  us,  it  would  not  do  tne  public  any  good;  there- 
fore I  hope  it  will  be  the  consensus  of  opmion  here  to-night  that 
we  will  maintain  the  present  prices,  whicn  are  fair  and  reasonable, 
and  await  with  patience  the  inevitable  result  which  will,  of 
course,  be  better  Dusincss,  and  I  think  in  the  very  near  future. 
(Hearings,  p.  1783.) 

E.  C.  Felton,  president  Pennsylvania  Steel  Co.,  said: 

Now,  I  think  we  have  all  had  our  eyes  opened  since  the  first 
meetings  that  were  held  here,  and  I  hope  we  are  going  to  keep  our 
eyes  opened,  and  are  not  going  to  shut  them  up  to  the  situa- 
tion. If  there  is  anybody  who  thinks  die  present  Dusiness  situa- 
tion will  be  improved,  stunulated,  by  cuttmg  prices  he  ought  to 
consider  just  one  branch  of  our  busmess;  he  should  look  at  the 
facts  and  argue  from  those  facts.  Let  him  look  at  the  pig-iron 
situation.     (Hearings,  p.  1784.) 

John  A.  Topping,  chairman  Republic  Iron  &  Steel  Co.,  said: 

I  am  more  convinced  than  ever  that  any  efforts  at  this  time  to 
reduce  prices  with  a  view  to  stimulating  consumption  will  be  met 
in  about  the  manner  that  Mr.  Felton  has  illustrated.  The  price 
line  will  go  down  much  faster  than  the  production  line  will  go  up. 
(Hearings,  p.  1784.) 

E.  A.  S.  Clark,  president  Lackawanna  Steel  Co.,  said: 

While  I  think  it  is  well  to  coach  salesmen,  we  must  put  into 
them  the  very  same  spirit  I  think  we  all  have  here,  that  we  are 
in  honor  bound  not  to  change  our  prices  without  letting  the  other 
man  know  it,  because  then  the  salesman  knows  that  he  has  an 
answer  to  give  to  that  proposition.     (Hearings,  p.  1785.) 

C.  S.  Price,  president  Cambria  Steel  CJo.,  said: 

I  will  only  speak  of  the  business  situation,  and  indorse  the  fact 
that  I  consider  it  very  inopportune  at  this  time  to  make  any 
change  in  prices.     (Hearings,  p.  1786.) 

A.  F.  Huston,  president  Lukens  Iron  &  Steel  Co.,  said: 

We  are  aU  of  the  same  opinion  about  the  maintenance  of 
prices.  I  heard  the  remark  made  by  a  prominent  steel  man 
last  month.  He  said  he  had  never  seen  a  genuine  buying  move- 
ment without  first  a  decide4  <li*op  in  prices  to  stimulate  it.  I 
hftve  been  thinking  of  that  a  good  aeal  since.     1%  probably 
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never  saw  anythinjg  else  in  the  past.  I  do  not  remember  at  any 
time  when  a  genuine  buying  movement  started  when  there  was 
not  a  drop  in  the  price,  before  we  stood  together.  (Hearings,  p. 
1791.) 

L.  A«  Kelly,  president  Ashland  Steel  Co.,  said: 

I  heartily  cooperate  in  everything  that  has  been  said  here 
to-night,  and  so  far  as  our  company  is  concerned  we  are  ready 
and  wimng  to  still  cooperate  to  do  what  we  can  to  maintain 
prices.     (Hearings,  p.  1795.) 

Accepting  this  dinner  of  January,  1911,  as  fairly  typical  of  the  rest 
and  the  things  said  and  done  there  as  fairly  representative  of  the 
things  said  and  done  at  the  others,  we  think  the  conclusion  is  irre- 
sistible that  the  Gary  dinners  were  instituted  as  a  means  of  conveying 
to  the  entire  steel  and  iron  industry  information  as  to  what  the 
attitude  of  the  United  States  Steel  Corporation  was  upon  the  ques- 
tions of  output  and  prices  and  of  impressing  upon  all  engaged  in  the 
industry  that  it  was  the  part  of  wisdom  and  prudence  to  govern 
themselves  accordingly.  We  further  believe  that  by  this  means 
prices  were  maintained,  output  restricted,  competition  stifled,  and 
trade  restrained,  just  as  certainly,  iust  as  effectively,  and  just  as 
unlawfully  as  had  been  done  under  me  discarded  pooling  agreements 
of  former  years. 

LABOB. 

The  evidence  submitted  to  the  committee  on  the  matter  of  labor  is 
instructive  and  impressive. 

A  most  important  economic  fact  brought  out  and  too  often  over- 
looked is  that  the  true  measure  of  a  man's  work  is  the  tonnage  pro- 
duced per  man  per  dav,  and  not  the  mere  amount  of  wage  paid.  The 
true  economic  unit  is  uie  tonnage  produced  per  man,  and  not  the  wage 
paid  per  man.  This  is  a  most  important  fact,  never  to  be  lost  sight 
of  in  the  all-important  question  of  cost  production. 

A  most  illmninating  piece  of  reliable  information  on  this  point  is 
the  report  of  the  secretary  of  internal  affairs  of  the  State  of  Pennsyl- 
vania on  the  production  and  cost  of  pig  iron,  which  we  quote  for  the 
years  1902  and  1909,  in  order  that  comparison  may  be  made: 

Pig  iron  in  Pennsylvania, 

[Report  of  lecretary  of  IntemAl  affairs,  1902,  p.  408;  1909,  pp.  25S-356.) 


Production  (grass  tons) 

Realised  value 

Average  realized  value  per  ton 

Value  of  basic  material:  ore,  scrap  ore,  otnder  only  (fuel,  Umestone, 

and  other  expenses  not  considered) 

Same  per  ton 

Average  number  of  days  in  operation  In  1902 

Total  number  of  workmen  employed 

Aggregate  wsges  paid 

A  verage  earnings  per  year  for  each  man 

Averace  daily  wage ; 

Cost  of  labor  per  ton 

Tonnage  per  man  per  day 


1902 


8,111,642 
tl26,8S7,231.00 

10,721,084 

1186,963,842.00 

$15.64 

$17.44 

161, 6M,  972. 00 

$89,144,483.00 

17.60 

$8.31 

314 

300 

17.101 

Sl<).191.7».00 

$595,ff7 

14,921 

•*'^:S 

tl.8» 

$2.09 

$1.25 

$0.81 

1.51 

2.38 

1909 
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It  will  be  seen  from  the  above  report  that  in  1909,  14,921  men  pro- 
duced 10,721,024  tons  of  pig  iron,  as  against  8,111,642  tons  produced 
in  1902  by  17,101  men. 

Who  got  the  benefit  of  this  enormous  increasis  in  production  t  True, 
there  was  some  increase  in  the  wages.  In  1902  tne  average  earnings 
per  year  for  each  man  was  $595.97,  while  in  1909  the  average  earnings 
per  year  for  each  man  was  $627.20,  an  increase  per  man  per  year  of 
$31.23.  Or,  to  put  it  in  daily  wages,  an  increase  of  from  $1.89  in  1902 
to  $2.09  in  1909— an  increase  of  $0.20  per  day. 

But,  observe  the  increase  in  production^  and  the  decrease  in  cost  of 
labor  per  ton,  "the  true  measure,"  according  to  Mr.  Schwab. 

In  1902  the  cost  of  labor  per  ton  was  $1.25,  while  in  1909  it  was 
only  82  cents. 

Again,  observe  the  tonnage  produced  per  man  in  1902  and  1909. 

In  1902  the  tonnage  per  man  was  1.51  tons,  while  in  1909  it  was 
increased  to  2.39  tons  per  man. 

In  other  words,  not  only  was  the  cost  of  labor  per  ton  reduced  from 
SI. 25  to  $0.82,  but  at  the  same  time  the  tonnage  per  man  produced 
was  increased  from  1.51  tons  to  2.3'9  tons. 

In  1902  the  manufacturers  produced  8,111,642  tons  of  pig  iron  at  a 
cost  of  labor  per  ton  of  $1.25;  while  in  1909  they  produced  10,721,024 
tons  of  pig  iron  at  a  cost  of  labor  per  ton  of  $0.82. 

In  1902  the  aggregate  wa^es  paid  to  produce  8,111,642  tons  of  pig 
iron  was  $10,191,757,  while  m  1909  the  aggregate  wages^'paid  to  pro- 
duce 10,721,024  tons  was  $8,762,304,  a  saving  to  the  manufacturers  in 
labor  cost  of  $1,429,455. 

Furthermore,  the  realized  value  of  the  8.111,642  tons  produced  in 
1902  was  $126,857,231;  while  the  realized  value  of  the  10,721,024 
tons  produced  in  1909  was  $186,963,842,  an  increase  for  the  manu- 
facturers of  $60,106,611  in  realized  value. 

On  the  other  hand,  what  did  labor  get  in  the  same  period  f  In  1902 
the  average  earnings  per  year  for  each  man  was  $595.97,  while  in  1909 
it  was  $627.20,  an  increase  per  man  of  $31.23  per  year,  and  as  the 
table  shows,  an  increase  in  average  daily  wage  from  $1.89  to  $2.09, 
or  $0.20  per  day.  This  shows  a  slight  increase  per  man  in  wages 
between  1902  and  1909.  But  how  about  the  total?  In  1902  there 
were  employed  17^101  men;  in  1909,  14,921  men^  a  decrease  of  2,180 
men  employed.  In  1902  the  aggregate  wages  paid  were  $10,191,759; 
in  1909  the  aggregate  wages  paid  were  $8,762,304,  a  decrease  in  wages 
paid  of  $1,429,455. 

That  these  statistics  of  the  report  of  the  secretary  of  internal  affairs 
are  correct  is  corroborated  by  Mr.  Schwab,  former  president  of  the 
Steel  Corporation,  by  his  sworn  testimony,  on  page  1356,  as  follows: 

The  Chaibman.  The  average  daily  wage  in  1902  was  $1.89. 
Is  that  about  the  rate  for  men  working  around  pig  iron  ? 

Mr.  Schwab.  Yes;  I  think  so. 

The  Chaibman.  In  1909  it  was  $2.09 1 

Mr.  Schwab.  Yes. 

The  Chaibhan.  Is  that  about  your  average  wage  t 

Mr.  Schwab.  I  think  so. 

The  Chaibman.  The  cost  of  labor  per  ton,  then,  in  1902  was 
$1.25.     Is  that  f^out  right? 

Mr.  Schwab.  X  es,  sir. 
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The  Chaibhan.  And  in  1909  it  was  82  cents.  Is  that  about 
right? 

Mr.  Schwab.  I  should  imagine  that  was  about  right. 

The  Chairman.  The  tonnage  per  man  per  day,  which  you  say 
is  a  true  measure  of  the  value  of  a  man's  work,  m  1902  produced 
1.51  tons  of  pig  iron,  and  in  1909,  2.39  tons  of  pig  iron.  Is  that 
about  right  ? 

Mr.  Schwab.  I  should  judge  that  was  about  right. 

LABOB  X7NIONS. 

The  attitude  of  the  United  States  Steel  Corporation  toward  organ- 
ized labor  was  early  determined.  On  June  17, 1901,  six  weeks  after 
the  Steel  Corporation  was  organized  and  began  operations,  a  meetiDg 
of  the  executive  committee  was  held  in  New  York  City.  At  this 
meeting  Mr.  Charles  Steele,  then  a  member  of  the  firm  of  J.  P.  Mor- 
gan &  Co.,  and  also  a  member  of  the  executive  committee  of  the 
Steel  Corporation,  was  present.  The  question  of  the  attitude  of  the 
corporation  toward  organized  labor  was  extensively  discussed  at 
this  meeting.  As  a  final  result  of  the  deliberations  of  the  executive 
conmiittee,  Mr.  Steele  brought  forward  the  following  proposition, 
which  the  records  show  was  finally  voted  upon,  and  the  president  of 
the  Steel  Corporation  instructed  to  convey  it  to  the  presidents  of  the 
subsidiary  companies,  to  wit: 

That  we  are  unalterably  opposed  to  any  extension  of  union 
labor  and  advise  subsidiary  companies  to  take  firm  position  when 
these  questions  come  up  and  say  that  they  are  not  goin^  to  recog- 
nize it,  that  is,  any  extension  of  unions  in  mills  where  they  do  not 
now  exist:  that  great  care  should  be  used  to  prevent  trouble 
and  that  tney  promptly  report  and  confer  with  tnis  corporation. 

Following  that  declaration,  the  evidence  clearly  shows  how  Amer- 
ican laborers  felt.  Justly  or  unjustly,  they  considered  themsdves 
persona  non  grata  in  the  works  of  the  United  States  Steel  Corpora- 
tion. Thereafter  the  great  bulk  of  American  union  laboring  men  in 
the  iron  and  steel  industry  understood  they  were  not  wanted  at  the 
works  of  the  United  States  Steel  Corporation.  The  process  of  filling 
the  places  of  these  imion  laborers  is  interesting  and  important  to 
observe.  American  laborers  loyal  to  their  unions  could  not  be  had. 
Something  had  to  be  done  to  get  laborers.  Southern  Europe  was 
appealed  to.  Hordes  of  laborers  from  Southern  Europe  poinded  into 
the  United  States.  They  were  almost  entirely  from  tie  agricultural 
classes,  knew  absolutely  nothing  about  iron  and  steel  manufactiu^, 
but  were  sufficient  to  fight  the  labor  unions.  They  were  absolutely 
unskilled,  but  they  could  work,  especially  as  common  laborers.  In 
times  of  special  necessity  even  advertisements  for  foreign  help  of  this 
class  were  spread  broadcast.  A  sample  of  these  advertisements, 
which  the  evidence  shows  were  caused  to  be  circulated  by  subsidiary 
companies  of  the  Steel  Corporation,  is  as  follows: 
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Wanted. — Sixty  tin  house  men,  tinners,  catchers,  and  helpers  to 
work  in  open  shops;  Syrians,  Poles,  and  Roumanians  preierred; 
steady  employment  and  good  wages  to  men  willing  to  work; 
fare  paid  and  no  fees  charged  for  this  work.  Central  Employ- 
ment Bureau,  628  Pennsylvania  Avenue. 

This  advertisement  appeared,  as  the  evidence  shows,  in  the  Pitts- 
bui^h  Gazette-Times  of  July  14,  1909.     (See  page  3074  of  hearings.) 

The  result  is  that  about  80  per  cent  of  the  unskilled  laborers  in  the 
steel  and  iron  business  are  foreigners  of  these  classes.  With  the 
benefit  of  a  skilled  American  foreman  such  a  crew  can  work  out 
results  in  unskilled  labor  production.  The  profits  of  this  system  of 
labor  employment  go  to  the  Steel  Corporation,  while  the  displaced 
American  workman  shifted  as  best  he  could. 

Following  the  elimination  of  union  labor,  and  the  introduction  of 
the  above-described  foreign  laborers,  an  investigation  was  made  as  to 
the  conditions  of  laborers,  hours  of  labor,  home  life,  etc.  As  to  the 
hours  of  labor,  the  evidence  before  the  committee  was  conclusive 
that  long  hours  of  labor  prevailed  in  the  iron  and  steel  industry,  espe- 
cially in  the  unskilled  departments.  Under  the  direction  of  the 
United  States  Commissioner  of  Labor,  a  very  careful  and  thorough 
investigation  as  to  the  hours  of  labor  in  the  steel  industry  has  been 
made.    From  this  official  report  we  quote  without  comment: 

During  May^  1910,  the  period  covered  by  this  investigation 
into  the  steel  mdustry,  50,000  persons,  or  20  per  cent  of  the 
153,000  employees  of  the  blast  furnaces,  steel  works,  and  rolling 
milk  covered  by  this  report,  customarily  worked  seven  days  per 
week,  and  20  per  cent  of  them  worked  84  hours  or  more  a  week, 
which,  in  effect,  means  a  12-hour  working  day  every  day  in  ^e 
week,  including  Sunday. 

This  hardship  of  12-hour  days  and  a  7-day  week  is  still  further 
increased  by  the  fact  that  every  week  or  two  weeks,  as  the  case 
may  be,  when  the  employees  on  the  day  shift  axe  transferred  to 
the  ni^nt  shift,  and  vice  versa,  employees  remain  on  duty  with- 
out rdief  either  18  or  24  consecutive  hours,  according  to  the 
practice  adopted  for  the  change  of  shifts.  The  most  common 
plan  to  effect  this  change  of  shift  is  to  work  one  shift  of  employees 
on  the  day  of  change  Uirough  the  entire  24  hours,  the  succeeding 
shift  worong  the  regular  12  hours  when  it  comes  on  duty. 

(See  page  2837,  hearings.) 

While  we  deem  it  unnecessary  to  quote  the  testimony  of  other  wit- 
nesses, it  is  true,  as  the  testimony  shows,  that  they  fuUy  corroborate 
these  statements  of  the  United  States  commissioner,  and,  in  fact, 
Bome  of  the  witnesses  are  much  stronger  in  their  statements. 

As  to  the  daily  lives  and  conditions  of  living  of  these  laborers,  the 
testimony  taken  is  voluminous,  far  too  extensive  to  even  summarize 
in  this  report.  The  testimony  certainly  shows  conditions  undesirable, 
and  far  below  what  is  ordinarily  understood  to  be  the  American  stand- 
ard of  living  among  laborers  in  our  country.    Some  of  the  details  are 

54046°— H.  B^t  1127. 
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revoltiiig,  both  as  to  sanitary  and  moral  conditions.  Taking  the 
ordinary  family  as  a  unit,  the  wages  paid,  even  if  the  head  of  the 
family  is  constantly  employed,  are  barely  enough  to  provide  sub- 
sistence. 

THB  CX>HPAKY  SXTPPLT  STOBB. 

As  bearing  on  the  question  of  employes,  the  pohcj  of  the  Steel 
Corporation  in  regard  to  the  establishment  of  the  company  supply 
stores  is  important.  The  evidence  before  the  committee  shows  that 
it  is  the  custom  of  the  company  where  steel  and  iron  plants  are  estab- 
lished and  towns  and  villages  grow  up  around  the  company's  plants, 
thr6ugh  a  subsidiary  company  known  as  the  Union  Supply  Co.,  to 
open  stores  to  supply  its  employees  with  groceries,  provisions,  and 
iJmost  every  article  of  household  necessity,  together  with  powder, 
fuse,  and  other  supplies — ^in  fact  everything  the  employees  need, 
either  to  live  or  conduct  their  operations  as  employees  of  the  company. 

The  local  grocer,  baker,  meat  and  fish  dealer,  apothecaiy,  black- 
smith, carpenter,  coal,  wood,  and  other  dealers  are  thus  brought  into 
direct  competition  with  the  Steel  Corporation  stores.  It  may  be 
said  that  this  is  only  the  application  of  fair  and  free  competition. 
But  this  is  not  wholly  so.  The  company  stores  have  great  advan- 
tages. They  deal  with  their  own  employees,  who  constitute  90  per 
cent  of  their  custom.  To  be  sure  the  employees  are  not  obliged  by 
any  law  or  rule  of  the  company  to  buy  at  the  company  store,  but  it  is 
undoubtedly  true  that  they  all  understand  they  will  be  the  better 
considered  for  doing  so.  The  company  supply  store  knows  just  what 
is  coming  in  wages  every  day  and  week  to  each  employee  who  deals 
at  the  company  store.  No  other  local  competitor  has  the  benefit  of 
this  information.  This  enables  the  company's  supply  store  to  extend 
credit  only  to  the  extent  of  wages  actually  due  or  earned.  The 
result  is  practically  an  actual  cash  business,  with  no  losses  in  bad 
debts. 

The  fact  that  the  Steel  Corporation  does  not  attempt  to  maintain 
these  supply  stores  except  where  it  deals  with  its  own  employees, 
shows  pretty  conclusively  that  it  has  no  desire  to  engage  in  such 
trade  imder  ordinary  conditions  in  ordinary  competition.  It  limits 
its  stores  to  places  where  it  deals  almost  whoUy  with  its  own 
employees. 

The  profits  made  and  dividends  declared  to  the  Steel  Corporation 
by  this  system  of  supply  stores  we  think  are  pertinent  and  sufficient 
to  show  a  prosperity  entirely  out  of  the  ordinary. 

This  supply  company  was  organized  in  March,  1902,  about  a  year 
after  the  Steel  Corporation  itself.  Its  capital  stock  is  S600,000.  Its 
corporate  name  is  Union  Supply  Co.,  and  it  is  one  of  the  subsidiary 
companies  of  the  United  States  Steel  Corporation. 
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In  1903y  this  $500,000  subsidiary  corporation  declared  a  dividend 
of  $250,000,  and  in  subsequent  years  as  follows: 

1904 1260,000 

1905 405,000 

1906 805,000 

1907 500,000 

1908 320,000 

1909 440,000 

1910 520,000 

It  will  thus  be  seen  that  this  corporation  earned  and  paid  its  parent 
company,  the  United  States  Steel  Corporation,  in  dividends  a  total 
of  $3,490,000  in  eight  years  on  retail  supplies  sold  almost  wholly  to 
its  own  employees. 

The  folio wiog  table  shows  these  dividends  in  detail: 

Dividendt  deekred  by  Union  Supply  Co, 


Dftte  ofmeeliziK  wliflo  dedvad. 


L  1U7S7.19Q3. 
I  Sept.  9,1908. 
1  Decs,  ins. 


1  Mar.  38, 1904.. 
5.  7Tme22, 1904., 
lAnc.  34,1904.. 
7.  Oct  26, 1904.. 
&!>«.»,  1904.. 


9.  PebL23,1909.. 

IOl  Hay  34,1906.. 
U  Jii]j30,1906.. 
U  Aug.  a,  1906.. 

13.  S^t.  27, 1906. 

14.  Get  38. 1906.. 
Ik  Nov.  It,  1996.. 


11 

17.  FdK  21, 1906. 

'^  Mar.  21, 1906. 

Apr.  18, 1006. 

10^16,1906. 

JoiM  20, 1906. 


11 
11 

21 
SL 


a.  July  18, 1906.. 
8.  Aug.  15, 1906.. 
M.  Bcpl  19, 1906. 
&  8^»t  37, 1906. 
%  Nov.  31,1906.. 
v.  I)cB^30,1906.. 


&  Jan.  0,1907.. 
A  Fab.  30, 1907. 
31  Mar.  30  1907. 
3L  May  16, 1907. 
&  Ji|]ial9,1907. 
a.  Inly  17, 1907. 
U.  Ai«.  21, 1907. 
38.  Sept.  18, 1907. 
31  Nov.  30, 1907. 
17.  Dflo.  18, 1907. 


Per 
cent 


10 
20 
20 


10 
10 
10 
10 
10 


10 

15 

15 

20 

7 

7 

7 


7 
7 
7 
7 

16 
8 


10 


10 
8 
9 


8 

8 
8 

10 
8 

16 
8 
8 
8 

13 


Axnomt 

fardlvl- 

dendfl. 


660,000 
100,000 
100,000 


250,000 


60,000 
60,000 
60,000 
60,000 
60,000 


350,000 


60,000 
75,000 
75,000 
100,000 
35,000 
35,000 
85,000 


406,000 


85,000 
85,000 
35,000 
35,000 
75,000 
40,000 


365,000 


80,000 
40,000 
40,000 
60,000 
40,000 
45,000 


660,000 


40,000 
40,000 
40,000 
80,000 
40,000 
80,000 
40,000 
40,000 
40,000 
60,000 

600,000 


Date  of  maetlng  when  declared. 


38.  Jan.  15, 1908... 

39.  Feb.  19,1906.. 
4a  Apr.  15,1906.. 

41.  May  30, 1908.. 

42.  July  15, 1908.. 

43.  Bept  16, 1908.. 

44.  Not.  18,1908.. 


45.  7an.13.1909.. 

46.  Feb.  17, 1900. 

47.  Apr.  21, 1900. 

48.  May  10, 1900. 
40.  June  16, 1909. 
60.  July  31. 1900. 

51.  Aug.  18, 1909. 

52.  Bept  15, 1909. 

53.  Got  30. 1909. 

54.  Nov.  17, 1909. 

55.  Dec  15, 1909. 


56.  Jan.  13. 1910.. 

57.  Feb.  16, 1010. 

58.  Mar.  16, 1910. 
50.  Ajv.  30, 1910. 

60.  May  18, 1910. 

61.  June  15, 1910. 
63.  July  19, 1910. 

63.  Aug.  17, 1910. 

64.  Bept  31, 1010. 

66.  Oct  10,  1910.. 
66b  Nov.  16, 1910. 

67.  Deo.  31, 1910. 


68.  Jan.  24, 1911. 

69.  Mar.  15, 1911 . 

70.  Apr.  19,1911. 

71.  May  17, 1911. 

72.  June  21, 1911. 
78.  July  18. 1911. 

74.  Aug.  16, 1011. 

75.  Sept  30, 1911. 


II 


Per 
oent 


8 
8 
8 
8 
8 
16 
8 


8 


8 
8 
8 
8 
8 
8 


8 
8 
8 
18 
8 
8 
8 
8 
8 
8 
8 
8 


8 
8 
8 
8 
8 
8 
8 
8 


Amount 

fordivl- 

denda. 


840,000 
40,000 
40,000 
40,000 
40,000 
80,000 
40,000 


830,000 


40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


440,000 


40,000 
40,000 
40,000 
80,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


530,000 


40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


830,000 
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OWmSBSHIP  OF  COHlCOSr  0ABBIBB8. 

The  Steel  Corporatioiii  in  the  conduct  of  its  business,  has  obtained 
control  of  various  railway  and  steamship  lines  by  which  its  raw 
material  is  transported  from  the  ore  beds  of  the  Northwest  to  the 
plants  of  the  corporation.  Much  of  the  ore  consumed  by  the  con^ 
petitors  of  the  corporation  is  carried  over  these  various  lines  of 
transportation.  These  transportation  facilities  are  of  three  dasses, 
vizy  railroads,  lake  vessels,  and  docks  for  the  transshipment  of  ore 
from  vessels  to  railways. 

The  corporation  owns  two  railroads  operating  in  the  lake  ore-min- 
ing district,  known  as  the  Mesabi  Range,  viz,  The  Duluth,  Missabe 
&  Northern  Railway  and  the  Duluth  &  Iron  Range  Raihx>ad.  It 
likewise  owns  the  largest  fleet  of  ore-canying  vesseb  of  the  Great 
Lakes,  which  is  operated  under  the  name  of  the  Pittsburgh  Steam- 
ship Co.  At  the  ports  upon  Lake  Erie  it  owns  or  operates  docks  for 
the  transshipment  of  ore  destined  for  points  beyond,-  the  more  im- 
portant of  which,  perhaps,  is  the  Pittsburgh  &  Conneaut  Harbor. 
This  dock  handles  all  the  ore  moved  over  the  Bessemer  &  Lake  Erie, 
likewise  owned  by  the  corporation,  which  railroad  furnishes  the  means 
of  carrying  the  ore  from  the  lake  port  to  the  Pittsburgh  district, 
where  it  is  turned  over  to  the  Union  Railroad,  a  belt  Une  and  another 
subsidiary  of  the  Steel  Corporation,  which  serves  its  various  plants 
in  that  district. 

In  addition  to  the  lines  of  railway  the  corporation  has  other  im- 
portant railway  properties  which  are  useful  in  transporting  ore,  par- 
ticularly in  the  Chicago  district  where  it  owns  the  Elgia,  Joliet  & 
Eastern,  which  railroad  has  absorbed  and  now  operates  what  was 
formerly  known  as  the  Chicago,  Lake  Shore  &  Eastern,  forming  the 
connection  with  the  docks  and  plants  of  the  corporation  in  the  vicinity 
of  Chicago  and  with  trunk  lines  east  and  west. 

The  corporation  also  owns  several  terminal  lines  at  other  points, 
viz.  The  Newburgh  &  South  Shore  at  Cleveland,  Ohio,  the  Lake 
Terminal  at  Lorain,  Ohio,  and  the  Birmingham  Southern  at  Bir- 
mingham, Ala. 

Through  these  various  lines  the  corporation  is  able  to  transport  its 
ore,  or  the  great  bulk  of  it,  from  the  mines  to  the  blast  furnaces.  For 
instance,  taking  the  year  1910,  there  were  transported  that  year 
45,000,000  tons  of  ore  from  the  Northwest  or  lake  region  of  which 
the  corporation,  by  its  two  railroads  in  the  ore  territory  moved 
28,000,000  tons,  or  67  per  cent.  During  that  same  year  the  corpora- 
tion carried  over  its  water  line  about  50  per  cent  oi  the  ore.  In  the 
Pittsburgh  district  practically  all  the  ore  used  by  the  corporation 
is  hauled  over  its  own  line  of  railway — ^Bessemer  &  Lake  Erie — ^from 
Conneaut  Harbor. 

The  making  of  rates  upon  ore  is  by  agreement  among  the  railroads, 
and  though  a  denial  has  been  entered  that  the  corporation  rail  lines 
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haTe  been  parties  to  the  makixig  of  such  rates,  the  fact  remains 
that  they  have  been  beneficiaries  of  high  rates  which  have  been 
maintained  upon  ore,  both  in  the  initial  haul  to  the  docks  at  Duluth 
and  in  the  final  transportation  from  the  docks  on  Lake  Erie.  There 
has  been  no  consistency  in  these  rates  as,  for  example,  the  Pittsburgh 
territory  is  chained  96  cents  for  an  approximate  haul  of  135  miles 
while  Whedingy  distant  160  mileS;  is  charged,  via  the  same  lines, 
but  60  cents  per  ton.  Of  course  to  the  extent  that  an  unreasonable 
and  highly  profitable  charge  is  made  upon  ore  by  the  various  carriers 
to  that  extent  is  the  Steel  Corporation  benefited  when  it  transports 
its  own  ore,  thereby  reaping  the  profit  which  accrues  upon  the  rail  or 
water  movement.  Various  estimates  have  been  made  as  to  the 
actual  benefit,  as  reflected  in  the  cost  of  producing  a  ton  of  pig  iron, 
which  the  Steel  Corporation  has  profited  by  reason  of  its  ownership  of 
transportation  lines.  Just  what  the  actual  figures  may  be  as  to  the 
advantage  of  the  corporation  in  this  regard  is  not  so  important  as  is 
the  undisputed  fact  that  it  does  have  a  conceded  advantage  over 
its  competitdrs  by  reason  of  its  ownership  of  these  lines  of  transpor- 
tation. As  illustrating  this  fact  it  may  be  said  that  the  rates  for 
transporting  ore  by  rail  from  the  mines  to  upper  lake  ports  were, 
until  June,  1911,  80  cents  and  $1  per  gross  ton  over  the  respective 
Unes  of  railroad  owned  by  the  corporation.  These  rates  have  since 
been  reduced  and  leveled  to  60  cents  ,per  gross  ton,  which  is  a  plain 
confession  of  the  fact  that  these  rates  have  been  exorbitant  in  the 
past.  It  is  fairly  dedudble  from  the  public  reports  of  these  lines 
that  the  60-cent  rate  is  still  excessive. 

The  profits  of  the  steamship  line  and  the  dock  company  at  Conneaut 
are  shown  by  the  record  to  be  excessive.  Particularly  is  this  true  of 
the  profit  on  the  dock,  which  is  grossly  out  of  proportion  to  the  cost 
of  conducting  the  business  and  a  fair  return  upon  the  value  of  the 
property  used  therefor.  Likewise  we  may  say  that  the  profits  for  the 
carriage  of  this  ore  over  the  Bessemer  &  Lake  Erie  and  its  terminal, 
the  Union  Railroad,  are  unjustifiable.  The  benefits  due  to  the  owner- 
ship and  operation  of  these  transportation  lines  is  clearly  reflected  in 
the  earnings  of  the  corporation  and  may  be  traced  through  all  its 
operations  imtil  it  finally  reaches  the  form  of  a  dividend. 

Lidependent  competitors  of  the  Steel  Corporation  have  complained 
bitterly  against  the  corporation's  operation  of  transportation  lines, 
and  have  made  it  clear  that  the  advantage  which  is  derived  by  the 
corporation  as  a  result  of  such  ownership  is  a  serious  handicap  to  them 
in  the  competitive  market.  There  is  no  question  that  public  interest 
requires  a  segregation  of  railroads  and  the  Steel  Corporation.  The 
control  of  such  public  agencies  by  an  industrial  corporation  carries 
with  it,  in  addition  to  the  advantages  which  this  record  discloses, 
possibilities  of  even  greater  abuses. 
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By  reason  of  the  ownership  of  the  Union  Raibx)ad  in  the  Pittsburgh 
district  the  corporation  derives  an  allowance  out  of  the  rate  on  all 
conunodities  inbound  and  outbound  from  the  mills  of  the  corporation. 
Upon  raw  materials  for  use  at  the  plants  of  the  corporation  the  Union 
Railroad  receives  10  cents  per  ton  and  on  all  finished  materials  out- 
bound from  the  mills  the  railroad  receives  15  cents  per  ton. 

By  substituting  the  Bessemer  &  Lake  Erie  for  the  Union  Railroad, 
as  convenience  or  interest  may  suggest,  that  railroad  company  receives 
a  percentage  of  the  rate  on  outbound  shipments  from  the  corporation's 
mills,  amounting,  in  some  instances,  to  a  veiy  substantial  part  of  the 
rate. 

The  Elgin,  Joliet  &  Eastern  also  receives  rate  divisions  on  raw 
materials  destined  for  the  Steel  Corporation  far  in  excess  of  what  the 
Interstate  Commerce  Conunission  has,  after  investigation,  said  is  fair 
and  just  compensation,  and  much  greater  than  is  received  by  the 
Indiana  Harbor  Belt,  a  railroad-owned  terminal,  for  an  identical 
service.  The  record  suggests  many  devices  and  practices  which, 
while  they  may  not  all  be  strictly  in  violation  of  the  Federal  act  to 
regulate  commerce,  nevertheless  result  in  unfair  advantages  to  the 
corporation.  It  is  only  fair  to  say  that  the  ojficials  of  the  trunk 
lines  are  not  willing  parties  to  these  practices,  but  are  either  induced  by 
self-interest  or  fear  of  loss  of  traJBic  to  concede  advantages  or  else  are 
forced  by  reason  of  competitive  conditions  to  make  these  concessions. 

With  respect  to  the  strictly  terminal  lines  owned  by  the  corporation,  a 
reference  to  the  statistics  in  the  record  of  these  terminal  lines  will  show 
that  their  business  is  almost  entirely  the  business  of  the  industry  owning 
them,  and  they  derive  an  immense  revenue  for  handling  their  own 
traffic,  which  must  necessarily  yield  to  the  owner  a  profit  entirely 
out  of  proportion  to  the  cost  of  performing  the  service.  Here  again 
the  carria^  have  been  struggling  with  the  proposition  of  how  to 
curtail  the  terminal  road  in  its  demand  for  divisions  of  rates. 

Efforts  have  been  made  to  ascertain  from  the  various  viewpoints 
as  to  how  industrial-owned  terminals  should  be  treated.  There  is 
in  the  record  the  opinions  of  shippers,  traffic  experts,  high  railway 
officials  and  of  the  Interstate  Commerce  Commission,  all  of  whom 
condemn  the  practice  of  making  allowances  to  industrial-owned 
terminal  roads  and  each  of  them  suggest  a  separation  of  such  in- 
terests. 

It  seems  that  there  is  necessity  for  a  more  definite  rule  of  law  to 
guide  the  Interstate  Conunerce  Commission  in  determining  how  these 
roads  shall  be  regarded  and  how  they  shall  be  treated. 

Necessarily  in  this  report  it  is  impossible  to  set  forth  all  the  specific 
examples  of  the  benefits  derived  by  the  corporation  from  its  owner- 
ship and  operation  of  transportation  lines,  or  to  point  out  all  the 
^ossibiUties  for  mischief  which  might  accrue  by  reason  of  such  con- 
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trol  of  lines,  in  view  of  its  ability  under  the  statute  to  control  the 
routing  of  its  shipments.  The  immense  tonnages  of  tiie  corporation 
running  high  into  the  millions  and  meaning  vast  sums  of  money 
to  caniersy  taken  in  connection  with  the  power  of  the  corporation 
to  route  such  shipments  and  the  fact  that  it  owns  railroads  which 
may  be  beneficiaries  of  the  power  of  the  corporation  to  demand  and 
receiye  percentages  of  rates,  and  through  various  other  devices,  is 
8uj£cient  to  indicate  the  great  importance  of  this  subject.  The 
record  is  replete  with  positive  affirmations  of  this  character,  as  well 
as  with  suggestions  from  which  inferences  may  be  easily  drawn. 

It  was  also  developed  in  the  record  that  when  Congress  inserted 
the  ''oommodities  clause"  in  the  act  to  regulate  commerce  it  aimed 
only  at  one  feature  of  the  proposition.  Though  the  statute  seems 
to  have  miscarried,  as  it  was  formed  it  only  forbade  railroads  from 
owning  industrials.  The  record  of  this  investigation  suggests  that 
irhen  that  statute  is  reconstructed  it  should  likewise  forbid  an  indus- 
trial from  owning  a  railroad  as  far  as  Congress  has  power.  The  two 
branches  of  business  are  clearly  distinct  and,  for  the  common  good, 
should  be  entirely  divorced  each  from  the  other.  If  there  is  any 
economic  reason  why  an  industrial  should  own  a  rail  line,  the  bene- 
fits of  which  come  to  the  industry  by  reason  of  such  economy  will  be 
sufficient  without  making  it  allowances  out  of  the  rates  of  the  regular 
carriers.  This  suggests  that  the  difficulty  has  been  in  determinii^ 
just  what  duty  the  carrier  owes  and,  therefore,  what  it  might  be 
required  to  perform  in  connection  with  making  deliveries  to  or 
receiving  shipments  from  industrial  plants.  As  far  as  it  is  possible 
under  the  Constitution  this  ought  to  be  obviated  by  an  amendment 
to  the  statute  forbidding  any  industrial  from  receiving  any  part  of  a 
rate  as  compensation  for  any  services  performed  by  it. 

The  su^estions  herein  are  but  another  step  toward  the  eradi- 
cation of  we  evils  whidi  have  ^wn  up  in  transportation  and  as  a 
result  of  our  remarkable  inaustrial  development.  That  it  is 
an  evil  seems  to  admit  of  no  denial.  The  practice  is  complained 
against  by  aU  parties  except  the  inunediate  beneficiaries  thereof. 

The  evil  effect  of  the  ownership,  operation,  and  manipulation  of 
oonmion  carriers  by  industrial  corporations  has  attracted  the  atten- 
tion of  the  Interstate  Commerce  Commission.  The  fact  that  so 
many  of  the  practices  the  commission  unequivocally  condemns  are 
not  at  present  specifically  prohibited  by  law  is  in  itself  abundant 
proof  that  the  laws  regulating  the  operation  of  railroads  by  such 
concerns  need  inunediate  and  radical  revision.    Says  the  oonmiission: 

The  evils  most  difficult  to  detect  and  to  prove  to-day  are  those 
arising  out  of  the  community  of  interest  of  certain  carriers  and 
industrial  corporations.  The  ownership  of  industrial  corpora- 
tions by  earners  and  of  carrier  corporations  by  industrials  is 
frequently  taken  advantage  of  to  d^eat  that  equality  between 
shippers  which  the  act  contemplates.    This  is  accomplished  by 
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unreasonable  division  of  joint  rates  forced  upon  the  carrier  by 
powerful  shippers  who  control  industrial  railroads.  Such  ar- 
rangements may  be  legal  in  form,  althou£;h  certainly  ill^al  in 
effect.  We  find  that  a  certain  number  of  large  industrial  con- 
cerns control  tracks  and  terminal  facilities  nominally  owned  by 
small  railroad  corporations  which  do  not  rise  to  the  dignity  of 
common  carriers,  out  which  are  treated  as  such  by  the  connect- 
ing carriers.  As  a  result  the  connecting  carriers  make  a  switch- 
ing allowance  or  a  division  of  the  joint  rates  to  such  terminal 
lines,  which  practice  unquestionably  results  in  the  discrimina- 
tion and  places  the  industrial  at  an  advantage  in  the  market. 
Another  form  of  discrimination  is  found  in  the  leasinjg  of  prop- 
erty by  carriers  to  shippers  for  a  nominal  consideration  with  a 
further  agreement  that  all  shipments  made  by  the  lessee  shall  be 
routed  over  the  lines  of  the  lessor,  etc. 

A  thorough  understanding  of  the  inequitable  advantages  which 
accrue  from  industrials  owning  or  operating  conmion  carriers  over 
less  fortunate  competitors  can  be  best  understood  by  a  study  of 
concrete  instances. 

As  has  been  shown,  the  great  mass  of  available  ore  is  fotmd  in  the 
Lake  Superior  district  and  the  greater  part  of  this  ore  is  taken  from 
the  Mesabi  and  VermiUon  Ranges.  The  only  outlet  for  this  ore  is 
over  the  Qreat  Northern,  the  Duluth  &  Iron  Range,  and  the  Duluth 
&Mis8abe  Railroads.  The  Duluth  &  Iron  Range  and  the  Duluth 
&  Missabe  are  both  the  property  of  the  United  States  Steel  Cor- 
poration. The  close  relation  previously  existing  between  the  Hill 
interests  and  the  United  States  Steel  Corporation  has  already 
been  discussed  at  length.  Until  very  recently  the  rate  over  all  of 
these  roads  was  80  cents  a  ton.  This  ore  is  shipped  from  the  docks 
at  Superior,  Two  Harbors,  and  Duluth.  The  bulk  of  this  ore  is 
then  transported  from  these  docks  by  water  to  points  commonly 
known  as  the  lower  lake  ports — Conneaut,  Erie,  and  Ashtabula. 
The  ore  destined  for  the  Steel  Corporation's  milL»  is  in  the  main  trans- 
ported by  the  Bessemer  &  Lake  Erie.  It  will  be  seen  that  the 
corporation  owns  facilities  for  the  transportation  of  its  ore  from 
the  time  it  leaves  the  mine  until  it  reaches  the  blast  furnace. 

The  cost  of  transporting  this  ore  over  its  own  roads  and  steam- 
ships is,  of  course,  not  measured  by  any  freight xate  but  by  the  actual 
expense  incident  to  the  operation,  and  where  the  corporation  handles 
a  like  traffic  for  its  competitors,  an  excessive  charge  is  essentially  a 
tribute  levied  upon  those  who  are  forced  to  make  use  of  the  trans- 
portation faciUties  of  the  Steel  Corporation.  The  capitalization, 
operation,  and  profits  of  these  roads  are  given  in  detail  in  statements 
made  to  the  Interstate  Commerce  Commission.  An  inspection  of 
these  statements  reveals  the  immense  profits  earned  by  these  ore 
roads  during  the  last  ten  years.  These  statements  showing  the  capi- 
talization, operating  expenses,  revenues,  and  income  of  the  Duluth 
&  Missabe,  the  Duluth  &  Iron  Range,  and  the  Pittsburg,  Besse- 
mer &  Lake  Erie  Railroads  are  as  follows: 
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SiaUmenl  compiled  fiom  annual  reportM  of  Duhdh,  MUaabe  4c  Northern  Ry.  Cb., 

1911  to  1902. 


Item. 


1911 


1010 


1009 


1906 


Capftel  stoA  oatstandliig  at  end  of  year. 

Fanded  debt  OQtrtaadlug  at  end  of  year. ... . 
Btnsle-tnck  mileage  owned  at  end  of  year, 

mainline. 

SInsla-tiMk  milaage  owned  at  end  of  year, 

Imaahee  and  spurs 

Totnl  ifngte-traek  mileage  operated  at  end  of 


Total  operating  revenges 

Tpital  openting  expenses 

Total  net  rerenoe 

Ket  corporate  inoome . .. .  .^. 

fraitt  net  oorponte 


$4,112,600 
S13|  101,000 

IMwSi 

139.00 

828.84 

810,233,143.45 

84,158,871.72 

80,074,271.73 

84,594,870.48 


^pwdt  and'toae 
D^fidends 


lor  year  oanied  forward  to  credit  of 


declared  from  surplus. 


Rata  per  cent  of  dlTidend 


84,504,876w48 

85,140,026.00 

125 


84,112,500 
813,101,000 

168.86 

127.06 

297.81 

814,066,994.08 

14,281,966.54 

80,894,029.14 

88,494,097.56 


84,112,600 
813,101, 


.: 


),  494, 097.56 

),  870, 000. 00 

240 


108. 
118.17 

9flR  CM 

810,124,856.82 
83,389,481.69 
86,725,378.18 
85,814,212.69 

800,846.84 

85,723,867.25 
85,963,125.00 

145 


84,112,600 
89,048,000 

108.86 

108.80 

278.18 
»,869, 135.88 
1,541,684.40 
(,846,501.53 
(,028,286.80 


86,028,286.30 

84,623, 75a  00 

110 


Item. 


Ckpital  stock  oatstand- 
iog  at  end  of  year 

FniMted  debt  outstand* 
iziE  at  end  of  year . . . . 

Slngla-trsck  mileage 
owned  at  end  of  year, 
main  line. 

SIngie-tiaok  mileage 
owned  at  end  of  year, 
btaasfaes  and  spozB... 

Total  single-track  mUe- 
operated  at  end 


y. 


Te^^grosi  earnings 
ftom  operation. ..... 

Total   operating  e  x- 


Ineome  from  operation. 

Nettnoome , 

DiWdcDds. 

Rate  per  cent  of  divi- 


Sorptas    frwn    opera- 
tloBsof  year 


1907 


84,112,500 
80,043,000 

4&62 

195.95 


246.47 
810,961,803.61188 


84,215,170. 

86,706,723.27 

86,738,686.17 


}■ 


85,738,686.17 


1906 


84,112,500 
80,043,000 

4&62 

190.19 

187.71 
,368,489.01 


3482 


,977,746.83 
85,390,742.18 
84,291,706.36 
83,403,750.00 
110 
40 

8887,056.36 


1906 


82,512,500 
88,323,000 

48.62 

132.35 

182.87 


84,050,671.20 
83,194,934.09 


1904 


82,612,500 
88,323,000 

48.62 

120.94 


171.46 
86, 333, 817. 49)88, 701, 416. 85 


82.283,146.2981,836,484.51 


83,194,934.09 


6682, 


81,864,032.34 

81,142,431. 

83,768,750.00 

160.00 


1008 


82,512,500 
88,323,000 

48.02 


112.71 

163.23 
85, 116, 53a  01 


81,001,284.33 
83,215,945. 
,396,665.00 


82, 626, 318. 34  82, 396, 655. 00 


1908 


82,512,600 
88,323,000 

48.01 

10188 

16185 
83,755,416.21 


6882 


81,478,526.30 
,278,890.91 
81.489,283.44 
81,507,500.00 

60.00 
818,216.56 


Statement  compiled  from  annual  reporti  of  the  Duluth  ds  Iron  Range  R.  R.t  1911  to 

1902. 


Item.    • 


Capital  stock  outstanding  at  end  of  year 

Pimded  debt  outstanding  at  end  of  year 

Stngla-track  mileage  owned  at  end  of  year, 

mainline 

Sfngle-txack  mileage  owned  at  end  of  year, 

brapcbes  and  spurs 

Total  single-track  mileage  operated  at  end  of 


Total  operating  revenues 

Total  operating  expenses 

Total  net  revenue 

Net  corporate  income 

Other  (usbunemente  from  net  corporate  Income. 
Balance  for  year  carried  forward  to  credit  of 

profit  and  loss 

Dividends  declared  from  surplus 

Rate  per  cent  of  dividend 


1911 


83,000,000 
813,151,000 

100.88 

71.73 

263.41 
87, 430, 835.  OS 
83,211,858.42 
$4,219,476.66 
$3,098,558.81 


$3,098,558.81 

$4,050,000.00 

135 


1910 


$3,000,000 
$13,151,000 

168.45 

63.02 

232.27 
$9,597,773.83 
$3,540,742.42 
$6,057,031.41 
$4,438,651.04 


84,438,651.04 

$3,000,000.00 

100 


1909 


$3,000,000 
$13,151,000 

167.78 

56.08 

224.61 
$6,915,368.92 
$2,606,276.24 
$4,220,002.68 
$2,864,028.04 
876,051.41 

$2,788,876.63 

$4,350,000.00 

145 


1908 


$3,000,000 
$13,151,000 

107.78 

61.51 

230.09 
86,987,821.48 
$2,765,262.10 
$3,502,509.38 
82,284,645.42 
$217,182.98 

82,067,402.44 

$3,600,000.00 

120 
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Statement  oompQei  from  anmud  fjporU  of  (kn  DvhiA  de  Bxm  Range  R.  R.^  1911  to 

190t — Contiiiued. 


Item. 


1007 


1906 


1906 


1904 


1902 


Capttal  stock  cmtsUnd- 
ing  at  end  of  yev 

Fonded  debt  oatstud- 
los  at  end  of  yeer 

Bingie  -  tnek  mileege 
owned  at  eod  of  year, 
main  line 

Bingle-traek  mtlMffi 
owned  at  end  of  year, 
teanoliee  and  RHizB.... 

Total  stasle-tnck  mile- 
ace  opaisted  at  end  of 


t3,0QO,O00|     t3,000,OOQ|      9S,0Q0,0qp 

L,  232, 000 


tU|2a2,000 


101.06 


Total    grosB    eamlngi 
lh»n  operation 

Tnoome  from  operation. . 

New  income 

DiTidenda 

Rate  per  omt  of  di-ri- 

dend 

Surplus  from  operations 

oryear 


211.  Oi 


011,282,000     HI 


lOLoa 


101.06 


J.  77 


SU.OB 


S8,171, 404. 00  r,7S7,0U.H96, 710,661 
93,r4,320.0e  t2,675,817.0nt2,234, 
S4, 897, 163. 34  06. 132, 318. 81»4, 486, 236. 87 
33,436,807.33  33, 778,  OK.  OqOS,  109,333. 
33,160,000. 


33,486,807.83 


106 


38,000,000 
|U,238,000 

10L09 

00.77 


38,000,000 
8U,2S2, 

ML 


211.08 


03,000, 


210. 


ov  ev. 


083, 2U.  83  86, 031 ,  878. 90  06, 984, 8BB.  96 

444.97181,839,014.81 32,262,636.07  82, 166,234. 49 

82. 164,201.0SI  83.779,243.83  83,770,088.76 

,032,047.7688,606,170.6682,013,408.07 

84,600,000100 |n,800,OOQLaD 


U31, 


87. 


nOLTS 


160 


80»,O88.O0  33,100,833.U  88,487,Oe2L26|0^606,17QLi6 


Statement  oompiUd  from  amnMol  repcrte  of  the  Beetemer  &  Lake  Erie  R.  R.  Oo^ 

1911  to  190t. 


Item. 


lOU 


1010 


Coital  stock  OQtstandinf  at  end  of  year 

Funded  debt  outstandiBf  at  end  of  year 

Slnzle-track  mileage  owned  at  end  of  year— main 
line 


Total  aingle-tradk  mlleace  operated  at  end  of  year 

Total  operating  rsvenues 

Total  operating  expenses 

Total  net  revenue 

Net  corporate  income 

Other  disbursements  from  net  corporate  income 
Balance  for  year  canied  forward  to  credit  of 

profit  and  loss 

Dividends  declared  from  surplus 

Rate  per  cent  of  dividend 


8600,000 
84,640,000 

8.87 

212.M 

87,618,828.00 

84,839,321.20 

82.679,306.74 

3499,600.06 


8600,000 
84,080,000 

8.87 
213.41 
87,888,081.31 
84,160,603.80 
03,728,367.61 
81,072,629.99 


8800,000 
84,070,000 

8.87 

210.06 

86,000,464.10 

83,640,968.60 

82^619,406.67 

8779,339.81 


8800^000 

210.06 
86,382,048.30 


82.128,110^48 
8404,180.88 
8630^000.00 


8409,600.96 

8760,000.00 

160 


81|072,620.99 

8760,000.00 

160 


8779,330.81 

8360,000.00 

60 


Item. 


Oapltal  stock  outstand- 
ing at  end  of  year 

Funded  debt  outstand- 
ing at  end  of  year 

Sin^e-tzBck  mileage 
owned  at  end  of  year— 
main  yn^ 

Total  single-track  mile- 
age operated  at  end  of 
year 

Total  gross  eandngs  from 
operation 

Total  operating  expenses 

Income  fhun  operation . . 

Net  income 

Dividends 

Rate  per  cent  of  divl- 
dend 

Bmplus  fhmi  operations 
oiyear 


1907 


8600,000 


1900 


3600,000 


88,630,000      32,430,000 


8.87 


210.06 


86,399,323.16 

83,341,022.80 

83,067,700.36 

8600,903.08 

8800,000.00 


40 
1,903.03 


&87 


210.60 


86,908,030.39 

82312,493.44 

82,886,646.96 

8839,318.00 


8830,318.00 


1906 


8600,000 

81,306,000 

8.87 

212.00 

86,128,961.28 

83,488,370.88 

82,086,674.40 

8048,472.81 

8260,000.00 

60 

8096,472.81 


1904 


8600,000 
81,870^000 

8.87 

944.28 

88,600,613  JO 

82,047,622J9 

nj612,990.40 

K8O,208.Ol 

8600,000.00 

100 

8343,790.89 


1908 


fB0Bj,090 
81»37Q^OO0 


2I0.M 

84,273,004.88 

88,479,970^0 

81.798,008J2 

062,20^ 


8800^000 
81,000^000 

8L87 


8268,242.41 


88,414,3n.78 
81,746367  J7 


8828,660.88 
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It  requires  2  tons  of  ore  to  make  1  ton  of  pig  iron.  Assuming 
that  an  independent  concern  located  near  Pittsburgh  or  compelled 
to  ship  its  ore  as  far  as  Pittsburgh  required  2  tons  of  ore  from  the 
Messabe  Range,  it  would  be  compelled  to  pay  for  the  transportation 
of  that  ore,  first,  60  cents  per  ton  from  the  mine  to  the  dock.  The 
cost  of  transporting  this  ore  is  24  cents  a  ton  (see  Hearings,  p.  4814). 
The  difference  between  the  cost  of  transporting  the  2  tons  of  ore 
used  by  the  Steel  Corporation  and  the  same  amount  by  an  independ- 
ent concern  would  be  72  cents.  This  72  cents  is  paid  out  of  the  pocket 
of  the  independent  concern  and  irUo  that  of  the  Steel  Corporation^  and, 
as  explained  by  Mr.  Kennedy,  an  independent  must  for  that  reason, 
competing  sharply  with  the  Steel  Corporation,  produce  his  pig  iron 
at  SI. 14  less  per  ton  in  order  to  equalize  this  difference  in  the  freight 
rate. 

For  transporting  this  ore  over  its  steamship  lines,  the  Steel  Corpora- 
tion chaises  60  cents  per  ton.  The  steamship  company's  profit  on 
the  transportation  of  this  ore  is  24^  cents  per  ton  (Hearings,  p.  4834), 
or  49  cemts  for  the  2  tons. 

At  the  lower  lake  ports  there  is  a  docking  charge  of  from  17  to  25 
cents,  12.7  of  which  is  profit  (see  pp.  4841-4842  of  Hearings).  The 
bulk  of  this  charge,  however,  is  absorbed  in  other  rates.  The  rate  on 
ore  from  Conneaut  to  Pittsburgh  is  96  cents  per  ton.  The  cost  of 
transporting  this  ore,  according  to  the  testimony  of  Senator  Oliver, 
who  is  thoroughly  acquainted  with  the  operations  of  this  road,  is  26 
cents  per  ton.  By  a  report  made  by  the  general  manager  of  the 
Bessemer  &  Lake  Erie  for  the  year  1910  the  average  cost  of  transport- 
ing a  ton  of  freight  over  that  road  was  30.94  cents  (and  over  60  per 
cent  of  all  the  freight  on  this  road  is  ore  transported  from  (Donneaut 
to  Pittsburgh),  and  the  cost  of  transporting  ore  on  the  whole  is  much 
less  than  that  of  other  freight.     (See  testimony  of  Freer,  p.  4854.) 

Thus  it  will  be  seen  that  there  is  a  difference  of  not  less  than  $3 
per  ton  in  the  actual  cost  of  assembling  the  ore  required  for  one  ton 
of  pig  iron  at  a  blast  furnace  in  Pittsburgh  to  the  Steel  Corporation 
and  its  competitor,  to  say  nothing  of  any  advantage  that  the  Steel 
Corporation  might  possess  by  virtue  of  similar  advantages  in  assem- 
bling the  coke  and  limestone  necessary  to  convert  this  ore  into  pig 
iron.  This  difference  in  the  cost  of  transportation  gives  to  the  Steel 
Corporation  a  masteiy  over  competitors  who  are  not  in  the  railroad 
and  steamship  business  and  the  Steel  Corporation  is  to-day  the  only 
manufacturer  of  iron  and  steel  products  which  owns  and  operates 
an  extensive  railroad  system. 

An  advantage  of  $3  a  ton  in  the  assembling  of  raw  material  is 
equal  in  many  instances  to  the  entire  profit  to  the  independent  from 
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the  manufacture  of  steel  in  all  its  processes  from  the  raw  material  to 
the  finished  product. 

For  the  last  10  years  the  net  profits  per  ton  of  steel  produced 
by  the  Steel  Corporation  have  ranged  between  $10  ana  $16  per 
toU;  the  latter  figure  having  been  reached  in  the  first  few  years 
of  the  company's  existence.  For  the  last  year  the  net  profit 
per  ton  has  not  been  much  over  $12.  On  the  basis  of  present 
prices  the  net  is  close  to  $11. 

While  the  net  earnings  per  ton  of  steel  produced  by  the  Steel 
Corporation  has  ranged  between  $10  and  $16  per  ton,  t^e 
independent  steel  companies  have  not  fared  so  well.  Several 
of  the  independents  have  not  been  able  to  show  much  over  $4 
per  ton.  The  highest  was  approximately  $7  per  ton,  by  a  small 
western  independent  company,  whose  properties  represent  actual 
cash  paid  in. 

It  is  not  maintained  that  the  Steel  Corporation  should  be  required  to 
transport  freight  for  its  competitors  at  actual  cost.  It  is,  however,  of 
vital  interest  to  know  just  what  is  the  difference  in  the  cost  of  trans- 
portation of  raw  material  to  this  concern  and  to  its  competitors. 
That  the  rate  is  excessive  there  can  be  no  doubt.  The  ratio  of  the 
operating  expenses  of  the  Duluth,  Missabe  &  Northern  in  1910  was 
30  per  cent,  as  against  66  per  cent  for  all  other  roads,  and  that  of  the 
Duluth  &  Iron  Range  was  only  26.5  per  cent. 

There  is  nothing  in  the  physical  conditions  attending  this  traffic  or  in 
the  character  of  the  freight  hauled  to  justify  the  rate  chained.  The 
Mesabi  Range  extends  along  a  ridge  or  elevation  about  900  feet  above 
the  level  of  Lake  Superior,  and  on  an  average  of  75  or  80  miles  from 
it.  The  intervening  territory  forms  a  gradual  incline  to  within  a 
short  distance  of  Lake  Superior,  where  the  fall  becomes  more  abrupt, 
to  within  a  few  miles  of  the  lake  the  grade  is  almost  entirely  with  the 
load  from  the  mines  to  the  docks  at  Duluth,  Two  Harbors,  and 
Superior,  one  engine  hauling  from  60  or  70  to  as  much  as  120  cars. 
The  great  density  of  the  traffic  on  these  roads  is  the  more  extra- 
ordinary since  they  are  operated  only  about  six  months  in  the  year, 
approximately,  during  the  season  of  open  navigation  on  the  lakes. 

In  1910,  the  year  mentioned  by  Mr.  Freer  in  his  testimony,  the 
Duluth,  Missabe  &  Northern  Railroad  transported  17,292,112  tons 
of  ore  (see  Hearings,  p.  4795) ;  the  Duluth  &  Iron  Range  tri^isported 
11,317,260  tons.     (See  Hearings,  p.  4805.) 

As  will  be  seen  from  the  accompanying  table  the  cost  of  transport- 
ing this  freight  over  the  Duluth,  Missabe  &  Northern  was  a  little  over 
$4,000,000,  while  the  net  revenue  derived  from  the  operation  was 
exceeding  $9,800,000,  the  road  declaring  a  dividend  of  240  per  cent. 

On  the  Duluth  &  Iron  Range,  the  cost  of  transporting  freight  in 
1910  was  a  little  over  $3,640,000,  and  the  net  revenue  received  from 
the  operation  over  $6,000,000.    This  road  declared  divid0nds  of  145, 
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100,  and  135  per  cent  in  the  years  1909, 1910,  and  1911,  respectively. 
(Hearings,  p.  4801.) 

It  is  claimed  that  these  roads  are  not  capitalized  at  their  actual 
value.  The  greater  part  of  the  Duluth,  Mssabe  &  Northern  was  con- 
structed by  the  Merritt  Bros,  at  a  cost  of  a  Uttle  over  $600,000. 
Subsequently  when  owned  and  operated  by  the  Lake  Superior  Con- 
solidated Iron  Mines,  the  cost  of  reconstructing  it  was  estimated  at 
$5,000,000.  In  the  Hodge  suit  it  was  valued  by  Judge  Keed  at 
$8,000,000.  It  is  not  material  to  this  discussion  whether  the  road  be 
worth  $4,000,000,  $8,000,000  or  $20,000,000.  In  any  case,  the  rates 
charged  are  manifestly  exorbitant  and  the  ratio  of  its  earnings  to  its 
operating  expenses  is  inordinately  excessive. 

The  value  which  the  United  States  Steel  Corporation  places  upon 
its  monopoly  of  transportsation  facihties  between  the  Mesabi  Bangs 
and  lower  Lake  ports  can  to  a  degree  be  measured  by  the  remark- 
able exchange  of  securities  by  which  a  one-sixth  interest  in  the  Oliver 
Iron  Mining  Go.  was  absorbed  by  the  United  States  Steel  Corporation. 
It  will  be  remembered  that  the  Carnegie  Co.  through  this  Oliver  Iron 
Mining  Co.  had  secured  a  40-year  contract  with  the  Duluth  &  Iron 
Bange  Bailroad  by  which  it  was  to  allow  a  rebate  of  40  cents  a  ton 
on  ores  transported  in  certain  amounts  on  its  roads.  Upon  selling 
the  five-sixths  interest  in  this  company,  he  (Mr.  Oliver)  took  care  to 
safeguard  his  own  interest  by  a  contract  under  which  the  OHver  fur- 
naces were  entitled  to  a  one-sixth  interest  in  all  ore  nuned  by  the 
company.  At  this  time  the  capital  of  the  OUver  Iron  Mining  Co.  was 
$1,200,000.     (MacRae  Rept.,  p.  2596.) 

The  Oliver  Iron.  Mining  Co.  was  the  only  concern  in  the  United 
States  entitled  to  ship  vast  quantities  of  ore  from  the  Mesabi  and 
Vermilion  Ranges  and  to  escape  this  tribute  levied  by  the  Steel 
Corporation  upon  all  other  carriers.  It  was  entitled  to  one-sixth  of 
all  the  ore  mined  by  this  company,  and  the  OUver  Iron  Mining  Co. 
was  only  induced  to  abstain  from  the  exercise  of  this  precious  privi- 
lege of  sharing  in  the  rich  booty  which  the  corporation  anticipated 
from  the  control  of  this  traffic  by  receiving  $18,500,000  for  securities 
of  the  par  value  of  $421,700.     (MacRae  Rept.,  Exhibit  27.) 

The  advantage  enjoyed  by  the  steel  corporation  in  assembling  its 
raw  materials  is  due  in  a  great  measure  to  its  ownership  of  extended 
railroad  systems  and  steamship  lines,  that  in  the  delivery  of  its  fin- 
ished products  is  obtained  both  from  its  own  roads  and  from  other 
lines  with  which  they  make  physical  connection. 

It  is  the  custom  among  carriers  to  allow  the*  road  originating  the 
freight  a  division  of  the  amount  charged  for  the  through  haul,  out  of 
all  proportion  to  services  rendered.  Where  the  carrier  and  shipper 
have  no  interest  in  common  and  the  through  rate  b  reasonable,  the 
manner  of  its  division  may  be  left  to  the  discretion  of  the  parties  mak- 
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ing  it  without  detriment  to  the  shipper  or  the  public,  but  where  the 
nominal  carrier  is  the  actual  shipper,  any  injustice  in  the  division  of 
the  rate  operates  as  a  discrimination  in  favor  of  the  concern  receW- 
ing  it. 

A  terminal  allowance  is  an  arbitraiy  amount  usually  so  much  per 
ton,  or  car,  paid  the  road  handling  freight  at  the  point  to  which  it  was 
originally  consigned.  The  United  States  Steel  Corporation  has  in- 
corporated the  switches  and  rolling  stock,  used  almost  entirely  for 
the  transportation  of  its  own  freight  and  placed  these  roads  upon  the 
footing  of  common  carriers.  Such  roads  are  aptly  called  ''plant 
facilities,"  since  their  real  function  is  to  facilitate  the  deUveiy  or  the 
assembling  of  materials  for  the  company  operating  them.  The  Union 
Railroad  of  Pittsbm^h,  the  Lorrain  Terminal,  the  old  Chicago,  Lake 
Shore  &  Eastern,  and  the  Birmingham  Southern,  are  all  in  fact  ''plant 
facilities."  These  roads  connecting  with  the  trunk  lines  and  the 
shipper  having  the  routing  of  immense  tonnages  over  them;  can,  by 
means  of  such  a  device,  play  one  road  against  another  obtaining  in- 
equitable divisions  of  rates  which  are  in  effect  rebates,  and  excessive 
terminal  allowances  in  such  amounts  as  to  render  competition  impos- 
sible on  the  part  of  other  concerns  having  no  such  devices  for  the 
evasion  of  the  law  or  agaiost  the  imjust  discrimination  in  the  iriiLlHTig 
of  freight  rates. 

Under  ordinary  conditions  it  is  to  the  interest  of  the  manufacturer 
to  assemble  his  raw  materials  and  to  distribute  his  finished  products  at 
the  lowest  possible  cost,  and  where  he  is  not  both  the  shipper  and  the 
carrier  he  wiU  necessarily  obtain  this  end  by  securing  the  lowest 
possible  freight  rate.  Where,  however,  he  is  both  the  carrier  and  the 
shipper,  the  higher  the  rate  the  greater  his  profit,  and  since  freight 
rates  are  never  fixed  by  any  one  railroad  and  are,  as  established  by 
evidence  before  this  committee,  the  result  of  conferences  between  all 
the  railroads  in  a  given  territory,  the  representative  of  a  road  owned 
by  an  industrial  concern  will  always  throw  his  moral  influence,  if  not 
his  vote,  in  favor  of  the  highest  rate  obtainable.  Such  is  the  fixed 
policy  of  the  United  States  Steel  Corporation.  Attention  has  already 
been  called  to  the  successful  effort  of  the  Steel  Corporation  to  prevent 
any  reduction  in  the  rates  upon  scrap  iron  in  a  territory  extending 
from  New  York  to  Chicago. 

On  April  10, 1901,  Mr.  Schwab,  then  president  of  the  United  States 
Steel  Corporation,  clearly  stated  the  policy  of  the  United  States  Steel 
Corporation  in  the  matter  of  freight  rates: 

The  president  (Mr.  Schwab)  in  introducing  this  question  made 
the  following  statements : 

''The  railroad  people  are  to  have  a  meeting  to  decide  the  rate 
that  they  shall  cnaige  on  ores  from  the  Lake  to  the  Valley  and 
Pittsbuigh  and  that  the  question  is,  ought  we  to  insist  upon  the 
railroads  giving  us  the  lowest  rate  that  we  can  get  out  of  them 
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or  what  ought  to  be  our  policy.  The  president  thinkB  that  we 
ought  to  consent  to  any  ore  rate  that  tiiey  may  name  for  the 
benefit  of  the  railroads  provided  they  will  give  our  companies 
equivalent  values  in  the  shipment  on  any  other  product. 

Mr.  Corwme  is  of  the  opinion  that  it  isjar  better  to  ha/ve  a  high 
Tote,  put  as  high  as  xt  can  oe,  if  they  will  give  us  some  definite  and 
distinct  rebate  or  preference  in  some  other  way.  (Min.  Ex.  Com., 
April  10,  1901,  MacRae  Report,  p.  3779.) 

Through  the  ownership  of  the  Elgin,  JoUet  &  Eastern  Railway  the 
United  States  Steel  Corporation  enjoys  a  decided  advantage  over  its 
competitors  in  the  Chicago  district.  It  gets  liberal  divisions  of  freight 
rates  on  all  shipments  originating  in  the  mills  at  Gary,  South  Chicago, 
Joliet,  and  Waukegan,  and  is  enabled  because  of  the  fact  that  this 
railroad  is  a  recognized  common  carrier  to  make  certain  arrangements 
wfaidi  are  in  effect  rebates,  and  clearly  devices  for  evading  the  law. 
For  instance,  on  shipments  originating  in  the  Steel  Corporation's 
mills  located  at  Gary,  South  Chicago,  and  Waukegan,  and  billed  to 
lifissouri  River  points  such  as  Kansas  City  and  Omaha,  the  Elgin, 
Joliet  &  Eastern  receives  20  per  cent  on  the  through  rate;  on  business 
from  these  points  to  St.  Loius,  St.  Paul,  Minneapolis,  and  other  Missis- 
sippi River  points  north  of  the  Ohio  River,  it  receives  25  per  cent  of 
the  through  rate  and  15  per  cent  of  the  through  rate  on  business  from 
iheee  points  to  New  Orleans  and  Mobile  (see  Hearings,  p.  4884).  By 
reason  of  the  tremendous  volume  of  business  handled  by  the  E3gin, 
Joliet  &  Eastern  and  its  enormous  net  earnings  on  the  capital  invested, 
this  road  is  both  the  source  of  rich  revenue  and  a  powerful  instru- 
ment for  the  oppression  of  competitors  of  the  Steel  Corporation  in 
Chicago  and  western  markets.  In  other  words  (see  pp.  4857  to  4872, 
inclusive)  the  annual  reports  of  the  Elgin,  Joliet  &  Eastern  and  its 
subsidiary,  the  Chicago  Lake  Shore  &  Eastern,  show  that  the  inde- 
pendent business  of  this  road  has  increased  to  such  an  enormous 
extent  since  the  formation  of  the  Steel  Corporation  in  1901  that  the 
business  of  the  Steel  Corporation,  after  the  usual  deduction  for  divi- 
dends, MTilriTig  fund,  etc.,  is  handled  at  a  surprisingly  small  expense. 
The  Steel  Corporation  being  the  originator  of  tremendous  tonnage 
causes  railroads,  large  and  small,  to  seek  its  favor.  Therefore  these 
lines  gladly  throw  business,  such  as  switching,  transfer,  etc.,  to  the 
Elgin,  Joliet  &  Eastern  in  the  hope  of  getting  Steel  Corporation 
business  in  return. 

The  rate  quoted  on  shipments  of  rails  from  South  Chicago  to 
Jaudon,  Mo.,  is  a  striking  example  of  the  method  employed  in  secur- 
ing concessions  which  are  in  fact  rebates  (see  Hearings,  p.  4905). 
Jaudon  is  a  flag  station  located  on  the  Kansas  City  Southern  about  30 
mileB  south  of  Elansas  City.  It  is  in  no  sense  a  delivery  point.  Rails 
shipped  to  Jaudon  would  not  break  bulk  there  but  would  be  either 
returned  to  Kansas  City  or  sent  to  some  general  distributing  point. 
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The  I.  C.  C.  tariff  No.  2527,  effective  June  10, 1911  (see  HeariBgB,  p. 
4905)  I  shows  that  on  shipments  of  steel  rails,  steel  crossties,  and 
track  fastenings,  the  rate  of  $2.75  is  divided  as  follows: 

The  Elgin,  Joliet  db  Eastern 90.40 

Chicago  A  Alton LIO 

Kansas  City  Southern 1.25 

Mr.  Freer  (see  Hearings,  p.  4903)  explains  as  follows: 

Mr.  Feeeb.  Tne  regular  divisions  from  South  Chicago  to 
Jaudon  allow  the  Kansas  Oity  Southern  30  per  cent  of  the 
through  rate,  which  would  be  82^  cents,  and  the  balance  up  to 
Missouri  River  or  Kansas  City  divides  on  the  re^lar  E^i^isas 
City  percentages,  which  would  allow  the  Elghiy  Johet  &  Eastern 
25  per  cent  or  48  and  a  fraction  cents.  The  Chicago  &  Alton 
would  receive  under  the  regular  division  $1.54  and  a  fraction. 
Now,  under  this  special  mvision  basis,  the  El^,  Joliet  & 
Eastern  receives  8  cents  less  than  its  regular  division  and  the 
Chicago  &  Alton  receives  44.4  cents  less.  The  Kansas  City 
Southern  receives  42.5  cents  in  excess  of  its  ordinary  divisions. 

The  Chaibhan.  In  the  event  that  the  Elansas  City  Southern 
were  the  consignee  of  its  own  rails,  how  much  would  it  receive 
for  hauling  its  rails  the  distance  from  Kansas  City  to  Jaudon, 
Mo.? 

Mr.  Fbeeb.  $1.25. 

The  Chaibhan.  It  would  receive  $1.25  for  hauling  its  own 
rails  over  its  own  track  33  miles  t 

Mr.  Fbeeb.  Yes,  sir.     (Hearings,  p.  4903.) 

♦  *♦«**♦ 

Mr.  Fbeeb.  There  is  nothing  unusual  at  all  about  the  rate. 
The  only  thing  unusual  is  the  fact  that  they  have  provided  special 
divisions  for  it.  On  other  traffic  going  into  Jauaon,  the  Kansas 
City  Southern  would  take  30  per  cent  of  the  rate  from  Chicago. 

*  ♦  *  *  *  «  4b 

The  Chaibman.  The  effect  of  it  is  to  give  the  rail  maker  at 
Gary  a  rate  on  rails,  and  have  his  rails  shipped  into  Jaudon,  Mo., 
at  cost  to  the  receiving  carrier,  with  nothing  else.  He  gets 
the  benefit  of  it.  The  advantage  of  so  much  a  ton  to  the  con- 
suming carrier,  to  the  railroad  mat  uses  these  rails  to  that  rail- 
road by  this  of  40  or  50  cents  a  ton. 

Mr.  Baetlett.  Taking  it  for  granted  that  the  steel  corporation 
is  the  sole  maker  of  rails  at  Joliet  and  Chicago  and  Gary,  would 
that  enable  them  to  sell  rails  cheaper  to  the  railroad  ? 

Mr.  Fbeeb.  By  the  reduction  of  the  price  to  the  railroad  it 
would,  of  course,  induce  the  railroad  to  place  the  order  there. 

Mr.  Babtlett.  Why  ? 

Mr.  Fbeeb.  Provided  they  could  not  get  a  similar  advantage 
from  other  shipping  points. 

Mr.  Babtlett.  In  what  way  would  the  purchaser  of  the  rails 
get  the  advantage  of  such  an  arrangement  as  that  I 
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Mr.  Fbeeb.  Simply  by  a  reduction  in  the  cost  of  the  rails 
delivered  to  it  at  Kansas  City.  Of  course,  the  rate  to  Kansas 
City  is  $2.75 

Mr.  Babtlbtt.  Yes. 

Mr.  Fbeeb.  Now,  this  $2.75  rate  from  the  mill  applies  to  a 
point  30  miles  beyond  Kansas  City. 

Mr.  Babtlett.  Yes. 

Mr.  Fbeeb.  Now,  to  the  extent  that  they  can  get  a  proportion 
of  that  $2.75,  the  greater  proportion  that  they  canget  out  of  that 
$2.75,  the  less  the  cost  of  d!eUvery  to  them  at  E^ansas  City  is. 
(Hearings,  pp.  4906-4907.) 

The  real  significance  of  this  Jaudon  rate  in  special  division  of 
course  is  that  no  other  railroad  could  possibly  receive  rails  at  Jaudon 
except  the  Kansas  City  Southern,  tJlat  the  regular  rate  on  rails, 
fastenings,  etc.,  for  Kansas  City  is  $2.75  per  ton.  If  rails,  fasten- 
bgs,  etc.,  were  billed  to  the  Kansas  City  Southern  at  Kansas  City, 
a  30-mile  shorter  haul  than  to  Jaudon,  that  road  would  have  had 
to  pay  the  full  $2.75  rate,  which  would  have  been  divided  exclusively 
between  the  Chicago  &  Alton  and  the  Elgin,  Joliet  &  Eastern.  Under 
the  special  division,  the  Elgin,  Joliet  &  Eastern  (United  States  Steel 
Corporation  road)  forfeited  only  15  cents  of  its  usual  division  of 
55  cents  a  ton,  whereas  the  Chicago  &  Alton  was  forced  to  take 
tl.lO  instead  of  $2.20,  which  it  would  have  been  entitled  to  on  the 
shipment  to  the  bona  fide  point,  Kansas  City. 

A  glaring  instance  of  the  advantage  enjoyed  by  the  United  States 
Steel  Corporation  through  the  ownership  of  the  Elgin,  Joliet  & 
Eastern  and  its  subsidiary,  the  Chicago,  Lake  Shore  &  Eastern,  is 
to  be  found  in  the  allowance  made  by  railroads  over  which  coke  and 
ooal  shipped  from  the  Connellsville  district  to  mills  at  Gary  and 
South  Chicago.  Until  a  few  years  ago  this  allowance  was  70  cents 
per  ton  (see  hearings,  p.  4883),  and  upon  investigation  by  the  Inter- 
state Commerce  Commission  in  1903-4  this  allowance  was  reduced 
to  40  cents  per  ton.    Mr.  Freer  explains  this  as  follows: 

Mr.  Fbeer.  At  the  time  of  this  70-cent  allowance  the  rate 
on  coke  from  the  Connellsville  district  to  South  Chicago  was 
$2.65,  out  of  which  the  Chicago,  Lake  Shore  &  Eastern  was 
allowed  70  cents,  giving  a  net  rate  to  the  trunk  line  railroad  of 
$1.95.  Following  this  report  of  the  commission  the  allowance 
to  the  Chicago,  Lake  Shore  &  Eastern  was  reduced  to  40  cents, 
and  the  rate  on  furnace  coke  was  reduced  from  $2.65  to  $2.35; 
80  that  the  $2.35,  less  the  40  cents  reduced  allowance,  still  left 
the  trunk  line  with  $1.95  per  net  ton  on  coke,  the  same  as  it  had 
formerly  received.     (Hearings,  p.  4883.) 

It  is  significant  that  no  complaint  was  filed  in  this  case,  and  the 
investigation  was  made  by  the  Interstate  Commerce  Commission  upon^ 
its  own  initiative.    For  identically  the  same  service,  from  the  same 
pomts  to  the  same  points,  and  over  identically  the  same  number  of 

54946*— H.  Bept  1127.  62-2 10 
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miles  of  road,  the  Indiana  Harbor  Belt  Railway  Co.  is  allowed  by  the 
same  railroads  10  cents  per  ton  instead  of  40  cents  per  ton  allowed  the 
corporation's  road. 

The  Interstate  Commerce  Commission  has  justly  complained  of  the 
great  difficulty  in  solving  the  many  intricate  questions  and  preventing 
the  continual  injustice  which  arises  from  the  cimning  manipulation 
of  terminal  allowances  and  divisions  of  rates.  As  long  as  great  manu- 
facturing concerns  are  permitted  to  put  a  mere  switch  or  system  of 
switches,  in  many  cases  a  few  miles  of  railroad,  located  entirely  upon 
their  own  property,  on  the  footing  of  a  common  carrier,  the  abuses 
arising  from  the  granting  of  division  of  rates  and  terminal  allowances 
to  mere  plant  facilities  can  never  be  adequately  remedied. 

A  steel  plant  or  any  other  manufacturing  concern  transporting  its 
freight  for  a  few  miles  over  its  own  lines  and  by  the  use  of  its  own 
engines  and  cars  should  put  that  freight  into  the  channels  of  com- 
merce upon  the  same  footing  identically  as  the  man  who  tenders  a 
single  car  of  similar  material,  and  the  specific  prohibition  of  any  such 
allowances  to  a  road  owned  by  an  industrial  concern  for  freight  of 
which  it  is  the  shipper  as  well  as  the  carrier,  is,  in  our  opinion,  the 
only  adequate  remedy  for  existing  evils. 

In  the  ownership  and  operation  of  common  carriers  is  to  be  found 
the  secret  of  both  the  Steel  Corporation's  profits  and  its  power.  This 
record  abundantly  estabUshes  the  fact  that  the  actual  cost  of  produc- 
tion between  the  United  States  Steel  Corporation  and  other  large 
concerns  is  practically  the  same,  and  yet  the  profits  of  the  Steel 
Corporation  infinitely  exceed  those  of  its  competitors.  The  differ- 
ence between  these  profits  is  in  the  main  obtained  by  advantageous 
freight  rates.  This  is,  in  fact,  admitted  by  Judge  Gary,  and  so  capa- 
ble a  judge  as  Julian  Kennedy  expresses  the  opinion  that  the  ownei^ 
ship  of  conmion  carriers  gives  to  the  Steel  Corporation  the  power  of 
life  and  death  over  all  its  competitors. 

The  Chairman.  Mr.  Kennedy,  have  you  anything  further  to 
say? 

Mr.  Kennedy.  There  was  one  statement  I  wanted  to  make  as 
bearing  on  this  matter  of  transportation,  that  occurs  to  me  in 
looking  over  the  history  of  the  case.  There  is  a  statement  here 
of  Mr.  Gary  having  testified  December  18,  1908,  and  in  answer 
to  the  question  as  to  whether  he  could  put  the  price  down  and 
put  other  people  out  of  business,  Air.  Gary  said: 

*'  Quite  likely;  that  may  be  true.  I  wifl  not  say  that  it  is  not 
true.  I  will  not  say  that  in  the  competition  we  could  not  drive 
a  good  many  of  our  competitors  out  of  the  business. 

''Mr.  Clark.  Now,  another  thing. 

"Mr.  Gary.  It  is  not  because  of  a  hold  on  the  market. 

"  Mr.  Clark.  What  is  it,  then  ? 

"Mr.  Gary.  It  is  because  of  our  ability  to  produce  cheaper  and 
because  of  our  ownership  in  the  independent  concerns,  such  as 
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the  railroads^  the  steamship  lines,  etc.,  which  gives  a  large  credit 
from  the  United  States  Steel  Corporation's  standpoint.'" 

Showing  that  transportation  Imes,  in  Mr.  Gaiy's  opinion,  are 
important  factors. 

Mr.  Babtlett.  That  is  from  the  tariff  hearings  in  1908 1 

Mr.  BIbnnedy.  Yes,  sir: 

The  Chairman.  As  I  understand  it,  you  are  of  the  opinion,  if 
by  any  method  we  could  force  the  common  carriers  of  the  country 
to  treat  all  industrials  exactly  alike,  the  advantage  of  the  Steel 
Corporation  over  its  competitors  would  be  practicafiy  eliminatedf 

Mr.  Kennedy.  To  a  great  extent.  I  think  Mr.  Gary  has 
always  been  veiy  reasonable  and  very  honest  to  his  competitors, 
but  some  other  man  in  the  future,  some  other  kuig  might  rise 
who  knew  not  Joseph,  and  it  would  reallv  be  better  that  no  one 
company  has  as  large  an  inside  hold  on  tne  others. 

The  Chairman,  u  the  Steel  Corporation  chose  to  do  it,  with  its 
present  weapons,  could  it  destroy  its  competitors  1 

Mr.  Kennedy.  I  think  it  could:  yes.  (Hearings,  pp.  5176- 
5177.) 

POLinCAIi    ACTIVITIES    OF    THB    XJNITEB    STATES    STEEL 

COBPOBATION. 

An  import  duty  imposed  primarily  for  the  purpose  of  protection 
has  hitherto  been  defended  either  on  the  ground  that  it  fosters  infant 
industries  or  protects  American  labor.  The  United  States  Steel 
Corporation  is  not  entitled  to  the  imposition  of  any  such  duties  for 
either  reason.  As  has  been  shown,  this  corporation  has  rendered 
infant  or  new  industiy  in  the  steel  business  impossible  by  its  control 
of  ore-producing  and  transportation  facilities,  and  the  bulk  of  its 
labor  is  essentially  foreign  in  every  respect  except  that  it  temporarily 
abides  in  this  country  while  in  the  employ  of  Uie  Steel  Corporation. 
The  corporation,  nevertheless,  has  been  keenly  alive  to  the  advantages 
accruing  from  the  elimination  of  foreign  competition  by  high  or  pro- 
hibitive duties,  and  it  has  been  generous  in  its  assistance  and  ardent 
in  its  encouragement  of  those  whom  it  believed  most  inclined  to 
impose  or  to  maintaLa  such  duties,  as  is  evidenced  by  the  following 

correspondence: 

PHiLADELFmA,  Pa.,  September  19, 1904. 

United  States  Steel  Corpobation. 

My  Deab  Sibs:  I  inclose  herewith  the  Republican  national 
committee's  receipt  for  your  subscription  to  the  campaign  fimd. 
Respectfully,  yours, 

E.  T.  Stotbsbuby, 

Cfhairman. 
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pnoksnre.) 

Republican  National  Committeb, 
Madison  Square^  New  YarJcj  September  17,  1904. 

Received  from  United  States  Steel,  $10,000. 

C.  H.  Duel, 
Assistant  Treaxwrer. 
(Press  of  40  Nassau  Street.) 

Note. — E.  T.  Stotesbury  is  a  member  of  the  firm  of  J.  P. 
Morgan  &  Co. 

(MacRae's  report,  p.  3733.) 

On  September  17,  1911,  at 'a  meeting  of  the  finance  conmiittee,  at 
which  J.  P.  Morgan,  jr.,  George  W.  Perkins,  and  other  members  of 
the  finance  conunittee  were  present — 

The  chairman  presented  a  letter  addressed  to  him  by  James 
M.  Swank,  mider  date  of  January  12,  urging  the  contribution  of 
$4,000  toward  the  $9,000  to  pay  the  expenses  of  a  second  edition 
of  a  book  entitled  ''Protection  and  Prosperity,"  written  by  Hon. 
George  B.  Curtiss,  Binghamton,  N.  Y. 

On  motion  and  by  an  affirmative  vote  of  all  present,  the  ques- 
tion was  referred  to  the  chairman,  with  power.  (Minutes, 
&iance  committee,  Jan.  17,  1911,  MacRae's  report,  p.  3879). 

The  letter  referred  to  was  written  by  Mr.  James  M.  Swank  to  Judge 

Gaiy,  and  is  as  follows: 

Philadelphia,  January  li,  1911. 
Hon.  E.  H.  Gaky, 

Chairman  United  States  Steel  Corporation, 

71  Broadvxiy,  New  York. 

Dear  Judge:  I  have  waited  until  you  could  have  your  meet- 
ing with  the  steel  manufacturers  off  your  mind  before  writing  to 
you  about  an  important  matter  which  has  been  on  my  mind  for 
several  weeks.  In  November  last,  after  the  election  was  over,  I 
received  a  call  from  the  Hon.  George  B.  Curtiss,  of  Binghamton, 
N.  Y.,  a  lawyer,  like  yourself,  United  States  district  attorney, 
and  the  author  of  Protection  and  Prosperity,  the  most  valuable 
contribution  to  the  world's  tariff  history  "that  has  ever  been 
written.  I  send  you  a  copy  of  the  book  by  express  to-day  and 
hope  that  you  can  find  time  to  examine  it.  Mr.  Curtiss  caUed  to 
urge  our  association  to  assist  him  in  publishing  a  second  edition 
of  his  book;  this  time  in  two  volumes.  He  said,  which  I  myself 
also  firmly  believe,  that  our  protective  policy,  upon  which  the 
whole  prosperity  of  the  coimtry  rests,  is  m  danger  of  going  down 
to  defeat  if  extraordinary  efforts  are  not  now  made  to  educate 
.  the  people  to  sustain  it,  and  particularly  the  leaders  of  the 
Republican  Party.  This  can  be  done  only  through  the  liberal 
use  of  printer's  mk  in  books,  newspapers,  and  magazines,  Uie 
lack  of  which  liberal  use  in  recent  jears  is  one  leadmg  cause  of 
the  demoralized  state  of  the  pubhc  mind  to-day  on  the  tariff 
question,  another  cause  being  the  evil  influence  of  men  who 
have  been  elected  or  appointed  to  high  office  as  protectionists, 
but  who  are  at  heart  free  traders  so  far  as  free  trade  is  possible 
in  this  country. 
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Mr.  Curtiss  said  that  he  has  aheady  revised  Protection  and 
Prosperity,  which  was  published  in  1896^  brin^g  down  to  the 
present  tune  all  essential  details  of  tariff  legislation  in  Great 
Britain,  Germany,  and  the  United  States,  particularly  in  our 
own  country.  As  his  book  is  really  a  cyclopedia,  his  thought 
was  that  the  new  edition  should  be  placed  in  the  hands  of  evenr 
Senator  and  Representative  in  the  new  Congress  and  as  a  booK 
of  reference  for  professors  and  students  in  our  colleges  and  univer- 
sities; also  in  the  offices  of  leading  newspapers.  An  estimate  of 
the  cost  of  a  new  edition  of  3,000  sets  Qn  two  volumes)  will  be 
found  in  a  letter  to  me,  which  I  requested  him  to  write,  and  a  copy 
of  which  you  will  find  inclosed.  Please  notice  that  Mr.  Curtiss 
asks  and  expects  no  reward  for  the  labor  he  has  expended  or  maj 
expend  in  tne  preparation  of  a  new  edition.  His  work  upon  it 
would  be  a  labor  of  love  entirely.  He  could  have  everything 
in  readiness  for  the  publication  of  a  new  edition  early  m  the 
coming  summer. 

In  my  interview  with  Mr.  Curtiss  in  November  I  frankly  told 
him  that  I  could  not  guarantee  the  payment  of  the  $8,000  that 
would  be  necessary  to  publish  the  3,000  copies  of  his  book;  that 
we  had  no  fund  that  we  could  draw  upon  lor  this  purpose.  He 
suggested  that  I  submit  the  matter  to  a  few  of  the  leaoiiig  mem- 
bers of  our  association,  which  I  promised  to  do,  but  I  said  that 
I  could  not  do  this  immediately-'  It  so  happened  that  Mr. 
Curtiss  was  again  in  town  last  week  on  professional  business  and 
called  to  see  me.  He  is  a  gentleman  of  very  great  abihty.  I 
wish  that  you  could  see  him. 

The  history  of  this  association  from  the  beginning  has  always 
embraced  the  care  of  our  tariff  interests.  Until  the  death  of  Mr. 
Wharton  and  my  own  hospital  experience  we  both  gave  our  per 
sonal  attention  to  Washington  affairs.  For  many  years  we  com- 
piled and  printed  tracts  which  were  systematically  distributed 
m  aU  States  that  were  doubtful  on  the  tariff  question.  We  en- 
couraged the  preparation  of  textbooks  dealing  with  the  doctrine 
of  protection  and  nave  paid  for  their  publication — books  by  Henry 
C.  Carey,  Judge  Kelley,  Dr.  William  Elder,  Prof.  Van  Buren 
Denslow,  Prof.  R.  E. "Thompson,  David  H.  Mason,  Giles  B. 
Stebbins,  and  Gov.  Henry  M.  Hovt.  These  books  we  placed  in 
libraries  and  sent  to  Congress.  Of  course,  all  the  worK  I  have 
mentioned  costs  many  thousands  of  dollars,  but  this  work,  in 
conjunction  with  that  done  by  other  trade  organizations,  has 
kept  our  protective  policy  practically  unharmed  to  the  present 
time.  We  had  in  our  association  for  many  years  what  was  called 
a  tariff  fund.  We  have  had  no  such  fund  for  a  number  of  years, 
else  I  would  not  have  brought  to  your  attention  the  special  work 
done  for  me  by  Speaker  Reed  and  the  needs  of  the  Home  Market 
Club. 

A  protective  tariff  or  a  virtual  free-trade  tariff  is  the  issue  to 
be  settled  in  1912.  I  suppose  it  is  useless  to  take  any  steps  to 
prevent  the  present  Tarin  Board  from  being  made  a  permanent 
tariff  commission,  but  we  do  not  want  its  recommendations  or 
conclusions  looking  toward  free  trade  to  be  approved  hy  Con- 
gress or  to  be  embodied  in  the  RepubUcan  national  platform  of 


160      INYBSTIOATIOK  OF  UKITED  STATES  STBSL  OOBPOBATIOB'. 

1912.  Even  if  the  duties  on  iron  and  steel  could  be  further  re- 
duced witiiout  serious  injury  to  our  iron  and  steel  industries  so  far 
as  prices  and  foreign  competition  are  concerned,  the  iron  trade  of 
the  country  could  not  be  prosperous  if  serious  injury  should  be 
done  to  other  industries  throudi  tariff  reductions.  Our  iron 
and  steel  manufacturers  must  nave  a  prosperous  countiy  to 
insure  them  an  active  home  market  for  their  products.  Of 
course,  you  all  know  this.  I  mention  this  partly  oecause  in  38 
years  spent  in  this  office  I  have  many  times  witnessed  the  disasp- 
trous  effects  upon  the  iron  trade  of  low  duties  or  the  efforts  of 
our  enemies  to  enact  them. 

This  is  already  a  longer  letter  than  I  intended  to  write.  What 
I  would  like  to  haye  you  do  is  to  ask  your  finance  committee  to 
approye  a  contribution  of  S4,000  toward  the  publication  of  Mr. 
Curtiss's  two  volumes.^  If  the  committee  will  do  this,  I  will  ask 
the  following  companies  to  contribute  $1,000  each:  Republic, 
Pennsylyania,  Lackawanna,  Jones  &  Liaughlin,  and  Cambria, 
making  altogether  S9,000.  This  is  SI, 000  more  than  the  $8,000 
mentioned,  but  the  packing,  expressage,  etc.,  on  3,000  sets  of 
two  yolumes  each  would  cost  a  Isrgs  sum,  all  to  be  accounted 
for,  of  course.  All  checks  to  Mr.  Curtiss  when  the  books  are 
ready  for  distribution.  There  is  no  immediate  huny  for  an 
early  reply,  but  an  early  reply  would  be  appreciated. 
Very  truly,  yours, 

James  M.  Swakk. 
(MacRae's  report,  p.  4388.) 

Mr.  George  B.  Curtiss,  the  author  of  this  publication,  describes  its 

character  and  purport  as  follows: 

BiNOHAMTON,  N.  Y.,  November  SI,  1910, 

I  propose  to  bring^out  a  new  edition  in  two  yolumes  of  about 
700  pa^es  each  of  rrotection  and  Prosperity,  yolume  1  to  be 
deyotea  to  the  tariff  question  of  the  United  Kinedom  and  other 
foreign  countries;  yolume  2  to  a  discussion  and  history  of  the 
tariff  question  in  the  United  States  from  the  beginning  of  the 
colonial  period  to  the  present  time.  The  present  edition,  which 
was  published  in  the  spring  of  1896,  brought  the  history  of  the 
question  down  to  about  the  1st  of  January,  1895.  In  the  new 
edition  I  propose  bringing  the  history  of  England  and  other  for- 
eign countries  down  to  the  present  time.  My  treatment  of  the 
question  so  far  as  it  relates  to  the  United  States  begins  at  page 
564  and  was  made  yery  brief  for  seyeral  reasons,  the  principal 
one  being  lack  of  time,  m  order  to  set  the  book  on  the  market  in 
the  spring  of  1896.  This  part  I  haye  reyised,  beginning  with 
the  colonial  settlements,  thoroughly  treating  our  industrial 
deyelopments  from  the  earliest  time  to  the  formation  of  Uie 
Ooyemment,  which  will  be  a  new  and  yaluable  contribution  to 
the  literature  on  the  subject.  I  haye  entirely  rewritten  the  sub- 
ject from  the  formation  of  the  Goyemment  to  1860.  This  will 
giye  a  new  and,  I  think,  the  most  yaluable  exposition  of  the  early 
tariff  history  of  this  country  to  be  found  anywhere. 

I  propose  bringing  the  treatment  of  the  subject  from  1895 
down  to  the  present  time,  completing  the  discussion  with  the 
disastrous  effects  of  the  Gorman- Wilson  bill  and  amplifying  yeiy 
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fully  our  amazing  industrial  growth  and  prosperity  under  the 
Din^Iey  bill,  and  also  explain  fully  the  Dingley  and  Payne- 
Aldncn  bills,  and  conclude  with  a  specific  answer  to  the  criti- 
cisms which  are  now  being  urged  against  our  tariff  policy,  and  a 
specific  defense  of  the  principal  industries  of  the  country  which 
are  now  threatened  witn  attack.  I  believe  that  the  new  edition 
when  completed  will  be  in  every  respect  more  satisfactory  than 
the  old  one  and  will  be  approved  by  the  manufacturing  interests 
of  the  country. 

The  present  edition  occupied  my  time  and  thought  for  more 
than  16  years — as  much  of  it  as  I  could  spare  from  tne  necessary 
demands  of  my  profession.  I  believe  tnat  the  country  is  now 
confronted  with  a  reopening  of  the  question,  and  a  campaign  of 
education  after  the  old  fashion  must  be  instituted  to  save  the 
country  from  the  disasters  which  are  sure  to  follow  a  downward 
revision  of  the  tariff. 

Since  talking  with  you  I  have  had  a  rough  estimate  made  of 
what  it  will  cost  in  cash  to  bring  out  a  new  edition  of  3,000  sets 
of  two  volumes  each,  and  find  that  it  will  probably  reauire  an 
expenditure  of  about  $8  000.  I  think  this  sum  woula  safely 
cover  it.  This,  of  course,  means  ^ood  binding  and  a  handsome 
edition.  My  idea  is  that  the  parties  who  advance  the  money  to 
get  out  tliis  edition  are  to  take  the  edition  and  present  it  to 
libraries  and  such  persons  as  they  believe  would  do  the  most 
good  with  the  booK.  The  plates  and  copyright  are  to  belong 
to  me. 

Very  respectfully,  Geo.  B.  Cuetiss. 

(MacRae's  Report,  p.  4389.) 

This  policy  of  encouraging  the  advocates  of  a  highly  protective 
policy  is  reflected  in  the  attitude  of  Mr.  Bope,  the  general  manager 
of  sales  and  the  successor  of  Mr.  Charles  M.  Schwab  in  the  arrange- 
ment of  prices  with  the  various  pooling  associations.  The  efforts  to 
reduce  the  schedule  of  the  Payne-Aldrich  tariff  bill  seem  to  have 
caused  the  corporation  considerable  concern,  as  indicated  in  the 
following  statement  taken  from  the  minutes  of  the  Carnegie  Steel  Co. 

under  date  of  June  7,  1909. 

June  7,  1909. 
aldrich  bill. 

Mr.  Bope.  I  found  in  discussing  matters  with  various  people 
during  the  week  that  one  unsettRng  condition  is  the  action  of 
the  Senate  in  pushing  through  the  Aldrich  bill,  because  the 
people  have  been  expecting  some  reasonable  reductions.  The 
so-called  reformers  undoubtedly  have  had  the  best  of  the  argu- 
ment right  along,  but  the  supporters  of  the  bill  have  had  tne 
strength  to  go  right  ahead,  and  they  have  done  so  regardless  of 
protest,  ana  this  is  beginning  to  leave  a  sort  of  bad  taste  in 
the  mouth  of  the  people.  While  no  changes  could  be  made  in 
the  bill  if  put  throt^h  in  its  present  shape  for  practically  three 
years,  it  is  felt  that  if  this  is  done  and  the  Democrats  have  a 
majority  next  year,  they  will  make  a  start  for  revising  the  tariff 
again.    All  that  is  wanted  is  such  reductions  as  will  keep  the 
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question  of  the  tariff  out  of  the  way  for  several  years,  because 
it  is  believed  that  once  we  get  fairly  started  in  this  buying  move- 
ment it  is  going  to  last  several  years,  and  we  do  not  want  such 
influence  as  another  revision  of  the  tariff  to  come  up  during  this 
time.     (MacRae's  Rept.,  p.  4092.) 

On  December  1,  1909,  Bope,  the  sales  agent  of  the  Steel  Cor- 
poration, seems  to  have  stilt  been  in  close  touch  with  the  tariff 
situation.  ''I  had  a  talk  on  Friday  last/'  said  Mr.  Bope.  "with 
a  party  who  had  just  returned  from  Washington  and  wno  is  in 

Eretty  close  toucn  with  the  tariff  situation,  and  he  said  he 
as  no  doubt  but  that  there  will  be  some  reduction  made  in 
the  steel  schedules,  and  it  is  possible  it  will  be  as  much  as  50 
per  cent,  although  on  account  of  the  harm  this  would  do  the 
mdepenaent  manufacturers,  and  this  feature  has  been  strongly 
placed  before  the  conmiittee,  it  may  not  be  so  great."  (Mn- 
utes,  Carnegie  Steel  Co.,  Dec.  7, 1908,  MacRae's  Kept.,  p.  4087.) 

It  appears  that  other  large  concerns  were  in  thorough  accord  with 

the  United  States  Steel  Corporation  in  its  attitude  in  this  matter, 

since  Mr.  Bope  says  that  after  a  study  of  the  ''drift,"  he  finds  "other 

interests  of  the  country"  were  demanding  the  same  thing.    The 

employees  of  the  Steel  Corporation  were  thoroughly  canvassed  to 

ascertain  their  attitude  in  the  matter. 

OcroBEB  12,  1908. 

POLITICAL  SITUATION. 

Mr.  Bope.  With  regard  to  the  political  situation,  after  talking 
with  our  agents,  who  were  all  here  during  the  week,  I  can  not 
help  but  feol  that  the  drift  has  now  set  in  steadily  for  Taft,  not 
on  nis  own  account,  but  simply  because  business  men  are  begin- 
ning not  only  to  think  but  to  talk,  that  the  interests  of  the  coun- 
try demand  his  election,  and  that  if  the  tariff  must  be  revised  it 
had  better  be  done  by  the  Republican  than  the  Democratic 
Party.  When  in  New  i  ork  last  week,  those  whom  I  talked  with 
seemed  very  confident  that  Taft  will  carry  the  State  by  at  least 
50,000,  but  thought  that  Hughes  is  ^oing  to  be  defeated.  A 
canvass  made  of  our  own  works  in  this  district  last  week  shows 
a  little  better  condition  than  I  had  really  expected  would  be 
found;  that  on  an  average  about  75  per  cent  of  the  men  in  our 
employ  are  for  Taft,  although  at  some  of  the  inilla  as  much  as 
50  per  cent  of  the  men  are  talking  blind.  There  is  no  question 
but  that  he  is  stronger  among  the  workingmen  this  year  than  in 
any  of  his  previous  campaigns;  but  he  is  not  so  strong  among 
the  conservative  business  men.  I  figure,  however,  that  if  other 
wage-employing  locaUties  are  affected  to  the  same  extent  as  we 
find  conditions  here,  it  will  likely  result  in  some  of  tiie  doubtful 
States  going  Democratic.  But  with  the  efforts  that  are  making 
now  for  a  strong  finish  to  the  campaign  I  believe  that  Taft  is 
going  to  win  out.     (MacRae*s  Report^  p.  4086.) 

Mr.  Bope.  *  *  *  The  nolitical  situation  is  holding  matters 
a  little;  people  waiting  not  oecause  they  have  any  doubt  about 
Bryan's  nomination,  but  to  see  what  the  Democratic  platlonn  is 
gomg  to  be.     If  very  radical,  it  will  stop  things  pernaps  for  a 
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couple  of  weeks  until  it  can  be  digested;  but  people  will  not  hold 
off  everything,  because  they  are  anxious  to  go  ahead.  After 
this  is  out  of  the  way  and  the  campaign  really  begins,  I  believe 
that  the  sentiment  will  be  so  strongly  in  favor  of  Taf t  that  it 
will  cairy  business  along  with  it  just  as  it  did  in  1896.  (Minutes, 
Carnegie  Steel  Co.,  July  6,  1908,  MacRae's  Report,  pp.  4084- 
4085.) 

Mr.  BoPE.  ♦  ♦  ♦  The  political  situation,  I  believe,  is  going 
to  settle  itself  reasonably  qmck  if  we  can  get  the  mills  in  opera- 
tion, for  this  is  necessary.  I  thinkitiseoin^  to  be  put  before  the 
people  in  the  light  that  the  Presidency  is  the  biggest  job  in  the  coun- 
try for  which  two  men  have  applied,  and  from  a  ousiness standpoint 
the  one  best  equipped  to  do  it  should  be  elected,  and  if  looked 
upon  in  this  way  the  drift  will  be  toward  Taf t  very  early  in  the 
campaign.  (Minutes  Carnegie  Steel  Co.,  July  13,  1908,  Mac- 
Rae^s  Report,  p.  4085). 

Efforts  to  enforce  the  Sherman  Antitrust  Act  appear  to  have 
caused  equal  solicitude  with  the  reduction  of  the  tariff.  On  January 
4,  1909,  at  a  meeting  of  the  board  of  directors  of  the  Carnegie  Steel 
Co.,  Mr.  Bope  said : 

Mr.  Bope.  *  *  *  The  whole  outlook,  in  fact,  appears  to 
us  to  be  distinctly  better.  The  only  two  clouds  that  we  can  see 
now  are  the  tariff  and  the  Sherman  Antitrust  Act.  The  passage 
of  the  emergency  currency  bill  last  spring,  while  not  used,  is  a  safe- 
^ard  to  this  extent  and  has  strengtnened  the  financial  situation, 
but  this  Question  ought  to  be  put  in  such  shape  that  it  will  not 
be  possible  again  to  nave  a  condition  similar  to  that  which  ob- 
tained in  the  fall  of  1907,  and  I  have  no  doubt  this  will  be  done. 
Other  drawbacks  have  been  disappearing  until  there  is  left  only 
the  two  mentioned,  and  we  are  in  shape  now  to  go  ahead.  There 
is  getting  to  be  a  feeling  among  the  trade,  though  I  do  not  know 
where  it  emanated,  that  the  reduction  in  the  steel  schedules  in 
the  new  tariff  is  not  going  to  be  as  great  as  some  people  have 
anticipated  and,  furthermore,  that  the  business  situation  is  going 
to  be  strong  enough  by  the  middle  of  the  year  to  overcome  any- 
thing that  might  occur  in  this  direction.  (Minutes  Carnegie 
Steel  Co.,  MacRae's  Report,  p.  4087.) 

In  the  event  of  any  investigation  following  the  enforcement  of  this 
act  the  general  sales  agent  of  the  Steel  Corporation  expressed  a 
decided  preference  among  investigators. 

Mr.  Bope.  *  *  ♦  A  number  of  other  very  important  mat- 
ters came  up  during  the  week,  which  developed  later,  so  there 
does  not  seem  to  be  a  great  deal  of  lack  of  confidence  in  the  future 
among  the  buyers.  They  seem  to  feel  that  things  will  come  out 
all  ri^t  in  tne  end,  and  with  the  adjournment  of  Congress  I 
beheve  business  will  go  right  along.  These  investigations  have 
naturally  caused  a  little  doubt  in  the  minds  of  men  as  to  lust 
what  is  going  to  happen.*  We  are  going  into  a  new  era,  and,  like 
every  case  of  that  sort  where  men  can  not  see  what  is  ahead  of 
them,  they  hesitate  a  Uttle.  The  same  conditions  prevailed  six  or 
seven  years  ago,  when  the  large  combinations  of  capital  began  to 
be  formed  which  marked  a  new  era  in  the  industrial  world. 
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These  things  were  a  benefit  at  the  time  and  are  a  benefit  to-day, 
yet  on  account  of  the  abuses  which  som^  of  them  have  undoubt- 
edly been  guilty  of  we  will  have  to  figure  that  there  will  have  to 
be  some  sort  of  control  or  regulation,  and  we  will  have  to  take  it 
and  make  the  best  of  it,  ana  I  do  not  know  but  what  it  will  be 
better  to  have  these  things  done  by  Republicans  than  by  Demo- 
crats. A  great  many  people  fear  this  agitation  ma^  cause  the 
election  of  a  Democratic  Congress  this  f aU,  and  I  beheve  legisla- 
tion of  this  kind  would  have  a  worse  effect  upon  business  if 
enacted  by  a  Democratic  than  by  a  Republican  Congress.  I 
wanted  to  mention  these  things  because  they  are  actualr^  occur- 
ring and  are  having  some  effect  upon  commercial  conditions. 
(Mmutes  Carnegie  Steel  Co.,  MacRae's  Report,  p.  4078.) 

It  appears  that  with  the  exception  of  rails  and  armor  plate,  steel 
manufacturers  have  not  yet  been  able  to  render  effective  any  agree- 
ment international  in  its  scope,  limiting  output  or  fixing  prices.  No 
such  contracts  affecting  the  operations  of  American  steel  mills  alone 
and  raising  the  price  to  the  domestic  consumer  above  the  cost  to  the 
foreign  purchaser  could  be  made  effective  without  the  aid  of  the  Fed- 
eral Gbvemment  in  excluding  foreign  competition  or  penalizing  it  by 
heavy  import  duties. 

By  agreement  among  themselves  steel  manufacturers  have  often 
been  able  to  establish  and  to  increase  the  price  in  the  home  market. 
Such  agreements  would  have  been  to  a  great  extent  abortive  had  the 
consumer  of  such  articles  been  permitted  to  procure  them  in  an  open 
and  competitive  market  where  the  price  was  not  determined  ei^er 
by  agreement  between  a  number  of  small  manufacturers  or  by  the 
inordinate  power  of  a  single  monopoly.  In  such  cases  the  producer 
is  clearly  entitled  to  the  benefit  of  competition  from  abroad,  com- 
petition at  home  having  been  restrained  or  destroyed  by  the  wrong- 
ful act  of  the  domestic  manufacturer,  and  any  legislation  which 
renders  effective  the  making  of  such  combinations  in  restraint  of 
trade  or  the  creation  of  such  monopolies  is  manifestly  indefensible. 
No  monopoly  and  no  combination  or  conspiracy  between  monopolies 
limiting  output  or  fixing  prices  not  international  in  scope  could  ever 
seriously  affect  consumers  if  the  opportunity  was  still  left  open  to 
procure  at  a  fair  price  in  some  other  market  not  thus  manipulated 
or  controlled  the  commodities  affected  by  such  combinations  among 
domestic  producers. 

In  such  a  case  the  power  of  a  domestic  monopoly  to  practice  extor- 
tion upon  the  public  is  directly  dependent  upon  ancillary  legislation 
excluding  competition  from  abroad  after  it  has  been  successfully 
destroyed  at  home.  The  difference  between  the  cost  of  such  corn- 
modities  in  the  domestic  and  foreign  vaarket  is  the  measure  of  the 
injury  inflicted  upon  the  consumer  and  of  the  advantage  obtained  by 
the  domestic  monopoly. 

On  page  1770  of  the  hearings  are  produced  tables  furnished  by  the 
M>rporation  showing  the  price  of  the  various  articles  manufactured 
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by  it  and  intended  for  foreign  consumption.  By  a  comparison  of 
the  prices  given  in  this  list  with  the  cost  of  the  same  articles  offered 
for  sale  at  the  mills  of  the  corporation  it  can  easily  be  ascertained  to 
what  extent  the  cost  of  steel  and  iron  products  sold  in  the  home 
markets  have  been  enhanced  by  highly  protective  or  prohibitive  duties. 

It  has  been  pretty  well  known  in  steel  circles  that  the  Steel 
Coiporation's  export  prices  have  been  almost  uniformly  lower 
than  the  domestic  pnces,  but  some  of  the  concessions  made  to 
foreign  consumers  shown  in  the  comparison  are  surprisingly 
large.  In  1906^  for  instance,  there  was  a  spread  between  me 
average  domestic  f.  o.  b.  price  of  structural  snapes  and  the  cor- 
poration's f.  o.  b.  export  price  of  nearly  $9.  In  1908  there  was  a 
snread  in  the  case  of  plates  of  $7,  and  in  1909  rails  were  sold 
aoroad  on  an  average  of  $4  a  ton  less  than  at  home.  The  biggest 
difference  is  in  tin  plates,  in  which  the  Steel  Corporationiias 
been  for  years  in  snarp  competition  with  tiie  Welsh  makers. 
There  was  in  1906  a  dinerence  of  nearly  $19  a  ton,  and  in  1910 
there  was  a  difference  of  about  S12.50  a  ton.  A  possible  expla- 
nation of  this  is  that  the  duty  on  tin  plates  is  veiy  high,  now 
amounting  to  1.2  cents  per  poimd,  or  $26.88  per  gross  ton,  as 
compared  with  S3.92  for  steel  rails. 

The  differences  referred  to  above  are  shown  in  the  foUowin^ 
tables,  which  compare  the  average  mill  prices  f .  o.  b.  of  some  m 
the  principal  products  exported  by  the  United  States  Steel  Cor- 
poration smce  1906  with  the  average  f.  o.  b.  Pennsylvania  mill 
domestic  prices,  as  feported  by  me  American  Iron  &  Steel 
Association. 


Balls: 
1906... 
U07... 

19O0II! 
ISIO... 
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1906... 
1907... 
1906... 
1909... 
1910... 
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1906... 

1907... 

1906 t 

1909 

ItIO 

WlnmllK* 

1906 

1907 

1906 

1909 

1910 
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006 

1907 

1906 
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price 
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628.00 
28.00 
28.00 
28.00 
28.00 

85.84 
88.08 
86.84 
81.7a 
82.07 

88.48 
88.48 

86.74 
81.58 
82.92 

87.20 
40.20 
89.80 
86.40 
85.00 

8.09 
8.90 
8.70 
8.60 
8.60 


AvQ^^n 

United 

StatBB 

■toel 

export 

prioe  per 

urn. 


82142 
28.29 
26.80 
23.04 
24.16 

20.84 
88.17 
29.84 
27.fi0 
29.04 

29.68 
82.48 
29.60 
27.87 
28.42 

89.10 
46.46 
40.26 
87.92 
87.37 

2.85 

8.40 
2.98 
2.85 
8.04 
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4-    .20 
'  2.20 

-  4.06 
-8.84 

-  6.00 

-  4.01 

-  7.00 

-  4.20 

-  8.98 

-  8.90 

-  6.00 

-  7.84 
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+ 
+ 
+ 
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1.90 
5.26 

.46 
1.62 
X87 


-in.01 
-11.29 
-16.12 
-14.66 
-12.56 


l—H 


■Ferosttoo. 


•  Per  lOOpoond  box^ 


166      INVB8TIQATI0N  OF  XTIOTBD  STATES  STEEL  COBPOBATIOH. 

The  United  States  Steel  Corporation's  export  tonnage  in  1910 
was  the  lare^t  on  record,  amounting  to  1,216,057  tons,  and  the 
value,  as  c^culated  from  the  corporation's  statement,  was  over 
$41,600,000.  The  following  table,  for  the  year  1910  only,  shows 
the  export  shipments  and  the  total  f.  o.  b.  mill  price  received 
by  the  Steel  Cforporation,  with  the  exception  of  46,096  tons  of 
miscellaneous  products  for  which  prices  were  not  given: 


steel  nib grositons. 

Billets,  blooms,  alabe,  sheet,  ban,  and  Bkelp do... 

Plates : do... 

Structural  shapes do... 

Merohant  ban,  bands,  etc do... 

Hoops  and  cotton  ties do... 

Spliced  ban,  luU  joints,  etc do... 

Wfonehtpipe do... 

Tlnpnte base  boxes. 

Sheets gross  tons. 

Rods do... 

Coarse^wlre net  tons. 

Wire  nails  and  staples do... 

Wire,  tinned  and  coated do. . . 

Wire,  barbed  and  galvanised,  twisted do... 

Wire  fence  and  netting do... 


Total. 


271,233 
92,<M3 

106,875 
03,325 


13.344 

*  946 

10).   13 

393.012 

116,622 

23,029 

18,667 

57,178 

62,466 

78,868 

5,551 


1,169,061 


Total  prioe 


$6,688,606 

2,040,593 

3,074,610 

2,652.268 

2,707,235 

457.432 

589,601 

5,674,997 

1,194,639 

6,706,931 

669,914 

617.504 

2,136.642 

2,443,045 

3,643.537 

290,205 


41,586,950 


(Hearings,  p.  513fr-5136.) 

ABSORPTION  TENNESSEE  COAL  Sc  IBON  CO. 

After  acquiring  the  control  of  the  Lalie  Superior  ores,  the  Steel 
Corporation  made  extended  researches  and  explorations  of  the  ore 
deposits  of  Cuba,  North  and  South  America. 

Mr.  Resd.  May  I  suggest  a  question  at  that  point  ? 

Mr.  Young.  Certainly. 

Mr.  Reed.  In  regard  to  these  ores  in  Utah,  Cuba,  and  Brazil, 
perhaps  Mr.  Cole  could  tell  us  whether  the  Steel  Corporation 
ever  made  any  effort  to  acquire  ores  or  to  control  or  get  a  large 
part  of  those  ore  beds. 

Mr.  Young.  Yes.  Do  you  know  anything  about  that,  Mr. 
Cole? 

Mr.  Cole.  The  Steel  Corporation  through  its  subsidiary,  the 
Oliver  Iron  Mining  Co.,  had  examinations  of  ore  beds  in  Utah 
made,  but  did  not  feel  justified  at  this  time  in  buying  any  at  that 
point.  They  also  had  made  an  examination  of  the  ore  beds  in 
Braal,  but  did  not  make  an^  investments  there  at  the  time. 
They  have  secured  some  ore  m  Cuba,  but  just  what  tonnage  I 
am  unable  to  say. 

Mr.  Reed.  Relatively  small,  is  it  not  ?  (Hearings,  pp.  5483- 
6484.) 


The  Chairman.  You  spoke  of  having  your  engineers  go  over 
the  countrv  and  make  a  thorough  survey  of  the  various  ore  de- 
posits of  Kew  Mexico,  Utah,  Texas,  New  York,  in  the  Appala- 
chian region,  and  elsewhere,  and  in  California.    How  much  ore 
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did  they  lease  or  purchase  outright  after  these  investigations  for 
the  Steel  Corporation?  How  much  ore  did  it  obtain  as  a  result 
of  these  investigations  f 

Mr.  Cole.  They  did  not  secure  any  ore  in  the  districts  referred 
to. 

The  Chaibman.  Why  was  it  they  did  not  ? 

Mr.  Cole.  I  presume  they  felt  it  would  be  some  time  in  the 
future  before  those  ores  would  be  available  for  manufacture. 

The  Chairman.  Those  ores,  as  I  understand,  as  Mr.  Sellwood 
has  said,  either  by  virtue  of  their  low  degree  of  ore,  the  presence 
of  silica,  the  absence  of  a  market,  or  the  remoteness  of  the  mate- 
rials to  flux  them  rendered  them  unavailable  at  the  present 
time? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Or  in  the  immediate  future  1 

Mr.  Cole.  In  the  immediate  future.     (Hearings,  p.  5494.) 

The  only  large  deposits  of  ore  at  present  available  for  the  making 
and  marketing  of  pig  iron  and  steel  in  large  quantities  and  at  a  profit 
are  foimd  in  the  Lake  Superior  and  Birmingham  districts. 

The  CHAmBfAN.  Where  are  the  principal  ore  bodies,  workable 
ores,  in  the  United  States?  ♦  ♦  *  Such  ores  as  can  be 
worked  at  a  profit  ? 

Mr.  Perin.  The  two  ^eat  ore  bodies,  of  course,  are  those  in 
the  Mesabi  Range,  and  in  the  Gogebic  and  the  Marquette  and 
Menominee  Ranges,  and  next  in  importance  in  volume  of  ton- 
nage would  be  those  in  the  Alabama  district,  directly  in  prox- 
imitv  to  Birmingham. 

The  Chairman.  The  two  great  ore  bodies  are  those  of  the  Lake 
Superior  region 

Mr.  Perin  (interposing).  And  the  Birmingham  (Ala.)  region. 

The  Chairman.  Are  there  any  other  large  ore  bodies  which  are 
or  can  be  worked,  from  which  pig  iron  can  be  made  at  a  profit 
in  competition  with  these  two  ore  bodies  which  you  have  men- 
tioned ff 

Mr.  Perin.  Which  can  be  marketed?  I  do  not  think  so.  At 
a  higher  market  and  as  the  metallurgic  art  advances  the  ores 
of  the  Adirondack  and  other  regions  will  become  important 
factors  in  the  production  of  pig  iron.     (Hearings,  p.  972.) 

At  the  formation  of  the  Steel  Corporation  the  ores  of  this  region 
seem  to  have  been  disregarded,  since  they  were  all  non-Bessemer, 
that  is,  contained  exceeding  4  per  cent  of  phosphorus,  which  pre- 
vented their  use  in  a  Bessemer  converter,  and  prior  to  1906  steel 
rails  were  made  from  Bessemer  steel  only. 

It  is  only  in  recent  years  that  the  use  of  steel  made  from  non- 
Bessemer  ores  has  approached  Bessemer  steel  either  in  the  quantity 
produced  or  in  the  variety  of  finished  materials  for  which  it  could  be 
rendered  available. 

A  brief  review  of  the  two  processes  by  which  pig  iron  is  converted 
mto  steel  is  necessary  to  a  clear  apprehension  of  the  vast  and  vital 
change  which  the  gradual  substitution  of  the  ''basic"  or  ''open- 
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hearth  process''  for  the  old  "Bessemer  process"  has  wrought  in  the 
whole  status  of  the  steel  industry  and  the  relative  value  of  iron  ores 
in  this  country. 

Mr.  Roberts.  The  Bessemer  process  as  known  and  called  such 
is  by  blowing  compressed  air  through  molten  pig  iron  in  what  is 
known  as  a  converter.  By  the  blowing  through  of  that  air  the 
carbon  is  eliminated  by  the  oxygen  of  the  air  and  forms  carbon 
oxide,  which  bums  to  carbomc-acid  gas.  That  then  becomes 
steel  and  is  poured  into  the  ingots.  The  open-hearth  process  was 
known  as  tne  Seaman's  fumacCi  a  reveroeratory  furnace  with 
gas  fuel.  The  coal  is  charred  in  a  producer,  which  forms  gas.  is 
then  carried  to  the  furnace,  which  is  on  regenerative  principles, 
and  the  flame  passes  over  the  bed  of  the  furnace,  the  open  hearth 
of  the  fiunace,  on  which  either  liquid  pig  iron  or  cold  pig  iron  is 
put,  melted,  and  the  carbon  removed  from  the  pig  iron  by  the 
contact  of  the  oxvgen  with  the  flame  passing  over  it.  The  lining 
of  the  furnace,  what  is  known  as  the  basic  lumace,  is  composea 
of  bases  instead  of  adds.  The  original  form  of  the  ojpen-hearth 
process  was  acid  and  was  made  in  a  furnace  lined  with  sand  or 
silica,  whereas  the  basic  furnace  is  lined  with  a  base  such  as  ^um 
or  magnesia.  This  enables  the  introduction  of  basic  material. 
such  as  limestone,  which  has  an  afl^ty  for  phosphorus,  ana 
eliminates  the  phosphorus  from  the  p\s  iron,  whereas  in  the 
Bessemer  process  by  simply  passing  air  uirougn  the  pig  iron  in 
an  acid-lined  converter  you  do  not  eliminate  the  pnosphorus. 
I  would  say  that  it  is  a  more  expensive  process  to  operate  an  open 
hearth  than  it  is  a  Bessemer,  due  to  the  fact  that  in  one  case  your 
fuel  is  air  and  in  the  other  case  your  fuel  is  coal.  You  can  not 
make  open-hearth  steel  as  cheaply  as  you  can  make  Bessemer 
steel. 

Mr.  Babtlbtt.  What  is  the  advantage  of  the  one  over  the 
other,  if  any  ? 

Mr.  RoBEBTS.  You  have  the  opportunity  of  using  all  grades  of 
ore  in  the  open  hearth,  whereas  m  the  Bessemer  you  are  limited 
to  certain  special  ores  which  contain  a  small  content  of  phos- 
phorus.    (Hearings,  p.  360.) 

«  *  *  *  *  «  ^ 

Mr.  Roberts.  *  *  *  Basic  open-hearth  steel  admits  of  the 
use  of  any  quaUty  of  ore  irrespective  of  its  phosphorous  content, 
whereas  Bessemer  steel  requires  an  ore  witn  a  low  phosphorous 
content,  probably  not  over  0.04,  due  to  the  fact  t^at  phosphorus 
in  the  Bessemer  process  is  not  eliminated;  but  in  the  oasic  open- 
hearth  process  it  makes  no  difference  how  much  phosphorus  you 
have,  because  you  eliminate  it  in  the  process  of  mddngyour  steel. 
Consequently  these  plants  which  onmially  produced  Bessemer 
steel,  due  to  the  fact  that  the  basic  operirKearth  process  vxis  not  hnovm 
at  that  lime  and  not  operaied,  have  now  gradually,  due  to  the 
gradual  extension  of  the  Bessemer,  or  low-phosphorus  ores,  been 
compelled  to  turn  over  to  the  manufacture  of  open-hearth  basic 
raib.  The  plant  at  Gary  is  arranged  as  an  openr-hearth  basic  plani 
entirely.  They  have  no  Bessemer  plant.  And  some  of  the  Pitts- 
burgh plants  are  using  the  basic  open-hearth  process.  The  otheis 
are  usmg  both,  as  they  see  fit. 
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Mr.  Gardner.  Has  it  been  an  expenaiye  matter  to  convert  the 

Elants  of  those  companies  so  that  they  can  use  tids  basic  open- 
earth  process  instead  of  the  Bessemer  process  t 
Mr.  Roberts.  Yes.^  It  means  the  abandonment  of  their  Bes- 
semer plant,  putting  it  in  the  scrap  heap.  Hie  value  of  all  the 
capital  invested  in  the  Bessemer  plant  oisappears  and  whatever 
the  cost  of  the  open-hearth  plant  is  must  be  aaded  to  their  capital 
charges.     (Heanngs,  pp.  359-360.) 

By  the  partial  locking  up  of  the  ore  reserves  of  Lake  Superior  and 
by  the  exaction  of  an  onerous  tribute  for  their  transportation,  the 
Steel  Corporation  unwittingly  stimulated  the  development  of  the 
open-hearth  process  and  offered  a  strong  inducement  to  the  bold 
capitalist  and  the  inventive  genius  to  discover  new  forms  and  uses  to 
which  it  could  be  applied. 

"The  growth  of  basic  steel,"  says  Mr.  Topping,  nresident  of 
the  Republic  Iron  &  Steel  Co.,  "is  not  necessairily  all  due  to  the 
superior  quality  of  that  steel  for  certain  purposes  over  Bessemer, 
but  is  due  more  largely,  in  my  judgment,  to  the  limUed  supply 
of  Bessemer  ares  and  to  the  constantly  increasing  demands  for  sted 
%n  various  forms;  and  the  basic-steel  process  has  made  available 
a  lai^e  amoimt  of  ore  that  otherwise  would  not  have  been  avail- 
able, and  which,  had  it  not  been  for  the  basic  process,  would  not 
have  enabled  us  to  meet  this  great  demand  for  steel  everywhere. 
There  is  also,  in  addition  to  the  reason  I  have  just  cited,  a  demand 
for  a  quantity  which  calls  for  basic  exclusively,  on  account  of 
specifications  and  restrictions  placed  by  certain  engiaeers  for 
roads  and  structural  material,  that  is  all  basic  necessarily  for 
quality  reasons." 

The  Chairman.  What  are  the  advantages  of  this  steel  made 
by  the  open-hearth  process  ? 

Mr.  Topping.  Well,  the  general  advantage  is  in  this,  that  you 
can  not  reduce  by  the  Bessemer  process  phosphorus  below  the 
percentage  at  which  you  start  in  on  the  ore;  m  fact,  you  pick 
up  addea  quantities  of  phosphorus  in  the  process  of  manufac- 
turing with  limestone  and  cokc,  whereas  in  the  basic  process  it 
is  only  a  question  of  time  when  you  can  eliminate  substantially 
all  the  phosphorus;  and  by  the  basic  process  you  get  a  more 
regular  steel  and  better  quality,  due  to  the  fact  that  phosphorus 
is  not  an  element  that  adds  to  the  Quality,  but  the  reverse  of 
that  in  its  general  influence.  It  makes  it  brittle.  (Hearings, 
p.  1234.) 

Mr.  Roberts,  a  learned  and  skillful  engineer,  speaks  of  the  manu- 
facture of  rails  from  Bessemer  steel  by  the  corporation  to  within  the 
last  two  or  three  years  as  ''due  to  the  fact  that  the  basic  open-hearth 
process  was  not  known  at  the  time  and  not  operated."  Strictly 
speaking,  while  known,  it  was  not  developed  imtil  recent  years  to 
such  an  extent  as  to  enable  steel  made  by  this  process  to  compete 
with  the  product  of  the  Bessemer  converter.  This  gradual  revolu- 
tion in  the  process  of  manufacture  has  been  due  to  the  rise  m  price 
of  the  corporation's  Bessemer  ores,  the  development  of  the  open- 
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hearth  furnace,  and  the  consequent  cheapenmg  of  steel  produced  by 
that  process. 

Statistics  compiled  by  the  American  Iron  &  Steel  Association  show 
that  a  small  amount  of  open-hearth  ingots  and  castings  were  made 
as  far  back  as  1869.  In  recent  years  the  substitution  of  basic  for 
Bessemer  steel  has  been  phenomenal.  In  1894  there  were  produced 
in  the  United  States  3,571,313  tons  of  Bessemer  ingots  and  castings, 
as  against  784,936  tons  of  open  hearth.  Two  years  later,  the  pro- 
duction of  Bessemer  steel  showing  no  material  change,  open-hearth 
ingots  and  castings  increased  nearly  200  per  cent,  viz,  1,298,700  tons, 
and  by  1898  this  amount  had  again  been  practically  doubled — 
2,230,292  tons. 

At  the  time  of  the  formation  of  the  Steel  Corporation  the  total 
production  of  Bessemer  and  open-hearth  steel,  from  the  date  of  the 
introduction  of  the  basic  process  into  this  country  (1869),  was 
75,366,329  tons  and  18,029,741  tons,  respectively,  while  from  the  time 
of  the  formation  of  the  Steel  Corporation  (1901)  to  the  absorption  of 
the  Tennessee  Coal  &  Iron  Co.  the  production  of  open-hearth  steel 
amounted  to  53,583,640  tons,  as  against  69,188,388  tons  of  Bessemer 
steel.  In  the  three  years  immediately  succeeding  the  absorption  of 
this  company,  1908  to  1910,  inclusive,  the  production  of  open-hearth 
steel  has  exceeded  that  of  Bessemer  by  approximately  12,000,000 
tons,  or  38,835,174  tons  open-hearth  to  24,860,310  tons  of  Bessemer. 

At  present  the  open-hearth  process  for  general  purposes  bids  fair 
to  practically  supersede  the  old  Bessemer  converter  except  in  a  few 
localities  where  the  scarcer  and  more  costly  Bessemer  ores  can  be 
obtained  under  especially  favorable  circumstances.  In  1910  the  pro- 
duction of  open-hearth  steel  reached  a  grand  total  of  16,504,509  tons, 
as  against  9,412,772  tons  of  Bessemer.  The  production  of  Bessemer 
steel  is  actually  as  well  as  relatively  on  the  decline,  being  2,863,058 
tons  less  in  1910  than  in  1906.  Attention  is  called  to  table  in  the 
appendix  to  this  report,  giving  the  relative  annual  production  of  both 
kinds  from  1869  to  1910. 

The  Steel  Corporation,  at  the  time  of  its  organization,  seems  to 
have  accepted  without  question  the  saying  among  steel  makers  that 
'*  phosphorus  is  to  iron  what  the  devil  is  to  religion,"  and  to  have 
regarded  as  imavailable  for  general  purposes  the  vast  ore  deposits  of 
the  Birmingham  district. 

As  has  been  shown,  the  corporation  constructed  the  iromense  and 
costly  fabric  of  its  ore,  crude  steel,  and  transportation  monopoly 
upon  the  control  of  Superior  ore  as  a  basis,  and  the  strength  and  per- 
petuity of  that  foundation  rested  upon  the  continuing  supremacy  of 
the  Bessemer  converter. 

When  open-hearth  steel,  produced  as  cheaply  as  the  Bessemer  and 
\n  vast  quantities,  could  be  placed  upon  the  market  by  manufac- 
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turers  owing  their  own  ore  and  coal  reserves,  and  assembling  their 
raw  material  without  the  use  of  the  corporation's  roads  and  steam- 
ship lines,  then  and  then  only  was  the  perfect  and  hitherto  seemingly 
invincible  control  of  the  manufacture  of  steel  products  seriously 
menaced. 

As  has  been  demonstrated,  the  absolute  power  to  ''jfEx"  the  price 
of  pig  iron  enabled  the  corporation  to  make  and  manipulate  the  price 
of  semifinished  steel.  It  is  true  these  "sliding-scale"  contracts  were 
usually  predicated  upon  the  price  of  Bessemer  pig  iron,  but  in  the 
event  the  corporation  arbitrarily  raised  the  price  of  Bessemer  pig 
iron  above  the  basic,  it  would  by  that  means  still  further  stimulate 
the  production  of  the  latter  metal  by  its  competitor,  since  under 
changed  conditions  it  could  be  used  interchangeably  with  the  Besse- 
mer pig  iron. 

It  is  evident  that  the  production  of  pig  iron  in  large  quantities  and 
at  a  cost  no  greater  than  that  of  the  corporation,  notwithstanding  its 
advantages  derived  from  the  ownership  and  control  of  common  car- 
riers, meant  the  certain  destruction  of  the  cunning  and  costly  device 
by  which  it  had  caused  so  many  ''shut  downs"  among  its  former 
competitors,  dependent  upon  it  for  raw  material. 

Penoanel  Tesaessee  Coal  ft  Iron  Syndicate. 

Elxpert  ore  and  steel  men  were  not  slow  to  see  the  infinite  possibili- 
ties which  the  development  of  this  process  opened  to  non-Bessemer 
ores,  and  grasped  the  opportunity  to  obtain  control  of  vast  ore  and 
coal  deposits  in  the  southern  Appalachian  region. 

In  October,  1905,  a  syndicate  was  formed  which  acquired  the  prop- 
erties of  the  Tennessee  Coal,  Iron  &  Railroad  Ck>.,  the  largest  concern 
in  the  Birmingham  district,  the  members  of  the  original  syndicate 
and  their  individual  shares  being  as  follows: 

ShATM. 

0.  H .  Payne 10, 300 

L.  G.  Hanna 10,300 

G.B.Schley : 10,800 

J.  B.  Duke 10,300 

E.  J.  Bemind 10,800 

J.  W.  Gates 10,800 

A.N.  Biady 10,800 

G.  A.  Keealer 10,800 

0.  Th<«iie 10,800 

E.W.  Oglebay 6,160 

H.S.  Black 5,160 

F.D.  Stout 5,160 

J.  W.  Simpson ! . .  -  6, 160 

G.  W.  Prench 2,600 

8.  G.Cooper 1,600 

J.  A .  Topping 1 ,  000 

Total 118,800 

(Hearings,  pp.  1124-1125.) 

M946''— H.  R«pt  1127, 62-2 ^11 
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This  syndicate  was  formed  for  the  purpose  of  developing  not  explcU- 
ing  the  steel  industry,  as  evidenced  by  the  fact  that  not  one  single 
doUar  was  ever  paid  to  the  syndicate  or  any  individual  in  it  for  pro- 
moting the  scheme  or  underwriting  its  securities.  The  immense 
financial  resources  of  its  members  assured  the  capital  necessary  for 
the  great  undertaking,  and  among  its  members  were  men  of  skill 
and  experience  in  every  department  of  the  businsss. 

Oglebay  and  Hanna  had  large  holdings  in  the  Lake  Superior  ore 
fields,  long  experience  in  the  value  and  handling  of  ores,  and  in  the 
manufacture  of  pig  iron. 

Topping,  the  chairman  of  its  board  of  directors,  was  expert  in 
every  detail  of  manufacture  from  the  ore  up,  and  John  W.  Gates,  the 
organizer  of  the  American  Steel  &  Wire  Co.,  was  equally  familiar 
with  the  industrial  and  financial  operations  of  such  concerns  on  the 
most  extensive  scale. 

The  Chairman.  How  many  practical  steel  men  were  in  the 
syndicate — men  who  understood  the  business  of  making  steel  ? 

Mr.  Hanna.  Well,  I  do  not  know  exactly  what  you  mean 
when  you  say  ''making  steel." 

The  Chairman.  I  mean  handling  ore  or  making  pig  iroDy  for 
instance. 

Mr.  Hanna.  I  do  not  know  of  any  who  were  not  familiar  with 
the  iron  and  steel  industry,  but  as  to  those  actually  connected 
with  it  I  do  not  know.  I  should  have  to  look  at  a  list,  l^Ir. 
Chairman.  I  should  say  five  or  six  or  seven,  perhaps,  who  had 
been,  and  were  then,  identified  with  the  steel  mdustiy. 

The  Chairman,   iou  had  been  interested  in  it  I 
/  Mr.  Hanna.  Yes,  sir. 

The  Chairman.  Mr.  Berwind  1 

Mr.  Hanna.  No,  sir;  I  do  not  think  so. 

The  Chairman.  Mr.  Gates  f 

Mr.  Hanna.  Yes,  sir. 

The  Chairman.  Mr.  Oglebay  ? 

Mr.  Hanna.  Yes,  sir. 

The  Chairman.  And  Mr.  Stout,  Mr.  Black,  Mr.  Simpson,  Mr. 
French,  Mr.  Cooper,  and  Mr.  Topping  ? 

Mr.  Hanna.  Mr.  French  had  been  interested  in  the  steel  busi- 
ness and  Mr.  Cooper  had  been  identified  with  the  steel  business. 

The  Chairman.  What  experience  had  Mr.  Topping  had  t 

Mr.  Hanna.  Mr.  Topping  had  been  all  his  life  m  Uie  iron  and 
steel  business,  actively. 

The  Chairman.  So  that  from  the  personnel  of  this  syndicate. 
I  judge  you  were  well  equipped,  not  only  as  to  your  financial 
resources,  but  you  had  men  in  the  synclicate  who  understood 
from  experience — the  best  school  in  which  to  learn  things,  prac- 
tical experience,  long  experience — ;just  how  to  develop  economi- 
cally and  effectively  the  great  business  you  contemplated  estab- 
lishing in  that  region. 

Mr.  Hanna.  Yes,  sir;  I  would  say  so.  (Hearings,  pp.  886- 
oo7.) 
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The  properties  of  the  Tennessee  Coal  &  Iron  Co.  were  located  in  a 
r^on  absolutely  unparalleled  in  the  close  proximity  of  vast  quan- 
tities of  all  the  materials  essential  to  the  manufacture  of  iron. 

The  ore,  limestone,  dolomite,  and  coal  are  assembled  by  nature 
within  a  radius  of  a  few  miles. 

"I  think,"  says  Mr.  Gates,  "that  in  the  Birmingham  district 
it  is  possible  to  assemble  a  ton  of  material  and  make  a  ton  of  pig 
iron  cheaper  than  any  other  place  in  the  world."  (Hearings, 
p.  7.) 

Mr.  Perin,  the  engineer  who  had  prepared  a  careful  survey  cover- 
ing practically  every  foot  of  this  district,  states: 

The  Chairman.  You  did  not  complete  your  answer  as  to  the 
Woodward  Co.  I  want  to  know  the  number  of  miles  they  haul 
their  limestone,  coke,  and  iron  1 

Mr.  Pebin.  I  think  the  coke  is  hauled  somewhere  between  3 
and  4  miles  and  the  limestone  an  average  distance  of  2^  miles. 

The  Chairman.  So,  as  a  rule,  it  is  the  same  haul  and  the  same 
freight  within  that  radius  of  25  miles. 

Mr.  Pebin.  Yes. 

The  Chaibman.  Does  that  spring  from  the  fact  that  in  the 
whole  region  thev  find  within  that  radius  those  three  essentials 
in  the  making  oi  pi^  iron  t 

Mr.  Pebin.  Practically  so,  and  so  as  not  to  give  any  one  cor- 
poration any  particular  advantage  over  the  other.  The  rates 
were  established  so  as  to  equalize  competition  in  the  district. 

The  Chaibman.  Now,  you  have  spoken  of  your  experience  in 
locating  ore  regions  in  tms  country  and  in  India.  Is  there  any 
place  on  the  habitable  globe  known  to  the  iron  industry  where 
that  physical  condition  exists  or  anything  approximating  it? 

Mr.  Pebin.  The  only  possible  parallel  conaitions.  where  the 

{'uxtaposition  of  the  raw  material  is  such  as  exists  in  tne  Birming- 
lam  district,  are  in  Middlesboro,  England.  There  the  iron  ores 
are  of  a  lower  grade,  and  they  bring  their  fuel  a  distance  vary- 
ing from  10  to  25  miles.  That  is  almost  a  parallel  with  the  con- 
ditions that  obtain  in  Birmingham,  but  there  are  no  such  large 
single  deposits  as  exist  in  the  Birmingham  district.  (Hearings, 
p.  982.) 

Mr.  Schwab  has  made  practically  the  same  statement  to  the  Ways 
and  Means  Committee  in  1908: 

For  example,  I  know  that  pig  iron  can  be  produced  in  diflFerent 
parts  of  Germany  at  from  $9.50  to  $12  a  ton  to-day,  depending 
upon  the  location  and  character  of  the  pig. 

The  Chaibman.  Against  $14  here  ? 

Mr.  Schwab.  About  $14  to  $14.50  here. 

The  Chaibman.  That  is  in  Germany.    How  about  England? 

Mr.  Schwab.  England  is  probably  a  little  cheaper,  though  it 
is  not  widely  diflFerent. 

The  Chaibman.  What  is  the  main  reason  for  the  additional 
cost  of  the  pig  iron  here  ? 
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Mr.  Schwab.  Raw  material  and  freights  being  higher. 

The  Chaibman.  Their  iron  is  nearer  the  coal  mines  ? 

Mr.  Schwab.  Yes.    They  assemble  it  cheaper  than  we  do. 

The  Chaibman.  I  do  not  suppose  they  do  it  any  cheaper  than 
we  can  at  Birminsfaam  i 

Mr.  Schwab.  No;  we  do  it  cheaper  in  Birmingham  than  ihey  do 
in  England. 

The  Chaibman.  You  think  Uxe  cost  of  pig  iron  in  Birmingham 
would  be  less  than  the  cost  in  England  t 

Mr.  Schwab.  /  know  it  would  be. 

The  Chaibman.  The  cost  of  converting  the  steel  is  about  the 
same? 

Mr.  Schwab.  In  Birmingham  it  is  about  the  same.  (Heai^ 
ings,  p.  1133.) 

The  Tennessee  Coal,  Iron  &  Railroad  Co.  acquired  the  greater  part  of 
all  the  available  ores  in  this  region  according  to  Mr.  Ferrin,  who  spent 
months  on  these  properties  in  a  careful  survey  intended  to  determine 
both  the  quantity  of  ore  in  that  district  which  was  economically  avail- 
able and  the  relative  amount  held  by  this  and  other  large  concerns. 

''Estimating/'  says  Mr.  Perin,  *'the  tonnage  of  the  Wood- 
ward Co.  and  of  the  Birmingham  Coal  &  Iron  Co.  and  the  Bir- 
mingham Iron  Ore  Co.,  I  would  say  that  the  Tennessee  Coal, 
Iron  &  Railroad  Co.  possesses  about  70  per  cent  of  Red  Ore 
Mountain. 

The  Chaibman.  That  is,  of  the  ore-bearing  district  t 

Mr.  Pebin.  The  range  which  is  tributary  to  the  fuel  at  the 
present  time,  the  area  of  low-assembling  cost. 

The  Chaibbian.  If  the  Tennessee  Coal  &  Iron  Co.  has  70  per 
cent  of  the  entire  region,  what  per  cent  of  the  region  is  now 
marketable  and  can  be  purchased  bv  any  man  who  goes  down 
there  and  opens  a  blast  furnace  and.  buys  his  own  coal  on  the 
ground  ? 

Mr.  Pebin.  I  suppose,  outside  of  the  Birmingham  Iron  Ore 
Co.,  there  is  no  merchantable  ore  for  sale  in  the  Birmingham 
district. 

The  Chaibi£an.  How  much  have  thev  at  their  disposal  t 

Mr.  Pebin.  I  have  no  accurate  knowledge. 

The  Chaibman.  What  per  cent  ? 

Mr.  Pebin.  Very  small;  possibly  2^  ner  cent  to  5  per  cent. 

The  Chaibman.  Of  the  whole  region? 

Mr.  Pebin.  Yes,  sir.     (Hearings,  p.  980.) 

«  «  «  ♦  4t  4t  # 

Mr.  Pebin.  I  should  consider  this  as  one  of  the  greatest 
properties  I  know  of  anywhere  in  the  world^  take  it  by  and  large; 
that  is,  considering  the  proximity  of  the  iron  ores  to  the  coal. 
(Hearings,  p.  984.) 

On  December  31,  1906,  Mr.  Topping  made  the  following  statement 
to  thd  board  of  directors  of  the  Tennessee  Coal  &  Iron  Co. 

The  knowledge  that  your  executive  committee  has  acquired  as 
to  the  tonnage  and  character  of  the  iron  ore,  coal,  and  Imiestone 
owned  in  fee  simple  by  your  company  satisfies  them  that,  in 
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wealth  of  raw  materials  required  for  the  manufacture  of  iron 
and  steel,  your  company  ranks  as  second  to  only  one  in  the  world, 
and  is  far  in  advance  of  an]^  other  iron  or  steel  producer  in  cost 
of  assembling  its  raw  materials  for  manufacture. 

The  mineral  reserves  of  coal  and  iron  contained  in  your  landsj 
as  computed  by  competent  authorities,  are  estimated  to  be 
700,000,000  tons  of  iron  ore  and  2,000,000,000  of  coal.  Ap- 
proximately, one-half  of  your  coal  supply  is  of  a  superior  coking 
quality,  and  your  iron  ore  is  largely  of  a  self-fluxing  character, 
analyzing  approximately  38  per  cent  metallic  iron.  This  ore  is 
well  suited  to  the  manufacture  of  high-grade  foundry  pig  iron,  and 
to  the  production  of  basic  iron  pij^  for  use  in  the  manufacture 
of  basic  open-hearth  steel.     (Heanngs,  p.  1232.) 

When  before  this  committee  he  was  interrogated  in  regard  to  this 
report  as  follows: 

Ib  that  the  statement  prepared  by  you  at  the  time  as  the  chair- 
man of  the  board  ? 

Mr.  Topping.  That  is  the  statement  I  made  to  the  stock- 
holders. 

The  Chairman.  Is  that  a  correct  statement  ? 

Mr.  Topping.  So  I  beheve.  It  was  the  report  of  our  engineers, 
and  based  on  their  own  estimate.  I  might  say  in  that  connec- 
tion that  that  estimate  was  not  based  on  comi>lete  drilling 
records — the  property  was  not  entirely  drilled,  and  is  not  as  yet 
to-day,  so  far  as  I  know — ^but  based  on  the  tonnage  produced  per 
acre  and  from  the  opened-up  properties.  Our  own  eng^neermg 
or  mining  department  believea  tMU  that  vxis  a  conservative  state- 
ment,  ana  I  accepted  that  statement  for  my  report  to  the  stock- 
holders.    (Hearings,  p.  1232.) 

The  New  York  Sun,  November  7, 1907,  said:  "The  acquisition 
of  the  [Tennessee]  company  is  particidarly  advantageous  to  the 
Steel  Oorporation^ecause  of  the  iron  ore  and  co^  properties 
that  go  with  it.  With  the  Great  Northern  and  Northern  racific 
ore  lands  acquired  last  year,  together  with  the  previous  holdings, 
the  Steel  Corporation  now  has  iron-ore  deposits  estimated  at 
approximatelv  2,400,000,000  tons,  of  which  approximately 
700,000,000  tiims  come  with  T.  C.  &  I."     (Hearings,  p.  1129.) 

John  Moody,  in  an  article  in  Moody's  Magazine  for  January,  1909, 

said: 

But  the  most  fortunate  business  stroke  of  the  Steel  Corpora- 
tion, from  the  viewpoint  of  its  owners,  since  its  organization  in 
1901,  was  the  acqmsition  last  year  of  the  Tennessee  Coal,  Iron 
&  Bailroad  property.  The  acquisition  of  this  organization  has 
added  great  potential  value  to  the  steel  organization  and  has 
increased  the  tangible  equity  of  its  common-stock  issue  to  a  far 
greater  extent  than  is  conmionly  realized.  The  Tennessee  coal 
and  iron  properties  embrace,  besides  important  manufacturing 
plants,  nearlv  450,000  acres  of  mineral  lands  in  the  Birmingham 
section  of  Alabama.  As  shown  in  the  report  of  the  Tennessee 
company  in  1904,  when  an  appraisal  was  made  by  outside 
parties,  these  lands  contain  approximately  400,000,000  tons  of 
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first-class  low-grade  ore,  and  more  than  1,200,000,000  tons  of 
coal,  of  which  about  one-half  is  coking  coal.  This  estimate 
indicates  that  the  deposits  embraced  are  even  in  excess  of  those 
of  the  great  Lake  Superior  properties  controlled  by  the  cor- 
poratiop,  including  the  Great  I^orthern  ore  bodies.  This  entire 
property  was  acquired,  as  is  well  known,  on  very  favorable 
terms  for  the  Steel  Corporation,  and  of  course  puts  it  in  a  posi- 
tion where  now  it  need  have  no  concern  regarding  a  possible 
futiure  shortage  of  supply  of  either  iron  ore,  cod,  or  coke.  Added 
to  this  is  the  fact  that  the  deposits  are  more  favorably  located 
than  those  of  the  Lake  Superior  district  and  will  enable  the  com- 
pany to  carry  on  in  the  years  to  come  a  vast  economic  develop- 
ment of  production  and  manufacture  in  this  section  of  the 
country.  The  Tennessee  ore  is  of  a  grade  which  is  better  for 
the  making  of  ordinary  pig  u-on  than  that  of  any  other  known 
deposits  in  this  country.     (Hearings,  pp.  1129-1130.) 

The  incalculable  advantage  of  securing  coal,  ore,  and  limestone 
from  adjacent  hills  will  be  more  fully  appreciated  when  it  is  consid- 
ered that  the  ore  deposits  of  the  Steel  Corporation  were  located  at 
the  head  of  Lake  Superior  and  its  principal  coal  measures  in  West 
Virginia  and  Pennsylvania,  and  it  is  a  thousand  miles  by  the  course 
of  the  traffic  from  the  Mesabi  Range  to  the  Connellsville  coal  fields. 

This  facility  in  assembling  the  raw  materials  enabled  operators  to 
produce  pig  iron  at  from  three  to  four  dollars  per  ton  less  than  any 
other  manufacturer  in  the  United  States.  In  other  words,  an  opera- 
tor at  Birmingham  can  make  pig  iron  for  sale  in  the  vicinity  of  his 
fiunace  at  a  living  profit  for  less  than  the  actual  cost  of  production 
to  his  competitor  in  Pittsburgh. 

Mr.  Perin  states: 

The  Chairman.  Have  you  ever  had  any  practical  experience 
in  the  construction  or  operation  of  blast  furnaces  and  other 
plants  for  the  manufacture  of  steel  ? 

Mr.  Pebin.  I  have  held  every  position  at  a  blast  furnace  from 
fireman,  with  a  negro  partner,  to  proprietor. 

The  Chairman.  Have  you  ever  constructed  any  blast  furnaces  f 

Mr.  Pebin.  I  have  bmlt  one  and  I  have  reconstructed  about 
eight. 

Mr.  Young.  Which  one  ? 

Mr.  Pebin.  I  built  the  Ashland  No.  2  blast  furnace.  I  was 
superintendent  of  the  Norton  furnace,  the  two  Middlesboro  fur- 
naces, the  two  furnaces  of  the  Londonderry  Iron  Co.  I  remodeled 
their  No.  2  furnace.  I  have  held  other  positions  of  a  subordinate 
capacity,  as  well  as  superintendent  and  general  manager. 
(Hearings,  p.  971.) 

♦  3|t  ♦  *  *  *  « 

Mr.  Pebin.  Based  on  to-day's  selling  prices,  which  I  presume 
would  be  a  fair  approximation  of  their  cost  price,  there  is  nearly 
$4  difference  in  the  cost  of  production  between  the  two  districts. 
Pittsburgh  is  able  to  produce  at  a  very  low  figure,  by  reason  of 
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its  lar^e  plants,  knd  large  production  and  excellent  equipment. 
(Hearings,  p.  971.) 

4c  4e  4c  4c  #  4c  4t 

The  Chaibman.  I  wish  to  show  you  extracts  from  this  report 
prepared  for  the  Geological  Survey  by  Mr.  Phillips  showing  the 
cost  of  manufacture  of  pig  iron  in  1894, 1895,  and  1896.  This 
report  shows  the  average  cost  to  manufacture  pig  iron  per  ton, 
as  follows:  S6.457  for  the  vear  1894,  S6.65  for  1895,  and  $6,464 
for  the  year  1896.^  Is  it  a  fact  that  this  is  the  lowest  cost  of  pro- 
duction that  pig  iron  could  be  manufactured  for  in  the  Imown 
world  ? 

Mr.  Pebin.  I  do  not  think  there  is  anybody  to-day  who  could 

come  within  $3  of  that  cost.     (Hearings,  p.  984.) 
John  W.  Gates  states: 

A  ton  of  pig  iron,  under  the  most  modem  practice,  in  what  is 
known  as  tne  Birmingham  district  can  be  produced  to-day  for 
less  than  $9  a  ton.  Inere  is  no  other  part  of  the  United  States 
that  I  am  acquainted  with,  however,  where  it  can  be  produced 
at  less  than  $1 1  a  ton,  based  on  the  freight  rates  for  assembling 
the  raw  material.  As  an  illustration,  the  freight  rate  on  dolomite, 
which  is  used  for  the  flux,  is  perhaps  12^  cents  a  ton,  in  some  cases 
possibly  15  cents  a  ton,  freight  to  the  furnace.  The  freight  on 
the  coKe  in  some  instances  is  nothing;  the  coke  is  made  at  the 
furnaces.  The  freight  on  the  ore  vanes,  I  think,  from  10  cents  a 
ton  to  about  a  maximum  of  25  cents  a  ton  on  anythingdirectly 
in  the  Birmingham  district.  When  you  get  out  of  the  Birming- 
ham district  and  get  to  use  a  richer  brown  ore,  the  freight  rate 
runs  up  to  35  cents  and  40  cents,  and,  I  think,  50  cents,  a  ton; 
but  in  the  close  proximity  of  Birmingham  you  can  assemble  the 
material  and  make  a  ton  of  pig  iron  cheaper,  in  my  opinion,  than 
anywhere  in  the  vxyrli.     (Hearings,  pp.  7,  8.) 

*  *  *  ♦  *  *  4t 

Mr.  Given.  *  ♦  *  I  do  not  know  of  any  place  on  God's  green 
earth — ^if  there  is  any  such  place  I  have  never  read  of  it — where 
they  can  get  the  material  for  making  pig  iron  together  as  quickly, 
as  cheaply,  and  as  continuously  as  tney  can  in  Birmingham. 
(Hearings,  p.  1011.) 

This  new  and  powerful  concern  prepared  to  make  the  most  of  its 
unique  advantage  in  the  production  of  pig  iron  and  entered  aggres- 
sively into  its  manufacture  into  steel  in  its  more  finished  forms,  having 
secured  with  this  huge  ore  and  coal  reserve,  the  Birmingham  Southern 
Railroad  and  a  plant  described  by  the  Steel  Corporation  as  follows : 

Hie  Steel  Corporation,  in  its  corporate  capacity,  is  on  record 
as  to  this  property.  In  the  Sixth  Annual  Report  of  the  United 
States  Steel  Corporation  for  the  year  ending  December  31, 1907, 
the  holdings  of  the  Tennessee  Co.  which  were  acquired  are  given 
as  follows  (pp.  26,  27) : 

''Surface  and  mineral  rights  acreage  of  iron  ore,  coal,  and 
limestone  property,  owned  in  fee,  447,423,  distributed  as  follows: 
In  Alabama,  340,263   acres;  in  Tennessee,   106,740  acres;  in 
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Geor^a,  1,420  acres.  Upon  this  property  there  were  in  opera- 
tion m  the  State  of  Alabama,  near  Bmningham,  13  active  iron- 
ore  mines,  with  2  under  construction  and  at  Greeley  3  active 
iron-ore  mines.  In  Geor^a  there  were  2  active  iron-ore  mines 
in  operation. 

''In  Alabama  there  were  in  operation  22  active  coal  mines  and 
2,800  coke  ovens;  in  Tennessee,  1  coal  mine  and  174  coke  ovens. 

'"There  were  2  active  quarries,  1  inactive,  and  1  in  course  of 
development,  all  in  Alabama. 

"There  were  14  active  blast  furnaces  in  Alabama;  2  in  Ten- 
nessee. 

"All  mills,  foundries,  machine  shops,  etc.,  were  located  at 
Enslev  and  Bessemer,  Ala.,  near  Binnmfi;ham. 

"The  Tennessee  Co.  owned  the  capital  stock  of  the  Birming- 
ham Southern  Railway  Ck).,  a  terminal  railroad  connecting  the 
various  mines  and  plants  of  the  company  in  the  Birmingham 
district,  consisting  of  31.16  miles  of  main  and  branch  lines,  1 
mile  second  track,  67.78  miles  yard  and  siding  tracks,  35  locomo- 
tives, and  725  cars  of  all  descriptions. 

"The  Tennessee  Co.  owned  the  entire  issued  capital  stock  of 
the  Tennessee  Land  Co.,  the  Booker  Land  Co.,  and  a  control- 
ling interest  in  the  stock  of  the  Enslev  Land  Co. — these  com- 
panies owning  various  tracts  of  land  adjoining  the  several  prop- 
erties of  the  Tennessee  Co. 

"The  net  profits  of  the  Tennessee  Co.  for  the  year  1907,  after 
charging  on  $437,666.84  for  depreciation  and  extraordinary 
replacements,  and  $885,552.31  for  net  interest  charge  on  bonded 
and  floating  debt,  were  $1,426,684.58  (a  httle  more  than  4^  per 
cent  on  the  capital  stock). 

"The  company  spent  during  1907  for  extensions,  additions, 
and  betterments  the  sum  of  $6,589,116.99."     (Hearings,  p.  1132.) 

Mr.  Schley,  the  syndicate  manager,  in  speaking  of  the  personnel  of 
the  owners  of  this  company  and  the  character  of  the  imj^'ovenients 
which  were  being  made  up  to  the  very  hour  it  was  absorbed,  says: 

The  CHAiBBiAN.  This  property  that  you  men  had  taken  hold 
of  had  already  been  improved,  as  I  understand,  by  the  expendi- 
tures of  six  or  seven  million  dollars,  and  that  expenditure  had 
been  made  under  the  supervision  of  Mr.  Topping,  nad  it  not  f 

Mr.  SoHLEY.  Yes ;  and  a  half  a  dozen  other  most  capable  men. 

The  Chairman.  And  every  dollar  they  put  into  that  business 
was  put  where  it  would  "bum,"  to  use  a  slang  expression,  was  it 
nott 

Mr.  ScHLET.  Yes. 

The  Chairman.  And  where  you  would  get  the  best  results  t 

Mr.  ScHLBT.  Yes. 

The  Chairman.  Was  there  a  steel  plant  on  the  continent  more 
skillfully  constructed,  more  capable  of  bringing  to  the  men  who 
constructed  it  ample  returns,  than  the  steel  plant  at  Ensley  t 

Mr.  Sghi<ey.  I  do  not  think  there  is  anybetter.  The  Steel  Co. 
carried  it  out  on  exactly  that  same  plan.  They  could  not  unpiove 
on  it.     (Hearings,  pp.  1114-UlS.) 
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Tlie  character  of  improyements,  completed  and  in  contemplation, 
is  taken  from  the  last  report  made  by  this  company  and  reproduced 
in  the  Sixth  Annual  Report  of  the  United  States  Steel  Corporation: 

ACTUAL  AND  PROPOSED  INCREASE  OF  OUTPUT. 

''As  compared  with  previous  years,  ^our  earnings  may  be 
favorably  r^arded  with  operating  profits  in  excess  of  20  per  cent 
on  your  volume  of  business.  ^  This  result,  considering  the  almost 
unlmiited  tonnage  of  your  mineral  reserves  and  their  great  poten- 
tial value,  should  suggest  no  delay  in  providing  the  necessary 
facilities  to  meet^^our  income  opportunity.  Your  executive 
committee,  recognizing  the  inadeauacy  of  your  present  facilities, 
has  authorized  substantial  expenditures  to  increase  your  volume 
of  business  and  income-  but  further  expenditures  could  be  advan* 
tageously  made"  (p.  7). 

''But,  as  heretofore  stated,  the  maximum  possibilities  with 
your  present  manufacturing  and  mining  facilities  are  not  sufiE- 
cient  for  the  most  favorable^  results.  The  extensive  improve- 
ments now  under  way,  both  in  your  mining  and  manufacturing 
departments,  will  ^eatly  strengthen  your  operations  when  com- 
pleted and  in  runmng  order"  (p.  18). 

"The  physical  condition  of  your  mills  during  the  past  year 
(steel  works  and  rolling  mills)  has  been  improved  by  liberal  expend- 
itures" (p.  28). 

"While  a  general  rehabilitation  of  old  equipment  has  been 
taken  care  of  oy  liberal  maintenance,  your  executive  committee 
have  realized  the  necessity  of  increasea  steel  and  rail  productive 
capacity  and  have  authorized  the  construction  of  a  modem  steel 
works  and  rail  mill.  These  extensive  improvements  are  expected 
to  Double  Your  Steel  Outvut  and  Rail  Capacity  (capitals  ana  italic 
in  text)  and  radically  reauce  your  cost  of  production.  The  bene- 
fits expected  from  tnese  additions  to  plant  will  not  be  operative 
until  the  last  half  of  1907"  (p.  28). 

"The  same  policy  as  applied  to  your  steel  works  and  rolling 
mills,  m  respect  to  betterments  and  maintenance,  has  also  been 
applied  in  building  up  your  blast-furnace  department"  (p.  29). 

"These  extensions  (iron  mines  and  quarries;  are  all  under  way 
and  substantially  increased  production  will  be  realized  during  the 
year  1907"  (p.  30).     (Hearings,  pp.  1127-1128.) 

And  this  was  the  work  of  a  real  competitor,  John  W.  Gates,  the 
active  and  controlling  spirit  of  both  the  Tennessee  and  the  Repubhc 
Iron  &  Steel  Cos.,  did  not  subscribe  to  the  doctrine  of  "coopera- 
tion" and  displayed  no  fear  of  "destructive  competition."  Before  this 
committee  he  stated: 

Mr.  Gates.  *  ♦  ♦  My  theory  is  that  I  would  rather  have 
an  open  market  and  be  able  to  run  full  and  not  be  hampered  by 
any  competitors  saying:  "You  are  selling  goods  too  low,  ihan  to 
Tupie  ajictitums  market  where  I  could  only  run  40  or  50  or  60  per 
cent.     TJiat  has  always  been  my  idea.     (Hearings;  p.  43.) 
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As  a  result  of  the  putting  into  actual  practice  of  this  wholesome 
theory  the  business  of  the  Tennessee  Co.  advanced  by  leaps  and 
bounds  as  evidenced  by  its  minutes  during  the  last  year  of  its 
industrial  independence: 

On  May  21,  1907— 

Meeting  of  board  of  directors. 

The  chairman  presented  condensed  comparative  statement  of 
earnings  and  of  all  products  for  four  months  ending  April  30, 

1907,  as  compared  with  the  same  period  in  1906.  Net  earnings 
above  all  fixed  charges,  interest,  and  depreciation  amounted  to 
$611,247.17,  a  gain  of  35  per  cent  over  last  year,  and  surplus, 
after  paying  dividends,  interest  on  common  stock,  subscriptions, 
and  ail  special  charges,  amounted  to  $335,638.61,  a  gain  of  37^ 
per  cent. 

Production  showed  the  following  percentages  of  increase  over 
last  year:  Ingots,  4  per  cent;  pig  iron,  11  per  cent;  merchants' 
steel,  18  per  cent;  coal,  24  per  cent;  coke,  5  per  cent;  iron  ore, 
12  per  cent;  limestone  and  dolomite,  2  per  cent.  Price  for  iron, 
$20  to  $21  per  ton  Birmingham.     Sales  thereof  for  first  quarter 

1908,  at  $18.50. 

The  chairman  reported  on  the  subject  of  a  revaluation  of  the 
mineral  properties  of  the  company  that  the  chartered  account- 
ants had  agreed  to  the  proposition  that  it  would  be  in  line  with 
firoper  procedure  to  establish  a  higher  valuation  in  view  of  the 
arge  appreciation  which  has  taken  place  in  the  value  of  raw 
materials  during  the  past  few  years;  the  purpose  of  such  revalua- 
tion being  in  the  present  instance  the  creation  of  a  surplus  value 
sufficient  to  cover  the  depreciation  which  must  inevitably  be 
provided  for  in  carrying  out  the  policy  established  of  rebui  ding 
our  manufacturing  department. 

The  chairman  presented  a  statement  showing  a  condition  of 
rail  sales  for  1906i-7  indicating  a  tonnage  booked  for  delivery  to 
January  1,  1908,  of  327,199  tons.  The  chairman  stated  that  the 
extension  to  the  steel  works,  if  promptly  authorized  along  the 
lines  suggested  by  detail  plans  to  be  submitted  by  the  next 
meeting  of  the  board,  on  June  12,  and  which,  if  adopted  and 
authorized,  if  was  thought  would  enable  the  management  to 
brine  into  service  the  new  equipment  of  the  steel  works  exten- 
sion  hy  the  1st  of  May,  1907,  would  add  an  increase  in  the  output 
to  our  present  capacity  estimated  at  from  15,000  to  20,000  tons 
per  month.  Based  on  this  estimate,  he  further  stated  that  the 
estimated  output  of  rails  prior  to  Januarv  1,  1908,  would  be  ap- 
proximately 425,000  tons.  He  desired  to  know  whether  it 
would  be  advisable,  in  the  judgment  of  the  board,  to  sell  the  sur- 
plus rail  output  of  approximately  100,000  tons.  After  discus- 
sion, it  was,  on  motion — 

'^(27)  Resolved,  That  the  management  be  authorized  to  sell 
100,000  tons  of  steel  rails  at  the  present  market  for  such  d^ver- 
ing  in  1907  as  the  company  can  make.'' 

(Min.  board  of  dir.  T.  C,  I.  &  R.  R.  Co.,  May  23, 1908;  MacBae 
Kept.,  p.  4290.) 
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The  chairman  presented  a  complete  monthly  statement  of 
operations  for  the  month  of  August,  showing  net  earnings  of 
S72,241.50;  improvement  over  preceding  month  of  approxi- 
mately $40,000;  also  showing  a  material  increase  in  the  produc- 
tion and  shipments  in  all  departments.  (Min.  board  of  dir.  T.  C, 
I.  &  R.  R.  Co.,  Sept.  18,  1906;  MacRae  Rept.,  p.  4293.). 

The  chairman  presented  the  regular  statements  covering  the 
operations  of  the  companv  for  the  month  of  December  and  the 
12  months  ending  December  31,  1906,  comprising  the  following 
individual  reports:  (1)  Income  account:  (2)  analysis  of  earn- 
ings; (3)  orders  on  hand,  pig  iron  ana  steel;  (4)  production 
cost,  shipments  and  prices,  December-  (5)  production  cost,  ship- 
ments and  prices,  year;  (6)  general  balance  sheet;  available 
assets. 

Income  account  showed  net  earnings  after  interest  charges 
and  depreciation  of  $95,241.89  for  the  month  and  $1,145,006.81 
for  the  year :  dividends  of  4  per  cent  on  common  stock  and  8  per 
cent  on  preferred  stock  amounted  to  $912,080;  sinking  fund  on 
general  mortgage  bonds  to  $47,760;  interest  on  subscriptions  to 
new  conmion  stock  to  $48,376.21. 

The  chairman  also  presented  a  letter  from  Mr.  L.  Hoover, 
treasurer,  accompanying  the  statements,  summarizing  the  results 
for  the  year  in  comparative  form  with  those  of  the  previous 
year,  together  with  a  statement  which  is  filed  with  the  executive 
record  papers  of  this  meeting. 

^^Eesolvedy  That  the  investment  of  this  company  in  the  stock 
of  the  Potter  Ore  Co.  be  valued  at  $400,000.  same  representing 
the  cash  investment  of  $50  000  plus  the  liabiUty  of  the  company 
to  its  proportion  of  $700,000  of  guaranteed  bonds." 

Attention  was  called  by  the  chairman  to  the  fact  that  this  valua- 
tion was  equivdent  to  10  cents  per  ton  on  40,000,000  tons  of  ore, 
which  our  mterest  in  the  tract  is  estimated  to  contain,  and  that 
based  upon  a  5  per  cent  royalty  the  operation  of  the  sinking  fund 
will  retire  the  bonded  debt  and  vest  absolute  title  to  the  prop- 
erty in  the  company  upon  the  payment  of  a  less  sum  in  the  aggre- 
gate as  interest  than  would  have  been  paid  to  the  owner  oithe 
property  upon  the  same  tonnage  as  royalty  based  upon  an  aver- 
ageprice  oi  pig  iron. 

The  chairman  presented  statements  of  sales  and  production, 
both  for  the  period  ending  December  31,  1906,  and  for  the  month 
of  January  to  date.  From  the  former  it  appeared  that  the  orders 
for  pig  iron  on  the  books  amounted  to  142,000  tons  of  foundry 
graaes  and  62,000  of  basic,  which,  allowing  for  our  own  require- 
ments, indicated  that  upon  our  estimated  output  the  company 
was  sold  up  on  all  grades  for  the  first  half  of  1907  and  for  about 
25  per  cent  of  its  make  on  the  last  half.  (Min.  ex.  com.,  Jan.  30, 
1907;  MacRae  Rept.,  p.  4296.) 

The  chairman  submitted  the  customary  statements,  showing 
all  operations  for  the  month  of  April  and  for  the  four  months 
ending  April  30.  Net  earnings  tor  the  month  amounted  to 
$191,147.84,  a  gain  over  the  preceding  month  and  the  best  record 
since  1904,  ana  for  the  four  months  amounted  to  $611,247.17,  a 
gain  of  35  per  cent  over  the  corresponding  period  last  year.     The 


172       INVESTIGATION  OF  UNITED  STATES  STEEL  COBPORATION. 

chairman  stated  that  on  pig  iron  the  company  was  sold  up  prac- 
tically for  the  year  1907,  we  surplus  of  unsold  iron  being  esti- 
mated at  only  about  30,000  tons.  (Min.  ex.  com.,  May  21, 1907; 
MacRae  Kept,  p.  4299.) 

Income  account  showed  balance  above  all  charges  and  depre- 
ciation amounting  to  $221,998.58,  a  gain  of  neany  $31,000,  as 
compared  with  April,  and  the  best  month  recorded  since  1903; 
surplus  for  the  five  months  ending  May  31  amounted  to  $838,- 
245.75,  as  compared  with  $558,513.28  for  the  same  period  in 
1906.    The  report  was  ordered  on  file. 

As  a  matter  of  information,  the  chairman  presented  a  com- 
parison of  earnings  with  the  Sloss^heffield  Steel  &  Iron  G>.  for 
the  quarter  comprising  the  months  of  March.  April,  May,  1907  and 

1906,  showing  an  increase  in  net  earnings  lor  the  Tennessee  Co. 
of  65  per  cent,  as  compared  with  56  per  cent  for  Sloss.  (Min. 
ex.  com.,  June  25,  1907,  p.  4302.) 

REPORT  OF  RAIL  SALES   AND  AVERAGE  PRICES. 

Total  tonnage  on  the  books  June  1,  416,846  tons,  average 
price,  $28.93,  including  both  first  and  second  quality.  Based  on 
the  estimated  production  to  the  end  of  the  year  1908,  an  apparent 
surplus  is  available  for  sale  of  upward  of  $30,000.  The  chauman 
stated  that  it  might  be  safe  to  consider  we  had  from  40,000  to 
50,000  tons  to  sell  for  1908  delivery.  He  advised  that  we  are 
holding  the  price  of  rails  at  $30  for  standard  sections  to  trunk 
lines,  and  at  $32  for  street  car  use.     (Min.  ex.  com.,  June  25, 

1907,  p.  4304.) 

The  Sixth  Annual  Report  of  the  Steel  Corporation  summarized  the 
phenomenal  development  of  this  company  as  follows: 

THE  TENNESSEE  GOAL,  IRON   ft  RAILROAD  CO. 

Comparative  HaUmeni  qf  income  (p.  $0). 

GroflB  profits — 

For  1904 |l,8e2,63L21 

For  1905 2,484,139.26 

For  1906 2,753.159.85 

For  1907  (p.  27,  U.  S.  S.  C.  Kept.) 2,749,903.78 

GrosB  sales  and  earnings  (p.  19) 

For  1904 9,007,578,74 

For  1905 10,951,979.02 

For  1906 13,265,970,66 

New  construction  and  development  of  land  {pp.  t4,  tS), 

For  1906 11,355,632.28 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  Rep.) 6,689,116.99 

In  this  connection  note  that  the  total  costs  of  the  plants  of 
the  Tennessee  Co.,  excluding  land,  was,  on  the  date  of  this 
report  (p.  21),  $11,211,872.30,  and  that  of  the  $6,589,116.99 
expended  for  new  construction  in  1907  only  about  $72,000  was 
expended  for  land,  leaving  the  balance  of  over  $6,500,000  ex- 
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pended  for  enlargement  of  its  manufacturing  capacity,  or  an 
mcrease  of  about  60  per  cent. 


UNFILLED  OBDERS. 

"The  unfilled  orders  now  on  your  books  represent  the  largest 
tonnage  in  the  history  of  your  company.  Tne  business  is  well 
distributed  and  indicates  broadening  markets  for  all  products. 
This  is  particularly  true  of  coal  and  coke.  The  prospects  for 
the  futiure,  as  suggested  by  business  on  hand,  shows  no  sign  of 
business  recession,  and  the  outlook  for  the  year  1907  is  most 
encouraging''  (p.  37). 

Memorandum  ofunfiXUd  orden  as  of  January  1,  1907. 

TonsL 

ICanufMtuxed  iron  and  steel  products 467, 114 

Coal 1,200,000 

Coke 201,000 

(p.  37.) 

COUPARATITB  PRODUCTION. 

Bails,  billets,  steel  bars,  and  plates  (p.  28):  Tons. 

For  1904 166,266 

For  1906 402,318 

For  1906 401, 882 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  R.) 477,624 

Pig  iron  fp.  29): 

For  1904 475,314 

For  1905 529,036 

For  1906 641,887 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  R.) 602,827 

Iron  ore  (p.  30): 

For  1904 1,208,038 

For  1905 1,436,282 

For  1906 1.483,476 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  R.) 1,576,757 

POTENTIAL   CAPACITY. 

(P.  32.) 

''The  knowledge  that  your  executive  committee  has  acquired 
as  to  the  tonnage  and  character  of  the  iron  ore,  coal,  and  lime- 
stone owned  in  tee  simple  by  your  company  satisfies  them  that, 
in  wealth  of  raw  matenals  required  for  the  manufacture  of  iron 
and  steel,  ^our  company  ranks  as  second  to  only  one  in  the  world, 
and  is  far  in  advance  of  any  other  iron  or  steel  producer  in  cost 
of  assembling  its  raw  materials  for  manufacture. 

''The  mineral  reserves  of  coal  and  iron  contained  in  your  lands, 
as  computed  by  competent  authorities,  are  estimated  to  be  700.- 
000,000  tons  of  iron  ore  and  2,000,000,000  tons  of  coal.  Approxi- 
mately one-half  of  your  coal  supply  is  of  a  superior  coking 
quality,  and  your  iron  ore  is  largely  of  a  self-fluxmg  character, 
analyzing  approximately  38  per  cent  metallic  iron.  This  ore  is 
well  suited  to  the  manufacture  of  high-grade  foundry  pig  and 
to  the  production  of  basic  pig  iron  for  use  in  the  manufacture  of 
basic  open-hearth  steel''  (p.  32). 

"The  financial  statement  shows  your  company  to  be  in  a  sound 
financial  condition,  with  current  assets  of  $3,004,480.09  in  excess 
of  your  current  liabihties"  (p.  9).     (Hearings,  pp.  1126-28-29.) 
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No  product  in  a  steel  mill  promises  a  more  certain  or  lucrative  return 
than  steel  rails.  The  close  relations  existing  between  the  makers  of 
steel  rails  and  the  users  of  them  have  maintained  the  price  ¥Fithout 
change  for  more  than  10  years  at  $28  a  ton. 

At  the  time  this  syndicate  secured  control  of  the  Tennessee  Coal 
&  Iron  Co.  steel  rails  were  made  from  Bessemer  pig  iron.  The  only 
open-hearth  rails  produced  up  to  that  time  had  been  practically  for 
experimental  purposes. 

''I  think/'  said  Mr.  Roberts,  ''other  rail  makers  had  rolled  from 
time  to  time  open-hearth  steel  rails  in  an  experimental  way — ^not 
very  large  orders.  But  the  Tennessee  Co.  were  not  a  manufac- 
turer of  Bessemer  steel,  due  to  the  fact  that  the  ores  in  Alabama 
were  not  Bessemer  ores;  it  was  therefore  necessary  for  them  to 
enter  into  the  manufacture  of  open-hearth  steel  rails  when  thev 
built  their  rail  plant,  as  they  were  unable  to  make  Bessemer  steel. 
They,  therefore,  were  one  of  the  earliest,  or  the  earliest,  of  open- 
heartn  steel-rail  plants  in  the  country."     (Hearings,  p.  359.; 

Whatever  steel  rails  were  made  prior  to  the  time  Gates  and  his 
associates  took  charge  of  the  Tennessee  Co.'s  property  were  certainly, 
as  Mr.  Roberts  says,  '4n  an  experimental  way."  The  total  produc- 
tion of  Bessemer  steel  rails  between  1897  and  1905  was  22,358,729 
tons,  and  of  open-hearth  rails  385,899  tons.  (Annual  Statistical 
Report  American  Iron  &  Steel  Association,  1906,  p.  67.)  Grates 
testifies  that  his  company  erected  and  operated  the  first  and  only 
open-hearth  steel-rail  mill  in  the  United  States,  and  so  successful  was 
this  concern  in  the  manufacture  of  rails  from  its  cheap  material  that 
it  soon  became  manifest  that  their  product  was  superior  to  the  rails 
made  by  the  Steel  Corporation  from  its  high-priced  Bessemer  ore. 
As  stated  in  the  New  York  Press  of  November  7,  1907: 

''The  Tennessee  is  one  of  the  two  steel  companies  in  the  United 
States  which  manufacture  onen-hearth  rails,  now  so  greatly  in 
favor  with  the  railroads.  When  Harriman  bought  160,000  tons 
of  rails  of  the  Tennessee  Co.  a  few  months  ago  it  brought  the 
steel  company  to  a  realization  that  it  had  a  strong  competitor  in 
the  steel-rail  field."     (Hearings,  p.  1129.) 

This  was  due  in  great  measure  to  the  toughness  and  ductility  of 
the  open-hearth  steel. 

Referring  to  the  time  just  prior  to  the  absorption  of  this  company 
by  the  Steel  Corporation,  Mr.  Gates  says,  "Why,  we  had  just  taken 
a  very  large  order  for  rails — I  think  150,000  tons  of  rails — from  Mr. 
E.  H.  Harriman,  at  $2  per  ton  advance  over  the  price  of  Bessemer 
steel  rails." 

Mr.  Beall.  What  kind  of  rail  were  you  making  % 

Mr.  Gates.  We  were  making  a  Bessemer  open-hearth  rail. 

We  took  the  contract,  I  think,  for  the  Southern  Pacific  and  the 

Union  Pacific  roads  for  an  open-hearth  rail.    Whether  they  were 

actually  making  the  rails  at  the  time  the  company  was  taken 
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over  by  the  corporation  I  do  not  remember,  but  we  were  prepar- 
in^to  make  the  open-hearth  rail  and  had  sold  1 50,000  tons. 

The  Chairman.  YiThat  was  the  reason  for  this  excess  in  the 
price  of  your  rail  over  the  Bessemer  rail  I 

^  Mr.  Gates.  We  thought  it  was  a  better  rail  and  we  con* 
vinced  Mr.  Harriman.     (Hearings,  p.  8.) 

Mr.  Harriman  was  not  the  only  great  railroad  official  who  was 
convinced  that  steel  rails  could  be  made  from  the  product  of  open- 
hearth  furnaces  which  were  in  every  way  superior  to  the  Bessemer 
rails  of  the  Steel  Corporation,  and  it  was  evident  from  the  records 
of  the  Steel  Corporation  that  they  fully  appreciated  the  effect  of  the 
entiy  of  this  newly  organized  company  into  the  rail  business.  The 
superior  excellence  of  this  rail  had  been  impressed  upon  the  superin- 
tendent of  the  Pittsburgh  &  Lake  Erie  Railroad.  Mr.  Morgan  himself 
was  a  director  in  this  great  railroad.  It  had  terminals  in  Pittsburgh 
and  was  bound  to  the  Steel  Corporation  by  the  closest  financial  rela- 
tions. Mr.  Bope,  the  general  sales  agent  of  the  Steel  Corporation,  on 
March  19,  1906,  states: 

The  general  superintendent  of  the  Pittsburgh  &  Lake  Erie 
told  us  tne  other  day  that  after  testing  open-hearth  rails  furnished 
them  by  the  Tennessee  Coal  &  Iron  Co.  and  our  Bessemer  rails 
they  have  decided  that  opeTv-liearth  are  twice  as  good  as  Bessemer 
raus.  He  wanted  to  know  when  we  would  be  able  to  make  open- 
hearth  rails  and  said  they  would  be  willing  to  pay  a  little  more 
for  open-hearth  than  for  Bessemer.  The  same  thing  has  come  to 
us  from  two  or  three  other  people,  indicating  that  the  railroads  are 
paying  a  little  attention  to  tne  matter.  At  the  time  when  they 
were  buying  rails  we  could  not  make  open  hearth,  and  of  course 
they  took  Bessemer,  and  they  will  not  be  able  to  ^et  open  hearth 
anywhere  in  this  country  for  the  next  year  ana  a  nalf^  but  I 
imagine  that  when  the  demand  for  rails  falls  off,  which  wiU  proln 
ally  be  in  1907,  on  account  of  the  heavy  purchases  made  last 
year  and  this,  tJien  we  wiU  he  up  against  the  open-hearth  proposition 
good  and  hard,     (Hearings,  p.  4077.) 

This  statement  by  the  man  best  qualified  to  know,  the  general  sales 
agent  of  the  Steel  Corporation,  shows  that  it  was  the  opinion  of  this 
great  railroad,  of  which  J.  Pierpont  Morgan  was  a  director  and  closely 
allied  with  the  New  York  Central  Railroad  system,  that  this  open- 
harth  rail  was  twice  as  good  by  actual  test  as  the  Bessemer  rail  of  the 
vSteel  Corporation,  and  other  railroads  were  oj  the  sams  opinion,  that 
the  Steel  Corporation  was  not  prepared  to  make  these  rails,  and  thai 
5y  1907  they  would  be  up  against  the  open-liearth  proposition  "good 
and  strong."  The  apprehension  of  the  Steel  Corporation  that  the 
Tennessee  Coal  &  Iron  Co.'s  rail,  superior  in  quality,  manufactured  at 
a  less  cost,  and  sold  at  a  higher  price  than  their  own,  would  in  a  short 
time  supersede  the  Bessemer,  was  indeed  well  founded,  as  is  evident 
from  the  subsequent  history  of  the  development  and  growth  of  the 
manufacture  of  open-hearth  rails,    In  1908  of  all  rails  manufactured 
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in  the  United  States  ly349|153  tons  were  rolled  from  Bessemer  steel, 
while  571,791  tons  were  the  product  of  open-hearth  furnaces.  In 
1909  the  production  of  Bessemer  and  open-hearth  steel  rails  was 
1,767,171  tons  and  1,266,674  tons,  respectively.  By  1910  the  pro- 
duction of  Bessemer  and  open-hearth  rails  was  1,884,442  tons  and 
1,751,359  tons,  respectively.  (Herbert  Enox  Smith,  Pt.  I,  pp.  362- 
363.) 

It  is  also  apparent  from  the  records  of  the  Tennessee  Coal  &  Iron 
Co.  that  this  syndicate,  backed  by  great  wealth  and  controlled  by 
practical  steel  men,  who,  without  regard  to  cost,  were  working  with 
feverish  energy  and  the  most  sanguine  hopes  to  meet  this  growing 
demand  and  to  enter  boldly  into  this  most  coveted  and  lucrative 
department  of  the  steel  business.  The  Steel  Corporation  was  indeed 
"up  against  it  good  and  strong."  Nothing  since  the  threat  of  Car- 
negie to  build  a  tube  mill  at  Conneaut  had  put  them  "up  against  it" 
to  the  same  extent  or  in  the  same  way,  and  this  company  could  not 
be  reached  by  any  of  the  methods  which  the  Steel  Corporation  had 
hitherto  used  so  successfully  against  competitors.  There  were  no 
interlocking  directorates,  and  for  that  reason  it  was  impossible  to 
make  those  secret  arrangements  so  mutually  beneficial  which  for 
years  had  characterized  transactions  between  the  Steel  Corporation 
and  the  Standard  Oil  and  similar  interests. 

It  appears  that,  absolutely  secure  in  the  ownership  of  vast  ore 
reserves,  in  no  way  dependent  upon  the  Steel  Corporation  for  facil- 
ities either  to  assemble  its  ores  or  to  sell  its  finished  product,  in  no 
way  affected  by  any  manipulation  in  the  price  of  raw  materials,  it 
was  apparently  impregnable.  More  than  that,  the  strength  of  the 
Tennessee  Coal  &  Iron  Co.  can  not  be  measured  by  its  wealth  or  by 
its  resources,  natural  and  financial,  immense  as  they  are.  Tlie  Re- 
public Iron  &  Steel  Co.,  located  in  the  same  region,  and  holding 
50,000,000  tons  of  iron  ore  and  over  173,000,000  tons  of  coal  (hear- 
ings, p.  1040),  was  closely  allied  with  the  Tennessee  Coal  &  Iron  Co. 
In  fact,  the  two  properties  were  owned  practically  by  the  same  men, 
who  had  placed  their  holdings  in  two  separate  corporations.  The 
board  of  directors  of  both  companies  was  identical  and  both  were 
operating  in  perfect  harmony  with  other  steel  and  iron  companies 
in  that  region.  The  Steel  Corporation  had  no  hold  whatever  in 
southern  territory.  From  Ashland,  Ky.,  to  El  Paso,  Tex.,  it  was 
unable  to  sell  one  pound  of  pig  iron  in  competition  with  the  Birming- 
ham furnaces;  With  this  vast  and  rapidly  developing  region  secure 
to  it  by  virtue  of  its  natural  advantages,  the  Tennessee  Coal  &  Iron 
Co.  was  prepared  and  preparing  to  invade  the  domain  and  to  con- 
tend for  a  share  in  the  markets  hitherto  preempted  by  the  Steel 
Corporation  and  other  northern  markets  in  their  own  territoiy. 
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Since  it  was  impossible  to  cajole  or  coerce  the  men  in  charge  of  this 
new  and  virile  competitor,  the  only  remaining  means  of  eliminating 
it  was  bj  securing  in  some  way  the  control  of  its  stock.  It  appears 
that  the  directors  of  the  Tennessee  Coal  &  Iron  Co.  realized  that  the 
nature  of  their  operations  would  render  the  securities  of  this  com- 
pany a  coveted  morsel  to  their  great  competitor,  and  for  that  reason 
they  took  every  precaution  to  retain  their  control  by  locking  up  in 
their  own  strong  boxes  a  safe  majority  of  the  stock.  The  peril  to 
the  Tennessee  Coal,  Iron  &  Railroad  Co.  was  not  open  competition 
in  the  markets,  but  secret  operations  in  the  stock  exchange.  Car- 
negie, it  will  be  remembered,  put  the  stock  of  his  company  in  shares 
of  a  thousand  dollars  each  to  prevent  speculation  in  them.  The 
directors  of  the  Tennessee  Co.  took  even  more  effective  measures. 
Utterly  indifferent  to  the  quotations  on  the  stock  market  and  de- 
termined not  to  sell  it,  they  deUberately  destroyed  its  value  for 
speculative  purposes  by  ''pegging"  it.  That  is,  they  entered  into 
an  agreement  not  to  sell  this  stock  except  under  certain  circum- 
stances, and  then  it  could  only  be  marketed  under  certain  conditions 
by  the  syndicate  managers,  Messrs.  Schley  and  Hanna. 

"There  was  probably,"  said  Mr.  Gates,  ''no  floating  stock;  it 
was  so  closelv  neld  by  the  people  who  had  bought  it  for  an  in^ 
vestment.  There  was  practically  no  stock  in  the  hands  of 
brokers."     (Hearings,  p.  16.) 

"I  thought,"  says  Mr.  Schley,  "that  by  bringing  the  company 
out  to  its  earning  capacity,  that  the  future  of  it  would  be  one  of 
considerable  prospenty,  something  to  hang  on  to."  (Hearings, 
p.  1047.) 

Mr.  Bartlett.  Mr.  Schley,  talking  about  the  value  of  the 
Tennessee  Coal  &  Iron  Co.  with  reference  to  its  property  in 
Alabama,  it  was  valuable  as  a  manufacturing  plant  and  much 
more  valuable  after  you  had  spent  $5,000,000  or  $6,000,000  in 
improvements  on  it  t 

Sfr.  Schley.  Indeed  it  was.    We  had  great  hopes  for  it. 

Mr.  Bartlett.  As  a  promoter  of  the  sdieme  to  buy  stock  and 
put  it  into  this  syndicate  vou  had  the  idea  that  it  was  very 
valuable,  and  you  promotea  it  for  the  purpose  not  of  selling  the 
securities  upon  ^e  market,  but  of  increasing  its  value  by  im- 
provement, as  a  permanent  invesimentt 

Mr.  Schley.  Yes,  sir. 

Mr.  Baktlett.  You  had  no  idea  of  organizing  the  company 
for  speculative  purposes  ? 

Mr.  Schley.  No,  sir;  not  at  all.     (Hearmgs,  p.  1104.) 

The  C^AiBMAN.  When  jou  spoke  of  these  men  puttmg  their 
stock  in  strong  boxes,  is  it  not  true  that  Mr.  Gates  and  Mr.  Top- 
ping and  Mr.  Oglebay  and  Mr.  Hanna — ^is  it  not  true  that  the 
wefdth,  the  power,  the  effectiveness,  the  future  of  this  property 
was  in  the  hands  of  strong  men  who  had  conducted  a  productive 
and  not  a  speculative  business,  and  who  were  comparatively 
indifferent,  imtil  this  sudden  hour  of  disaster,  as  to  tne  market 
price  of  the  stock  of  the  Tennessee  Coal  &  Iron  Co.  t 

64S46*— H.  Kept  1127,  62-2 ^12 
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Mr.  ScHLET.  They  were  entirely  indifferent  as  to  its  market 
value. 

The  Chairman.  They  did  not  care  whether  it  was  current  or 
uncurrent,  because  thet/  were  not  selling;  is  not  that  true  t 

Mr.  Schley.  That  is  true.     (Hearings,  pp.  1113-1114.) 

The  chairman  of  the  board  of  directorsy  Mr.  Toppings  states: 

The  stock  was  tied  un  by  a  so-called  syndicate  agreement, 
which  in  itself  ''pegged  the  stock.  It  withdrew  it  from  the 
market  as  a  speculative  security  and  left  a  veiy  small  amount, 
as  you  know  from  previous  witnesses,  of  so-called  free  stock. 

The  Chaibman.  In  its  general  provisions  did  this  agreement 
prevent  a  sale  of  a  majority  of  the  stock  without  the  concurrence 
of  both  tile  63nidicate  managers,  Mr.  Schlev  and  Mr.  Hanna  t 

Mr.  Topping.  It  did.  So  far  as  my  stocK  was  concerned.  I  felt 
I  was  imder  a  moral  obligation  not  to  sell,  and  I  did  not  sell;  and 
so  all  the  others  felt  who  were  in  that  syndicate.  It  was 
simply  an  agreement,  substantially,  based  on  honor,  with  gentie- 
men  who  were  in  it,  to  keep  out  or  the  market. 

Mr.  Babtlbit.  That  was  one  of  the  purposes  of  the  agreement, 
to  keep  it  out  of  the  market  1 

Mr.  Topping.  TTie  vunose  was  to  Jceep  it  out  of  (he  market  so  as 
to  maintain  the  control  of  it,  naiuraUy. 

The  Chaibman.  You  were  indifferent  about  what  they  did  with 
that  stock  so  long  as  a  dear  majority  of  it  was  locked  up  in  the 
strong  boxes  of  the  men  operating  this  property  ? 

Mr.  Topping.  That  was  the  purpose  of  the  syndicate,  Mr. 
Giairman,  as  I  understood  it. 

The  Chaibman.  Did  you  desire  to  have  Schley  sell  this  stock  I 

Mr.  Topping.  I  did  not.     (Hearings,  pp.  1237,  1238,  1239.) 

Mr.  Lewis  Cass  Ledyard,  the  attorney  through  whom  Schley  nego- 
tiated with  Morgan,  and  who  thoroughly  understood  the  attitude  of 
the  syndicate,  says: 

I  do  not  think  the  syndicate  had  any  idea,  as  a  syndicate,  of 
getting  this  stock  together  and  selling  it  out  to  the  United  States 
Steel  Corporation,  if  that  is  in  the  Question.  Mr.  Hanna,  when 
he  came  on  here,  and  his  brother,  wno  I  think  had  some  interest 
in  the  stock,  both  were  very  much  disturbed  by  the  idea  that 
this  thing  which  th^y  had  huut  uv  and  were  going  to  make  a  ^reat 
company  of,  shovM  have  to  he  sola  out  for  other  people's  necessities. 

Mi.  Gabdneb.  In  other  words,  those  members  of  the  syndicate 
who  did  not  find  themselves  in  financial  difficulties,  did  not  want 
to  sell  the  stock  1 

Mr.  Ledyabd.  No;  and  Col.  Payne,  who  had  a  lot  of  this  stock 
did  not  want  to  sell  it 

Mr.  Gabdneb.  They  did  not  want  the  control  to  go  out  of  their 
hands  ? 

Mr.  Ledyabd.  No;  they  did  not;  I  think  you  are  right  about 
that.     (Hearings,  p.  963.) 

It  appears  that  in  spite  of  the  precaution  and  the  vigilance  exer- 
cised by  the  directors  of  the  Tennessee  Co.  that  the  syndicate  manageri 
Mr.  Schley,  and  a  New  York  wine  merchant  by  the  name  of  Kessleri 
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who  had  secured  control  of  about  40,000  or  50,000  shares  of  the  "free 
stock  in  this  company,  did  speculate  in  these  securities  as  well  as  other 
stock  which  was  ''pegged"  and  could  be  sold  by  Schley  alone.  In 
1907  the  syndicate  manager,  Grant  B.  Schley,  became  seriously  in- 
volved; and  in  order  to  secure  loans  from  various  banks  in  New  York, 
aggregating  about  $38,000,000,  he  hypothecated  large  blocks  of  this 
stock.  No  one  loan  was  secured  in  this  way  nor  could  it  have  been, 
on  account  of  the  fact  that  those  in  control  of  it  had  "pegged"  it  for 
the  purpose  of  destroying  its  value  for  speculative  purposes  and  had 
rendered  it  to  a  certain  extent  "uncurrent,"  notwithstanding  the 
great  intrinsic  value  which  it  represented. 

About  90  days  before  the  acquisition  of  this  company,  and  while 
in  the  midst  of  his  pressing  needs,  the  manager  of  the  sjmdicate  ap- 
plied to  Messrs.  Frick,  Ream,  and  Gary  for  financial  aid,  and  suggested 
that  they  examine  his  securities — ^he  had  stocks  of  all  kinds,  "cur- 
rent" and  "uncurrent,"  $40,000,000  up  as  collateral  at  that  time — 
and  he  offered  these  gentlemen  their  choice  in  all  this  mass  of  securi- 
ties in  order  to  obtain  the  funds  for  which  he  had  such  urgent  neces- 
sity at  that  time.  What  they  did,  in  the  light  of  what  subsequently 
transpired,  is  significant. 

Mr.  Schley.  Mr.  Frick  and  Mr.  Ream  and  Mr.  Gary  some 
time  before  that  saw  me,  or  I  saw  those  three  gentlemen,  and 
told  them  I  would  like  to  have  them  examine  som^^securities  that 
I  had.  ^  I  had  a  list  of  securities.  They  picked  the  Tennessee. 
I  said  if  they  would  take  it  for  60  I  woula  take  their  bonds  in 
exchange,  for  six  months.  That  was  an  exchange  of  securities. 
It  was  an  agreement,  absolutely,  that  if  they  were  not  paid  for 
at  the  end  of  six  months  it  would  be  a  sale. 

Mr.  Littleton.  If  not  paid  for  at  the  end  of  six  months,  it 
would  become  a  sale  of  the  stock  ? 

Mr.  Schley.  Yes. 

Mr.  Littleton.  What  securities  did  they  pick  out  ? 

Mr.  Schley.  Tennessee  Coal  &  Iron. 

Mr.  Littleton.  Did  they  take  aU  of  the  security  in  Tennessee 
Coal  &  Iron? 

Mr.  Schley.  Nothing  hut  Tennessee  Coal  dk  Iron;  and  I  took 
their  bonds. 

Mr.  LrrrLETON.  $1,200,000? 

Mr.  Schley.  Yes,  sir. 

Mr.  Littleton.  Did  you  put  up  any  other  collateral  except 
Tennessee  Coal  &  Iron  ? 

Mr.  Schley.  That  is  all. 

Mr.  Littleton.  Did  you  offer  them  other  collateral  ? 

Mr.  Schley.  /  gave  mem  their  choice  and  they  accepted  that. 

Mr.  Littleton.  You  gave  them  their  choice  between  what 
stocks? 

Mr.  Schley.  Tobacco  was  on  the  list,  and  Guggenheim  Ex- 
ploration, and  perhaps  four  or  five  others.  I  have  forgotten. 
Tliere  was  quite  a  list  of  them. 
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Mr.  LiTTLETGN.  And  having  their  choice  of  the*  securities 
which  they  would  take  for  that  loan,  they  picked  out  whoUy 
Tennessee  Coal  dk  Ironf 

Mr.  Schley.  Yes. 

Mr.  LiTTLETGN.  And  they  took  it 

Mr.  Schley.  At  60.     (Hearings,  pp.  1090-1091.) 

In  the  course  of  this  transaction  it  was  apparent  that  Schley,  the 
syndicate  manager  of  the  Tennessee  Coal  &  Iron  Co.,  holding  lai^ 
amounts  of  its  stock,  was  willing  to  dispose  of  it  to  meet  his  urgent 
necessities — stock  which  he  had  hitherto  prized  so  dearly,  "some- 
thing to  hold  on  to,"  and  which  his  associates  in  the  enterprise  had 
locked  in  their  strong  boxes.  It  might  reasonably  be  apprehended 
that  as  his  financial  condition  grew  more  desperate  his  hold  upon  the 
stock  would  be  loosened.  To  save  himself  from  ruin  Schley  might 
be  induced  to  disregard  his  agreement  as  syndicate  manager,  or  to 
appeal  to  his  associates  to  permit  him  to  disregard  it,  and  when  he 
did  the  Steel  Corporation -was  necessarily  the  only  purchaser  of  this 
immense  property. 

Be  that  as  it  may,  one  thing  is  certain:  From  the  day  the  three 
directors  of  the  Steel  Corporation  discovered  his  condition  and  his 
control  of  this  stock,  his  troubles  multiplied,  and  the  only  ray  of 
hope  ever  held  out  to  this  broker  on  the  verge  of  bankruptcy  was  the 
release  to  the  Steel  Corporation  of  his  control  of  the  stock  of  the 
Tennessee  Coal  &  Iron  Co. 

In  the  event  the  stock  of  this  company  became  "uncurrent" — ^not 
desirable  as  a  collateral  upon  which  to  borrow  money — at  a  time 
when  Schley  had  to  have  money,  then  the  only  possible  way  he  could 
get  it  would  be  to  sell  the  stock  outright.  It  is  not  clear  that  the 
financial  interests  back  of  the  Steel  Corporation  made  a  deliberate 
''drive"  at  this  stock  for  that  purpose.  It  seems  more  probable 
that  they  simply  took  advantage  of  the  financial  distress  of  Moore 
&  Schley. 

Before  the  Senate  conmiittee  investigating  this  merger,  Mr.  Schley 

said: 

Senator  Overman.  So  you  approached  Mr.  Ledyard,  who  was 
attoruOT  for  Morgan,  was  he  not  t 

Mr.  Schley.  I  don't  know  iJiat  he  was  attorney  for  him;  he 
was  a  friend. 

Senator  Overman.  I  want  to  ask  you  whether  or  not  you  had 
any  interest  in  the  United  States  Steel  Co.  yourself  1 

Mr.  Schley.  Not  a  dollar. 

Senator  Overman.  Did  any  of  the  gentlemen  named  here? 

Mr.  Schley.  I  don't  think  so.    They  may  have. 

Senator  Overman.  Were  they  interested  as  stockholders  or 
otherwise;  do  you  know? 

Mr.  Schley.  I  doubt  it.    I  don't  think  so. 

Senator  Culberson.  Mr.  Schley,  I  understand  you  to  say  that 
although  calls  had  been  made  upon  your  firm,  you  had  always 
responded  up  to  the  4  th  of  November,  1907  ? 
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Mr.  Sghlet.  Yes.  ^  When  it  developed  eveiyone  I  talked  to 
in  connection  with  his  holdings  was  willing,  under  the  pressure 
that  was  brought  upon  all,  to  sell  that  stock  at  par,  ana  when  I 
went  to  Mr.  Ledyard  and  asked  him  to  make  these  negotiations, 
it  began.  Then  Mr.  Frick  and  Mr.  Gair  came  to  me  in  the  course 
of  it,  and  it  developed  so  that  in  tne  following  days  it  was 
known  to  the  public.  I  can't  tell  what  would  have  happened  to 
Moore  &  Schley  or  to  anybody  else  in  that  street,  because  we 
were  oppressed  by  rumors,  some  of  them  untrue,  but  Moore  & 
Schley  were  the  subject  of  attack,  serious  attack,  and  their 
credit,  which  is  the  life  of  the  business,  was  being  destroved.  It 
was  a  matter  of  serious  import.  It  had  to  be  disposea  of  if  it 
could  be.  I  don't  mean  for  Moore  &  Schlev,  but  for  people  about 
them,  others  interested,  not  those  particular  individuals  of  great 
wealth. 

Senator  Dillingham.  What  was  the  effect  of  the  purchase  of 
the  stock  by  the  Steel  Co.  upon  the  market  ? 

Mr.  Schley.  It  relieved  the  situation  most  decidedly,  not  only 
with  M.  &  S.,  but  with  everybody  about.  The  rumors  were 
flying  tremendously  about,  and  nobody  can  escape  those,  you 
know.  ^  They  may  be  true  or  untrue,  and  they  anect  the  credit 
of  this  Institution  or  that.  It  was  especially  so  with  us  at  that 
time,  after  this  negotiation  started,  and  it  took  a  week.  Why, 
there  was  $7,000,000  of  loans  called  on  us  in  three  days. 

Senator  Culbebson.  Was  it  generally  known  on  tne  Street,  as 
you  call  it,  that  your  firm,  in  the  relationship  that  you  have  sug- 
gested, was  dealing  in  the  Tennessee  Coal  &  Iron  ? 

Mr.  ScHLET.  Yes;  for  some  time  it  had  been  talked  that  Moore 
&  Schley  were  holding  that  stock — a  wrongly  based  rumor,  be- 
cause these  facts  I  tell  you  are  absolutely  true.  But  the  pressure 
was  there,  and  I  don't  know  of  any  panic  in  a  great  many  years 
when  they  have  not  been  pounded  a  little,  and  other  houses  that 
have  real  basis  behind  them. 

Senator  Culbebson.  You  say  your  relationship  to  this  stock 
was  generally  known  in  the  Street? 

Mr.  Schley.  Yes. 

Senator  Culbebson.  And  you  say  there  was  special  pressure, 
as  I  remember  your  testimony,  on  your  firm  ? 

Mr.  Schley.  les.     (Hearings,  p.  1126.) 

Before  the  same  committee,  George  W.  Perkins  testified  as  follows: 

Senator  Ovebman.  Why  were  these  special  securities  men- 
tioned) That  was  only  a  drop  in  the  bucket.  There  were  a 
tremendous  amount  of  securities  up. 

Mr.  Pebkins.  Yes,  sir. 

Senator  Ovebman.  Why  were  those  securities  mentioned  ? 

Mr.  Pebkins.  Why  does  a  man  call  ''fire"  in  a  theaterl 

Senator  Ovebman.  I  do  not  know  any  special  reason  why 
these  stocks  were  mentioned. 

Mr.  Pebkins.  I  have  not  the  slightest  idea.  You  can  never 
tell  why  such  things  occur. 

Senator  Ovebman.  Were  these  specially  mentioned  more  than 
anv  others  t  * 

Mr.  Pebkins.  At  this  period  of  the  panic  t 
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Senator  Otebmak.  Yes;  these  particular  stocks. 

Mr.  Perkins.  Yes;  it  became  centered  at  that  particular 
stage  of  the  panic,  which  covered  three  weeks.  (Hearings,  pp. 
1126-1127.) 

John  W.  Gates  accounts  for  his  loss  of  control  of  this  property  as 
follows: 

The  Chaibhan.  To  what  extent  was  this  sale  forced,  and  if 

irou  Imow  anything  about  who  did  the  forcing,  I  wish  you  would 
et  me  know. 

Mr.  Gates.  I  regarded  it  as  a  forced  sale.  I  had  no  accounts 
myself  with  Moore  &  ScUe^s  office.  He  was  not  borrowing  any 
money  for  me  on  any  securities  that  he  was  holding  as  agent  for 
me;  I  had  no  account  with  him.  I  had  taken  up  my  securities 
at  the  time  the  transaction  took  place. 

The  Chairman.  What  influences,  what  financial  power  was  it, 
that  forced  tUs  sale  or  that  necessitated  it?  I  will  not  say 
"forced  it." 

Mr.  Gates.  I  do  not  know  the  facts,  but  my  surmise  would  be 
that  the  finding  of  a  laige  amount  of  Tennessee  CoaJ  &  Iron  as 
collateral  in  one  of  the  banks  or  trust  companies. 

The  Chairman.  Did  Mr.  Morgan  have  any  decided  influence 
over  the  attitude  of  this  bank  and  trust  company  toward  the 
Tennessee  Coal  &  Iron  Co:  stock  1 

Mr.  Gates.  I  do  not  know.  It  is  pretty  hard  to  tell  where  a 
man's  influence  starts  or  ends  on  Wall  Street. 

Mr.  MoQiLLicuDDT.  At  the  time  this  deal  was  consummated, 
in  November,  1907,  whereby  the  stock  of  the  Tennessee  Coal  & 
Iron  Works  was  transferred  in  exchange  for  the  steel  seconds, 
what,  in  your  opinion,  was  the  total  value  of  the  property  of  the 
Tennessee  Coal  &  Iron  Works ! 

Mr.  Gates.  I  think  I  stated  that  that  was  problematical. 

Mr.  McGiLLicuDDY.  I  want  your  opinion  on  it. 

Mr.  Gates.  My  opinion  is  that  it  was  bought  at  a  baijgain 
sale;  it  was  a  forced  sale  on  the  part  of  the  owners  of  the  Ten- 
nessee.    (Hearings,  pp.  12,  13.) 

Mr.  YouNQ.  And  it  was  true  also,  was  it  not,  that  during  the 
panic  the  stock  of  the  Tennessee  Coal  &  Iron  Co.  greatly  depre- 
ciated because  of  the  situation  ? 

Mr.  Gates.  Well,  I  think  the  stock  of  the  Tennessee  Coal  & 
Iron  Co.,  if  it  had  not  been  unduly  depressed,  would  not  have 

fone  down  much,  because  it  was  hdd  by  a  syndiccUe  of  men  who 
thouglUy  and  we  aU  thought,  could  go  (hrough  any  panic  and  carry 
their  securities. 

Mr.  Young.  Unless  you  were  mistaken  about  that,  why  did 
they  not  carry  it  through  instead  of  selling  it  at  a  loss  t 

Mr.  Gates.  They  discovered  a  lot  of  it  up  as  collateral  in  a 
bank  or  trust  company. 

Mr.  Young.  What  bank  was  it  ?  I  forget  the  name ;  it  is  a 
matter  of  public  knowledge. 

Mr.  Gates.  The  Trust  Co.  of  America.  Mr.  Thome  was  one 
of  the  syndicate.  The  bank  is  solvent,  strong,  and  the  stock 
selling  at  $300  or  S400  a  share* 
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Mr.  YouNO.  But  you  say  this  bank  had  made  application  to 
the  clearing  house  for  help  t 

Mr.  Oates.  There  was  a  nm  on  ihem  then  by  the  brokers. 
(Hearings,  p.  15.) 

The  "run"  on  the  trust  company  of  which  Mr.  Gates  speaks,  was 
the  result  of  the  activities  of  Mr.  George  W.  Perkins,  at  that  time  a 
member  of  the  finance  committee  of  the  United  States  Steel  Corpora- 
tion and  a  member  of  the  firm  of  J.  P.  Morgan  &  Co. 

On  the  morning  of  October  23,  1907,  there  appeared  in  the  New 
York  Times  an  article  headed  "Aid  to  the  Trust  Co.  of  America." 
This  article  recites  that —  « 

It  has  twelve  millions,  and  as  much  as  may  be  needed  is 
pledged.  J.  P.  Morgan  is  to  help.  With  other  financiers  he 
acts  at  night  meeting  with  Secretary  Cortelyou.  The  situation 
clearing.  Government  aid  pledged,  and  Cortelyou  will  super- 
vise for  the  Treasury. 

At  a  conference  oetween  Secretary  Cortelyou,  who  came  on 
from  Washington  in  response  to  a  hurry  call,  and  the  chief 
bankers  of  the  city,  headed  by  J.  P.  Morgan,  at  the  Hotel  Man- 
hattan last  night,  it  was  formally  decided  that  the  point  needing 
buttressing  now  is  the  Trust  Co.  of  America,  the  third  largest 
institution  of  its  Idnd  in  the  city,  and  of  which  Oakleigh  Thome 
is  president. 

Earnest  attention  was  given  to  this  new  problem,  and  the 
result  was  the  formation  of  a  powerful  syndicate  to  stand  by 
the  company  at  its  opening  to-day. 

This  oetermination  was  announced  at  1  a.  m.  in  the  following 
official  statement,  after  Mr.  Perkins  and  President  Thome  had 
been  in  conference  at  the  Union  League  Club  subsequent  to  the 
Hotel  Manhattan  gathering: 

''the  official  statement. 

''The  chief  sore  point  is  the  Trust  Co.  of  America.  The  con- 
ferees feel  that  the  situation  there  is  such  that  the  company  is 
sound.  Provision  has  been  made  to  supply  all  the  cash  needed 
this  morning.  The  conferees  feel  sure  tne  company  will  be  able 
to  pull  through.  The  company  has  $12,000,000  cash  and  as 
much  more  as  needed  has  been  pledged  for  this  purpose.  It  is 
safe  to  assume  that  J.  P.  Morgan  &  Co.  will  be  leaders  in  this 
movement  to  furnish  funds. 

"A  committee  has  been  named,  including  a  representative  of 
Morgan  &  Co.  and  others,  to  look  over  the  accoimts  of  the  Trust 
Co.  of  America  with  the  idea  of  definitely  determining  its  posi- 
tion. 

"The  guaranties  of  cash  made  last  night  are  for  the  purpose  of 
meeting  any  demands  upon  the  Trust  Co.  of  America,  pending 
the  completion  of  this  examination." 

After  tike  close  of  the  Manhattan  conference  one  of  the  chief 
conferees,  a  clearing-house  committeeman,  said: 

"  I  think  it  safe  to  say  now  that  no  other  financial  institution 
of  the  least  importance  will  have  to  undergo  the  experiences  of 
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the  Knickerbocker  Trust  Co.  I  feel  optimistic  for  the  first  time 
since  these  troubles  began." 

It  was  also  said  there  was  no  thought  that  the  Trust  Co.  of 
America  was  in  anything  like  the  position  of  the  Knickerbocker 
Trust  Co.,  but  these  steps  were  taken  with  the  intention  of  mak- 
ing an  authoritative  statement  before  noon  to-day  that  the  Trust 
Co.  wiU  be  taken  care  of  in  any  eventuality,  providing  conditions 
are  found  as  sound  as  there  is  everv  reason  to  believe  them  to  be. 

Tliat  these  interests  have  agreedf,  pending  final  examination  of 
its  accounts,  to  supply  the  Trust  Co.  of  America  with  any  cash 
needed  was  pointed  to  as  proving  the  confidence  of  all  interests 
in  the  soundness  of  the  company. 

Those  who  were  at  the  Hotel  Manhattan  conference  with  Mr. 
Cortelyou  were  J.  P.  Morgan,  George  F.  Baker,  George  W.  Per- 
kins, Frank  A.  Vanderlip,  A.  B.  Hepburn,  of  the  Chase  National 
Bank;  President  Stillman,  of  the  City  Nationd  Bank;  J.  G. 
Cannon,  vice  president  of  the  Fourth  National  Bank,  and  State 
Comptroller  Guynn. 

Most  of  them  stayed  an  hour  or  more,  and  Mr.  Perkins  was  the 
last  to  leave,  not  getting  away  imtil  nearly  12  o'clock.  (Hear- 
ings, pp.  1663,  1664.) 

In  a  letter  to  Mr.  Thome  of  date  of  March  18,  1907,  Mr.  Chas.  H. 
Boynton  gives  a  detailed  account  of  how  and  by  whom  the  Trust  Co. 
of  America  was  declared  to  be  ''the  chief  sore  point"  among  New 
York's  financial  institutions.    The  letter  is  as  follows: 

Charles  H.  Boynton, 
7  WaU  Street,  New  York,  November  18, 1907. 

Oakleioh  Thobne,  Esq., 

President  Trust  Co,  of  America, 

S5  WaU  Street,  New  York. 

Mt  Deab  Mb.  Thobne:  My  recollection  as  to  the  statement 
given  out  in  the  earlv  morning  hours  of  Wednesday,  October  23, 
IS  quite  distinct.  About  1  a.  m.  I  went  to  the  Hotel  Manhattan 
for  the  purpose  of  having  a  word  with  Secretary  Cortelyou.  The 
Secretanr  was  standing  at  one  side  of  the  comdor,  and  I  started 
toward  him,  but  at  that  instant  one  of  the  newspaper  men  said 
"Mr.  Perkins  is  about  to  give  out  a  statement."  The  newspaper 
men  had  gathered  about  a  eentleman  who  began  to  dictate  to 
them  the  announcement  which  began:  "Attention  had  been 
directed  mainly  on  Mr.  Oakleigh  Thome's  Trust  Co.  of  America." 
This  gentleman  I  afterwards  learned  was  Mr.  PhiUips^  of  the 
Times.  As  he  be^an  one  of  the  reporters  asked,  "Is  this  state- 
ment to  be  credited  to  Mr.  Perkms?"  Mr.  Phillips  replied, 
"Don't  put  it  that  way,  say  it  comes  from  one  of  those  who  was 
present  at  to-night's  conference." 

Knowing  that  Mr.  Stanley,  whom  I  had  left  at  the  Lotos  Club, 
was  extremely  interested  m  the  outcome  of  the  conference,  I 
copied  the  statement  as  it  was  ^ven  out  for  my  own  purposes, 
and  upon  its  completion  hastened  to  the  Lotos  Club,  where  I  met 
Mr.  Stanley,  and  ne  asked  me  if  I  would  be  eood  enough  to  read 
the  statement  to  you  over  the  telephone.    You  were  unable  to 
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come  to  the  telephone,  and  in  your  place  I  read  the  announce- 
ment to  Mr.  Perry. 

As  I  came  out  of  the  booth  Mr.  Stanley  awaited  me^  and  I 
started  to  read  the  statement  to  him.  I  had  just  begun  it  when 
Mr.  Perkins  came  down  the  stairway^  at  the  foot  of  which  I  was 
standing.  I  greeted  him  and  renewed  the  reading  of  the  state- 
ment, saying  to  Mr.  Perkins:  ''You  will  not  be  interested  in 
hearing  this.  [  He  replied:  ''Yes;  read  it  to  me,  I  wish  to  see  if 
I  can  recognize  it."  Mr.  Perkins  listened  to  my  reading  and 
made  no  dissent  or  correction. 

Liet  me  add  that  I  was  distinctly  of  the  impression,  and  I  think 
the  newspaper  men  present  also  felt,  that  the  statement  given 
out  by  Mr.  Phillips  to  the  newspaper  men  emanated  from  Mr. 
George  W.  Perkins. 

Yours,  very  truly,  Chas.  H.  Botnton. 

(Hearings,  p.  1700.) 

Afr.  Thome  has  stated  to  this  committee  that  this  injurious  state- 
ment was  utterly  without  any  foundation  in  fact  and  has  described 
its  immediate  effect  upon  his  bank,  the  Trust  Co.  of  America. 

Mr.  LriTLETON.  Were  you  at  the  conference  at  the  Manhattan 
Hotel  ? 

Mr.  Thorne.  I  was  not. 

Mr.  LrrrxETON.  Were  you  invited  ? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  Did  you  know  there  was  such  a  conference  t 

Mr.  Thorne.  No,  sir. 

Mr.  LrrrLETON.  Did  you  know  that  the  Trust  Co.  of  America 
^as  being  discussed  there  ? 

Mr.  Thorne.  No,  sir. 

Mr.  LnTLETON.  Had  you  been  told  that  the  Trust  Co.  of 
America  would  be  discussed  there  t 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  Had  anybody  suggested  to  you  that  its  con- 
dition was  regarded  as  critical  t 

Mr.  Thorne.  No. 

Mr.  LnTLETON.  You  say  you  saw  this  at  half  past  8  on  the 
morning  of  the  23d,  when  it  was  brought  to  your  attention  by 
Mr.  Hilton.  How  soon  after  that  was  it  that  you  opened  tiie 
doors? 

Mr.  Thorne.  An  hour  and  a  half.    We  opened  at  10  o'clock. 

Mr.  Littleton.  On  ordinary  days,  what  provision  had  you 
for  the  paying  out  of  money?  That  is,  what  physical  conven- 
ience did  you  have  in  the  shape  of  windows— how  many? 

Mr.  Thorne.  One. 

Mr.  Littleton.  A  pajr  window  and  a 

Mr.  Thorne.  A  receiving  window. 

Mr.  LnTLETON.  What  happened  when  you  opened  the  Trust 
Co.  at  10  o'clock? 

Mr.  Thorne.  Prior  to  opening  the  Trust  Co.  on  that  morning 
a  line  had  formed ;  and  the  moment  we  opened,  of  course,  there 
was  a  rush  to  the  window. 

Mr.  Littleton.  A  line  had  formed  on  Wall  Street  ? 
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Mr.  Thornb.  Yes,  sir. 

Mr.  LiTTLETOK.  Reaching  in  what  direction — ^toward  Broad 
Street? 

Mr.  Thornb.  No;  as  I  remember,  it  was  turned  down  toward 
William  Street. 

Mr.  Littleton.  Down  toward  the  river  ? 

Mr.  Thornb.  Yes,  sir. 

Mr.  LrrTLETON.  Did  you  see  the  formation  of  the  line  before 
the  company  opened  i 

Mr.  Tborne.  I  saw  the  line. 

Mr.  LrrTLETON.  How  extensive  was  itt 

Mr.  Thorne.  I  should  think  there  were  two  or  three  or  four 
hundred  people  there. 

Mr.  Littleton.  And  they  were  in  the  order  in  which  people 
are  who  must  follow  one  the  other? 

Mr.  Thorne.  Yes;  they  were  in  line. 

Mr.  Littleton.  Having  seen  the  formation  of  this  line  prior 
to  the  opening,  did  you  make  any  provision  to  accommodate 
them? 

Mr.  Thorne.  I  do  not  remember  whether  we  made  provision 
prior  to  the  opening  or  not — that  is,  prior  to  10  o'clock;  but  by 
11  o'clock  or  naif  past  10  we  had  seven  i)aying  windows  open. 

Mr.  Littleton.  Li  other  words  you  increased  sevenfold  the 
physical  conveniences  of  paying  out  money  in  order  to  accom- 
modate this  line? 

Mr.  Thorne.  Endeavoring  to  get  rid  of  them. 

Mr.  Littleton.  Yes. 

Mr.  Thorne.  Ejiowing  what  a  line  meant,  we  were  endeavor- 
ing to  get  rid  of  the  line.  . 

Mr.  Littleton.  In  other  words,  if  you  could  have  melted  up 
the  line,  absorbed  it  once,  you  felt  that  tlie  alarm  which  is  infec- 
tious and  more  or  less  unreasoning  would  not  be  likely  to  spread 
to  other  people  and  draw  attention  to  the  company  ? 

Mr.  Thorne.  Exactly. 

Mr.  Littleton.  What  happened  in  the  shape  of  the  absorption 
or  diminution  of  the  line? 

Mr.  Thorne.  It  increased. 

Mr.  Littleton.  It  increased;  and  by  12  o'clock  what  had  it 
amounted  to? 

Mr.  Thorne.  It  is  impossible  to  say.  It  extended  away  down 
the  street.    The  street  was  full  of  people. 

Mr.  Littleton    It  was  besieging  the  doors  for  payment? 

Mr.  Thorne.  Surely. 

Mr.  Littleton.  How  much  money  did  you  pay  out  that  fore- 
noon? 

Mr.  Thorne.  I  could  not  divide  it  between  noon  and  3  o'clock. 
We  paid  out  S13,500,000.     (Hearings,  pp.  1664-1666.) 

It  is  not  proposed  to  analyze  the  motives  of  Mr.  Perkins  in  giving 
currency  in  the  midst  of  a  panic  to  the  statement  which  ended  in  a 
disastrous  run  on  this  bank,  which  was,  and  even  under  this  strain 
proved  to  be,  absolutely  sound  and  solvent. 

There  can  be  no  doubt,  however,  as  to  one  of  the  effects  of  a 
successful  run  upon  the  Trust  Co.  of  America  and  the  bankruptcy 
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of  OaUeigh  Thome.  His  assets  would  have  passed  into  the  hands  of 
his  creditors,  and  among  these  assets  was  a  large  block  of  the  securities 
of  the  Tennessee  Coal  &  Iron  Co.  It  is  scarcely  credible  that  Per- 
kins could  have  intended  the  ruin  of  the  trust  company,  and  yet 
we  can  not  surely  interpret  his  meaning.  We  leave  it  where  the 
record  leave   it — imexplained. 

Thome  weathered  the  storm  without  the  surrender  of  the  stock. 
Schley  at  last  consented  to  throw  overboard  his  seourities  in  this 
company  and  with  them  his  associates  in  the  syndicate  as  the  last 
and  only  hope  of  saving  his  financial  craft.  After  considerable 
negotiation  through  Lewis  Cass  Ledyard  with  J.  P.  Morgan,  H.  C. 
Frick,  Judge  Gary,  and  George  W.  Perkins,  the  Steel  Corporation 
agreed  to  exchange  its  second-mortgage  bonds  for  the  stock  of  the 
Tennessee  Coal  &  Iron  Co.,  giving  $11,904.76  par  value  of  said  bonds 
for  each  100  shares  of  stock  of  the  par  value  of  $10,000  so  delivered. 
No  money  changed  hands — the  bonds  aggregating  $34,648,977.64. 
(Hearings,  pp.  1123,  MacRae  Rept.,  p.  4308.) 

It  is  not  surprising  that  the  gentlemen  who  engineered  this  deal 
and  who  reaped  a  rich  harvest  "from  the  strained  condition  then  ex- 
isting in  financial  circles  in  New  York,  whether  they  produced  that 
condition  or  not,  did  not  feel  absolutely  secure  or  certain  about  the 
ultimate  action  of  those  intrusted  with  the  enforcement  of  the  law 
against  combinations  in  restraint  of  trade. 

This,  imder  the  circumstances,  most  natural  apprehension  is  evi- 
denced by  the  hurried  and  unheralded  journey  from  New  York  to 
Washington  of  Judge  Gary  and  Mr.  Frick  for  the  purpose  of  inter- 
viewing the  President  of  the  United  States  and  ascertaining  the 
probable  action  of  the  Department  of  Justice  with  reference  to  the 
contemplated  merger  before  its  final  consummation.  Mr.  Perkins 
describes  the  circumstances  attending  this  ''hurry  call''  upon  the 
President: 

Mr.  Babtlett.  He  left  New  York  at  midnight  on  Sunday 
nisht? 

Mr.  Perkins.  I  got  the  telephone  to  the  White  House  opened 
about  9.30  o'clock  on  Monday  morning,  and  talked  witn  Mr. 
Loeb,  and  found  that  Judge  Gary  had  just  come  in,  and  that  he 
and  Mr.  Frick  were  with  tne  President.  I  asked  him  if  he  could 
not  find  out  before  time  for  the  trust  companies  to  open  and  the 
exchange  opened  what  the  President's  view  was  likely  to  be. 
Judge  Gary  came  on  the  phone  about  a  quarter  of  10  and  said 
that  the  President  was  considering  it,  and  that  he  would  call  me 
again  in  a  few  minutes.  At  five  minutes  of  10,  as  I  remember  it, 
he  came  back  to  the  phone  and  said  that  the  President  felt  that 
under  all  the  circumstances  he  had  no  right  to  interfere,  and  that 
therefore  he  and  Mt.  Frick  were  willing  to  report  to  us  that  they 
would  come  back  to  New  York  and  vote  with  the  committee  to 
acquire  that  stock.    I  immediately  let  that  be  known — ^it  was 
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just  three  or  four  minutes  of  10  o'clock — ^for  the  effect  that  was 
to  have  on  the  trust  companies  opening  and  on  Moore  &  Schley's 
loans.  I  simply  state  tnat  to  show  you  how  dose,  to  ahnost 
minutes,  this  tmng  had  resolved  itself  to. 

Mr.  Babtlett.  You  got  into  communication  with  the  Execu- 
tive Office  at  about  9.30  a.  m.  ? 

Mr.  Perkins.  Yes,  sir. 

Mr.  Babtlett.  And  you  were  informed  that  Judge  Gary  and 
Mr.  Frick  were  in  conference  with  the  President  f 

Mr.  Perkins.  Had  just  come^in  to  see  him. 

Mr.  Bartletf.  Ana  about  10  minutes  to  10,  20  minutes  there- 
after, you  got  this  message  that  loosened  up  this  whole  matt^  f 

Mr.  Perkins.  It  was  very  close  to  10  o'clock.  How  long  they 
had  been  with  the  President  at  that  time  I  do  not  know. 

Mr.  Bartlbtt.  This  question,  which  had  troubled  your  law- 
yers and  eminent  counsel,  was  decided  by  the  Chief  Executive 
m  less  than  20  minutes?     (Hearings,  pp.  1605,  1606.) 

After  SO  minutes'  consultation  with  Messrs.  Gary  and  Frick,  the 
President  penned  the  following  communication  to  the  Attorney 
General: 

The  White  House, 
Washington,  November  4f  1907. 

My  Dear  Mr,  Attorney  General:  Judge  E.  H.  Gary  and 
Mr.  H.  C.  Frick,  on  behalf  of  the  Steel  Corporation,  have  just 
called  upon  me.  They  state  that  there  is  a  certain  business  firm 
(the  names  of  which  I  have  not  been  told,  but  which  is  of  real 
importance  in  New  York  business  circles)  which  will  undoubtedly 
fail  this  week  if  help  is  not  given.    Among  its  assets  are  a  ma- 

t'oritv  of  the  securities  of  the  Tennessee  Goal  Co.  Application 
Las  been  urgently  made  to  the  Steel  Corporation  to  purchase 
this  stock  as  the  only  means  of  avoiding  a  failure.  Judge  Gary 
and  Mr.  Frick  inform  me  that  as  a  mere  business  transaction 
they  do  not  care  to  purchase  the  stock;  that  under  ordinary 
circumstances  they  would  not  consider  purchasing  the  stock, 
because  but  Uttle  benefit  will  come  to  the  Steel  Corporation 
from  the  purchase;  that  they  are  aware  that  the  purchase  will 
be  used  as  a  handle  for  attack  upon  them  on  the  ground  that 
they  are  striving  to  secure  a  monopoly  of  the  business  and  pre- 
vent competition — not  that  this  would  represent  what  could 
honestly  be  said,  but  what  might  recklessly  and  untruthfully 
be  said. 

They  further  inform  me  that  as  a  matter  of  fact  the  policy  of 
the  company  has  been  to  decline  to  acquire  more  than  60  per 
cent  of  the  steel  properties,  and  that  this  purpose  has  been 
persevered  in  for  several  years  past,  with  the  object  of  preventing 
these  accusations,  and  as  a  matter  of  fact  their  proportion  oi 
steel  properties  has  slightly  decreased,  so  that  it  is  oelow  this 
60  per  cent,  and  the  acquisition  of  the  property  in  (question  will 
not  raise  it  above  60  per  cent.  But  they  feel  that  it  is  immensely 
to  their  interest,  as  to  the  interest  of  every  responsible  business 
man,  to  try  to  prevent  a  panic  and  general  inoustrial  smash  up 
at  this  time,  and  that  they  are  willing  to  go  into  this  transaction, 
which  they  would  not  otherwise  go  into,  because  it  seems  the 
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opinion  of  those  best  fitted  to  express  judgment  in  New  York 
tnat  it  will  be  an  important  factor  in  preventing  a  break  that 
might  be  ruinous;  and  that  this  has  been  urged  upon  them  by 
the  combination  of  the  most  responsible  baii3:ers  m  New  York 
who  are  now  thus  engaged  in  endeavoring  to  save  the  situation. 
But  they  asserted  they  did  not  wish  to  do  this  if  I  stated  that  it 
ought  not  to  be  done.  I  answered  that  while  of  course  I  could 
not  advise  them  to  take  the  action  proposed,  I  felt  it  no  public 
duty  of  mine  to  interpose  any  objection. 
Sincerely,  yours, 

Theodobe  Roosevelt. 
Hon.  Chablbs  J.  Bonapabtb, 

Attorney  OcTkeroL 

After  sending  this  letter  I  was  advised  orally  by  the  Attorney 
General  that,  m  his  opinion,  no  sufficient  ground  existed  for 
I^al  proceedings  against  the  Steel  Corporation,  and  that  the 
situation  had  been  m  no  way  changed  by  its  acquisition  of  the 
Tennessee  Coal  &  Iron  Co. 

I  have  thus  given  to  the  Senate  all  the  information  in  the 
possession  of  the  executive  department  which  appears  to  me  to 
DC  material  or  relevant  on  tne  subject  of  the  resolution.  I 
feel  bound,  however,  to  add  that  I  have  instructed  the  Attorney 
General  not  to  respond  to  that  portion  of  the  resolution  which 
calls  for  a  statement  of  his  reasons  for  nonaction.  I  have  done 
so  because  I  do  not  conceive  it  to  be  within  the  authority  of  the 
Senate  to  give  directions  of  this  character  to  the  head  of  an  exo- 
cutive  department  or  demand  from  him  reasons  for  his  action. 
Heads  of  the  executive  departments  are  subject  to  the  Constitu- 
tion and  to  the  laws  passed  by  the  Congress  in  pursuance  of 
the  Constitution  and  to  the  directions  of  the  President  of  the 
United  States,  but  to  no  other  direction  whatever. 

Theodobe  Roosevelt. 

The  Whttb  House,  January  6, 1909. 
(Hearings,  p.  1122.) 

This  letter  contains  the  following  alleged  statements  of  fact : 

(1)  A  certain  business  firm  of  real  importance  in  New  York, 
having  among  its  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal  &  Iron  Co.,  was  about  to  fail  if  help  was  not  forthcoming  from 
the  Steel  Corporation. 

(2)  Some  unknown  concern  was  urgently  pressing  the  Steel  Corpo- 
ration to  take  over  its  assets. 

(3)  The  Steel  Corporation  hesitated  to  take  this  stock,  since  it 
would  derive  no  benefit  from  the  purchase  and  would  be  unjustly 
attacked  if  it  did  so  and  accused  of  endeavoring  to  secure  a  monopoly 
Bs  a  result  of  the  purchase,  which  accusation  is  untrue  and  unwar- 
ranted. 

(4)  That  the  corporation  had  been  for  years  refusing  to  acquire  any 
more  'steel  property  for  fear  it  might  get  more  than  60  per  cent  of  the 
business. 
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(5)  That  the  responsible  bankers  of  New  York,  acting  in  conc^, 
were  imploring  the  Steel  Corporation  to  take  over  this  property  even 
at  a  loss  to  prevent  a  ''general  industrial  smash  up/' 

Such  were  the  representations  made  by  Messrs.  Frick  and  Gary 
to  the  President  of  the  United  States  during  this  brief  20-minut« 
interview. 

As  to  the  existence  of  this  imknown  business  of  great  importance 
which  was  alleged  to  have  had  a  majority  of  the  assets  of  the 
Tennessee  Coal  &  Iron  Co. : 

There  was  no  concern  in  the  city  of  New  York  of  any  importance 
which  had  among  its  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal  &  Iron  Co.  or  which  would  in  any  way  have  been  affected  by  the 
exchange  of  such  stock  as  it  did  have  for  any  other  stock.  The 
President  was  evidently  laboring  under  the  impression  that  some  great 
financial  institution  burdened  with  its  load  of  Tennessee  Coal  &  Iron 
securities  was  tottering  to  its  ruin  and  about  to  ''smash  up"  other 
concerns  by  its  fall. 

Now  the  evidence  before  this  conmiittee  shows  that  the  majority 
of  this  stock  was  locked  up  in  the  strong  boxes  of  Oglebay,  Haona, 
Gates,  and  others,  no  one  of  whom  was  in  any  way  involved. 

"There  was  probably  no  floating  stock,"  says  Gates,  "it  was 
so  closely  held  by  the  people  who  had  bought  it  for  an  invest- 
ment. There  was  practically  no  stock  in  the  hands  of  the  bro- 
kers."    (Hearings,  p.  16.) 

Out  of  over  300,000  shares,  Kessler  and  Schley  held  only  about  40,000 
or  50,000  shares  that  had  not  been  "pegged"  by  the  men  who  were 
eagerly  and  vainly  endeavoring  to  keep  it  out  of  the  hands  of  specu- 
lators and  jobbers  whose  misfortunes  or  greed  might  render  them  a 
prey  to  the  Steel  Corporation  or  some  other  concern  bent  on  securing 
control  of  a  property  which  the  syndicate  considered  almost  invalu- 
able. Even  the  firm  of  Moore  &  Schley  which  was  the  only  concern 
affected  by  this  deal,  never  owned  a  share  of  this  stock. 

Mr.  LrrTLETON.  Did  Kessler  or  any  other  customer  who  had' 
bought  stock  through  Moore  &  Schley  so  default  in  the  payment 
of  their  margins  or  the  calls  made  on  them  Uiat  Moore  &  Schley 
had  to  take  the  stock  f 

Mr.  SoHLEY.  Moore  &  Schley  never  owned  any. 

Mr.  Littleton.  Just  prior  to  the  panic,  how  much  stock  did 
you  have  of  the  Tennessee  Coal  &  Iron  Co.  ? 

Mr.  Schley.  In  1907? 

Mr.  LrrTLETON.  Yes.  I  understand  Moore  &  Schley  never  had 
any  stock  of  the  Tennessee  Coal  &  Iron  Co. 

Mr.  SoHLEY.  Moore  &  Schley  never  owned  any  stock  of  the 
Tennessee  Coal  &  Iron  Co. 

Mr.  LrrTLETON.  I  say  I  understand  that  to  be  the  fact. 

Mr.  Sora-EY.  Moore  £  Schley  are  not  speculators.  They  do  not 
own  securities.     (Hearings,  p.  1059.) 
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Schley  as  an  indwidual  speculator  in  stocks  had  become  involved, 
and  having  $6,000,000  or  S7,000,000  of  current  securities,  the  property 
of  0.  H.  Payne,  in  his  possession,  had  hypothecated  them  to  save  his 
imperiled  credit,  and  had  afterwards  given  Payne  ''uncurrent'^  securi- 
ties in  their  stead.  He  had  also  a  large  amount  of  the  stock  of  the 
Tennessee  Coal  &  Iron  Co.  which  he  was  obligated  not  to  dispose  of  ex- 
cept under  the  terms  of  a  syndicate  agreement  designed  to  keep  those 
stocks  from  becoming  a  speculative  security.  The  Trust  Co.  of 
America  did  not  then  and  never  did  hold  a  majority  of  the  securities 
of  the  Tennessee  Coal  &  Iron  Co.,  and  was  in  no  way,  directly  or  indi- 
rectly, affected  by  this  proposed  mei^er,  except  that  the  president  of 
the  company  had  obtained  12,500  shares  of  stock  which  he  had  pur- 
chased as  an  investment  and  which  he  was  not  attempting  to  sell  to 
the  Steel  Corporation  or  anybody  else. 

Mr.  Littleton.  Did  you  pay  for  your  stock? 

Mr.  Thobne.  I  did. 

Mr.  LriTLETON.  Did  you  take  it  away  from  Moore  &  Schley  t 

Mr.  Thoene.  I  did. 

Mr.  LaTTLETON.  And  put  it  among  your  securities  t 

Mr.  Thobne.  I  distriouted  it — practically  7,000  shares — and 
kept  the  balance— distributed  it  among  the  people  who  took  it 
and  paid  for  it. 

Mr.  Littleton.  But  so  f al^  as  Moore  &  Schley  were  concerned 
the  transaction  was  clean-cut,  was  it  not  f 

Mr.  Thobne.  Yes,  sir. 

Mr.  LmLBTON.  You  owed  them  nothing,  and  they  owed  you 
nothing 

Mr.  Thobne.  That  is  correct.  The  stock  had  been  delivered 
and  paid  for. 

Mr.  Littleton.  The  purchase  of  that  stock  was  entirely  a 
personal  matter  of  your  own ) 

Mr.  Thobne.  Absolutelv. 

Mr.  Littleton.  And  tne  Trust  Co.  of  America  had  nothing 
to  do  with  it? 

Mr.  Thobne.  It  never  owned  a  share. 

Mr.  Littleton.  At  the  time  of  or  a  little  before  the  panic  of 
1907,  did  Moore  &  Schley  owe  the  Trust  Co.  of  America  a  loan 
of  some  sort  t 

Mr.  Thobne.  Yes — m  1906,  if  I  remember  correctly;  and 
their  loan  was  paid  in  1907. 

Mr.  Littleton.  Do  you  know  the  amount  of  their  loan  in 
1907? 

Mr.  Thobne.  I  do  not.  It  was  either  $250,000  or  $500,000; 
I  do  not  remember  which. 

Mr.  Littleton.  Do  you  know  in  what  way  their  loan  was 
secured) 

Mr.  Thobne.  Yes;  it  was  secured  principally  by  American 
Tobacco  securities.  I  do  not  know  whether  there  was  any 
Tennessee  Coal  &  Iron  in  it  or  not. 
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Mr.  Littleton.  Just  prior  to  the  panic,  was  there  a  loan  with 
your  Trust  Co.  to  support  which  there  were  put  up  a  considerable 
number  of  shares  of  tne  Tennessee  Coal  &  Iron  Co.  ? 

Mr.  Thoene.  May  I  askyou  this— do  you  mean  whether  there 
was  a  loan  with  the  Trust  C!o.  that  additional  collaterals  were  put 
up  to  strengthen  ? 

Mr.  Littleton.  Yes;  any  way  in  which  the  Tennessee  Coal  & 
Iron  stock  was  concerned. 

Mr.  Thobne.  That  is  not  correct.  The  loan  that  we  made  to 
Moore  &  Schley  was  made  and  was  paid  off,  and  there  never  was 
any  change  in  the  collateral  during  tne  time  we  held  it.  In  other 
words,  we  never  asked  them  for  any  additional  collateral,  and 
never  needed  any  additional  collateral. 

Itfr.  LriTLETON.  To  clear  up  that  question  finally,  was  there 
any  obligation  of  Moore  &  Schley  to  your  Trust  Co.  prior  to  the 
panic,  or  prior  to  your  difficulties,  in  which  you  either  acquired 
or  demanded  additional  securities  ? 

Mr.  Thoene.  No,  sir. 

Mr.  Littleton.  Was  there  among  your  loans,  prior  to  the 
panic,  some  of  the  Tennessee  Coal  &  Iron  stock  ? 

Mr.  Thoene.  There  was. 

Mr.  Littleton.  Were  those  loans  of  Moore  &  Schley  ? 

Mr.  Thoene.  No,  sir. 

Mr.  Littleton.  They  were  other  loans  t 

Mr.  Thorne.    Other  loans. 

Mr.  LrrTLETON.  How  much  41  the  Tennessee  Coal  &  Iron  stock 
was  there  amongthe  collaterals  of  your  Trust  Co.  ? 

Mr.  Thoene.  There  was  no  Tennessee  Coal  &  Iron  stock  among 
the  collaterals  of  the  Trust  Co.,  other  than  as  collaterals  to  loans. 

Mr.  Littleton.  That  is  what  I  mean. 

Mr.  Thoene.  I  testified  to  that  in  detail  before  the  Senate  com- 
mittee, and  I  have  foi^otten  the  exact  figures. 

Mr.  Gardneb.  Your  testimony  was  that  $482,700  was  loaned 
to  six  individuals. 

Mr.  Thorne.  That  is  correct.     (Hearings,  pp.  1654  and  1655.) 

Schley  states  he  could  not  borrow  money  on  this  ' '  pegged  "  stock  as  a 
sole  collateral  and  that  it  was  simply  used  as  the  ''sweetener''  in  some 
of  his  loans  aggregating  $38,000,000  on  stocks  of  every  description. 
He  used  other  industrials  in  the  same  way  and  at  this  time  had  up 
about  as  much  American  Tobacco  Co.  stock  as  Tennessee  Coal  &  Iron. 

Mr.  LriTLETON.  Do  you  think  that  in  those  loans  that  Moore 
&  Schley  had  with  the  various  banks  there  was  any  more  Ten- 
nessee Coal  &  Iron  up  than  there  was  Tobacco  ? 

Mr.  ScHLET.  I  do  not  think  there  was  as  much  in  the  total. 
Yes;  there  was  more.  I  should  think  about  the  same,  or  pei^ 
haps  a  little  more  Tennessee  than  Tobacco. 

Mr.  LriTLETON.  Substantially  the  same  f 

Mr.  Schley.  Yes.     (Hearings,  p.  1088.) 

Out  of  an  indebtedness  of  $38,000,000  he  had  secured  not  to  exceed 
$6,000,000  or  $7,000,000  on  this  Tennessee  Coal  &  Iron.  '*I  calcu- 
lated," says  Schley,  ''50  per  cent;  50  per  cent  was  about  all  that  we 
could  average."     (Hearings,  p.  1054.) 
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Even  such  loans  as  were  "sweetened"  with  Tennessee  Coal  &  Iron 
stock  at  the  rate  of  50  cents  on  the  dollar  had  not  endangered  to  any 
extent  the  stability  of  the  Trust  Co.  of  America. 

Neither  the  solvency  of  the  Trust  Co.  of  America  nor  of  any  other 
bank  in  New  York  was  in  anyway  affected  by  the  presence  of  Tennessee 
Coal  &  Iron  stock,  sprinkled  through  its  collateral  as  a  sort  of  ''sweet- 
ener." It  appears  from  the  testimony  of  Schley,  the  only  man  who 
was  using  this  stock  as  a  basis  of  credit,  that  it  was  in  no  instance  the 
sole  security  for  a  single  loan  in  all  Ins  thirty-eight  or  forty  million 
dollars  of  indebtedness.  Yet  the  President  of  the  United  States  was 
led  to  belieye  that  a  great  bank,  its  assets  gorged  with  these  indi- 
gestible securities,  was  about  to  collapse  if  the  steel  company  did  not 
immediately  exchange  them  for  its  bonds. 

"Mr.  Frick  and  Judee  Gary  both  spoke  to  me,"  says  Col. 
Roosevelt,  ''I  can  not  of  course  remember  who  it  was  that  made 
any  given  statement,  and  I  can  not  pretend  at  this  time,  the 
events  bein^  nearly  lour  years  in  the  past,  to  give  with  verbal 
accuracy  what  they  said — to  this  effect:  That  they  were  urged 
bv  various  representatives  of  the  big  business  interests  in  New 
York  to  acquire  the  Tennessee  Coal  &  Iron  property,  because  the 
Tennessee  Coal  &  Iron  securities  were  assets  in,  I  think  they  only 
told  me,  one  big  trust  company — ^but  I  had  previously  been  in- 
formed that  there  were  two  such  trust  companies,  but  that  the 
Tennessee  Coal  &  Iron  properties  were  assets,  and  a  very  large 
proportion  of  the  assets,  oi  a  certain  big  company  which  was 
threatened  with  failure — and  they  were  mmly  convinced  that  it 
would  fail  if  nothing  were  done,  because  those  securities  had  no 
market  value  at  the  moment."     (Hearings,  p.  1373.) 

The  run  on  the  Trust  Co.  of  America  had  occiured  in  October,  and 
at  the  time  Judge  Gary  and  Mr.  Frick  visited  the  President  was,  as  is 
testified  by  Mr.  Thome,  in  no  danger  or  trouble  whatever. 

The  President  was  advised  that  some  unknown  concern  •was 
urgently  pressing  the  Steel  Corporation  to  take  over  its  assets.  After 
the  most  thorough  and  exhaustive  examination  of  every  witness 
thought  to  be  cognizant  of  the  details  of  this  transaction  subject  to 
the  subpoena  of  this  committee,  it  has  been  unable  to  ascertain  any 
bank  or  trust  company  in  the  city  of  New  York  which  ever  urged  the 
Steel  Corporation  to  take  over  the  Tennessee  Coal  &  Iron  Co.  as  its 
only  salvation  or  that  was  embarrassed  by  the  presence  of  the  Ten- 
nessee Coal  &  Iron  Co.  securities  among  its  assets.  Thome  expressly 
stated  that  his  bank  was  neither  helped  nor  hurt  by  this  merger.  It 
was  neither  a  bank  nor  a  firm,  but  a  single  individual,  a  stock  broker 
in  New  York  who  had  become  involved  by  using  in  the  stocks 
of  O..  H.  Payne  which  had  been  purchased  outright  and  left  in  his 
keeping,  and  in  the  stocks  of  the  Tennessee  Coal  &  Iron  Co.,  which 
had  been  ''pegged^'  and  tied  up  for  the  purpose  of  preventing  the 
Tery  speculation  in  which  he  was  indulging. 

64S46*~H.  Bept  1127,  62-2 ^13 
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It  appears  that  Scliley  had  never  borrowed  a  dollar  upon  this  stock 
as  the  sole  security  and  that  he  could  not  borrow  one  dollar. 

Mr.  Littleton.  In  1905  and  1906  was  there  any  loan  whoDy 
supported  by  Tennessee  Coal  &  Iron  ? 

Mr.  Schley.  With  Moore  &  Schley  % 

Mr.  Littleton.  Yes. 

Mr.  Schley.  I  do  not  know  of  any. 

Mr.  Littleton.  You  do  not  know  of  any? 

Mr.  SciiLEY.  No. 

Mr.  Littleton.  And  was  it  your  practice  in  1905  and  1906 
to  put  in  the  Tennessee  Coal  &  Iron  stock  substantially  in  the 
manner  you  have  described  already,  as  a  part  of  the  30  per  cent 
of  industrial  stock? 

Mr.  Schley.  Yes. 

Mr.  Littleton.  That  was  true  long  before  the  panic  ever  came 
on? 

Mr.  Schley.  That  was  true  of  all  our  industrials.  (Hearings, 
pp.  1063-1064.) 

Even  if  it  had  been  necessary  for  Mr.  Scliley  to  realize  immediately 
upon  the  Tennessee  Coal  &  Iron  stock  which  he  had  hypothecated, 
his  financial  distress  could  easily  have  been  relieved  by  the  United 
States  Steel  Corporation  without  the  absorption  of  the  Tennessee 
Coal  &  Iron  Co.  Tliis  Schley  unequivocally  admits.  What  Mr. 
Scl  Jey  needed  was  not  the  removal  of  Tennessee  Coal  &  Iron  stock  from 
Ids  loans,  hut  money  to  pay  his  debts.  He  states  that  he  had  other 
stocks,  American  Tobacco  Co.  stocks,  Republic  Iron  &  Steel,  and 
any  number  of  other  industrials  which  were  to  a  greater  or  less  degree 
unsalable,  just  as  the  Tennessee  Coal  &  Iron  stocks  were,  and  the 
exchange  of  the  steel  company's  bonds  for  any  of  these  stocks  would 
have  served  the  purpose  just  as  well. 

Mr.  Lfttletgn.  Why  was  it  any  more  necessary  to  exchange 
the  stock  of  the  Tennessee  Coal  &  Iron  Co.  for  the  sinldng-fund 
bonds  of  the  Steel  Corporation  than  it  was  to  exchange  the  stock 
of  the  Republic  Co.  or  any  other  of  the  industrials  which  formed 
the  30  per  cent  of  these  loans,  and  get  in  exchange  something 
like  the  United  States  sinking-fund  bonds,  as  you  did  to  nego- 
tiate the  sale  of  the  Tennessee  Coal  &  Iron  stock  for  those  bonos? 

Mr.  Schley.  It  was  not.     (Hearings,  p.  1073.) 

The  Steel  Corporation  had  already  loaned  Schley  over  a  million 
dollars  on  these  very  same  stocks,  and  they  had  the  same  authority  to 
exchange  six  for  seven  millions  as  they  had  to  exchange  for  one. 

The  loan  of  four  or  five  miUions  of  the  steel  company's  bonds,  says 
Mr.  Schley,  would  have  served  the  purpose  quite  as  well  as  the 
merger  of  the  company  of  which  he  was  syndicate  manager. 

Mr.  LriTLETON.  If  the  steel  company  would  lend  you  the 
$5,000,000  or  $6,000,000  which  it  is  said  in  the  record  they  would 
have  loaned,  and  which  you  said  would  have  made  you  happy; 
that  would  have  made  you  happy  ? 

Mr.  Schley.  Yes,  sir.     (Heanngs,  p.  1089.) 
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Judge  Gary  admits  this  could  be  done,  and,  what  is  ipore,  admits  it 
could  have  been  done  without  embarrassment  to  the  Steel  Corpora- 
tion. It  is  easy  to  imderstand  how  little  embarrassment  it  would 
have  caused  the  Steel  Corporation  since  the  second-mortgage  bonds 
which  were  exchanged  for  Tennessee  Coal  &  Iron  stock  were  treasury 
stock  in  the  vaults  of  the  Steel  Corporation,  and  by  the  exchange  of 
these  securities  the  Steel  Corporation  was  out  not  a  single  dollar  by 
this  transaction. 

Mr.  Littleton.  You  could  have  loaned  the  bonds  without  any 
embarrassment  to  the  Steel  Corporation,  could  youpuiot? 

Mr.  Gaby.  We  could. 

Mr.  Littleton.  And  if  the  bonds  when  exchanged  were  the 
means  of  saving  Moore  &  Schley  they  would  have  been  just  as 
efficient  means  when  loaned,  would  they  not  t 

Mr.  Gary.  They  would. 

Mr.  Littleton.  And  therefore  the  purchase  of  the  Tennessee 
Coal  &  Iron  Co.  would  have  been  wnoUy  unnecessary  in  that 
particular  view  of  it  ? 

Mr.  Gary.  I  should  think  so.     (Hearings,  p.  170.) 

If,  as  Mr.  Frick  maintained,  Tennessee  Coal  &  Iron  stock  was 
not  worth  more  than  60,  it  is  inconceivable  that  the  United  States 
Steel  Corporation  would  exchange  its  bonds  for  over  three  himdred 
thousand  shares  of  Tennessee  Coal  &  Iron  stock  at  par,  incurring 
loss  to  their  stockholders  of  over  twelve  millions  of  dollars,  when  the 
same  result  cotild  have  been  obtained  by  a  loan  of  five  million,  secured 
by  the  same  stock,  especially  in  view  of  the  fact  that  Judge  Gary  said 
they  had  the  authority  to  make  this  loan  and  that  they  could  have 
made  it  without  embarrassment,  and  that  they  had  already  turned 
over  to  Schley  over  a  million  dollars  of  bonds,  and  had  selected  these 
securities  out  of  all  the  stocks  of  Schley  as  the  most  desirable  indem- 
nity against  any  loss  resulting  from  the  exchange.  Judge  Gary  main- 
tains that  the  steel  company,  in  the  hope  of  staying  a  disastrous  panic 
and  securing  the  return  of  confidence  and  peace  to  the  community, 
mcurred  a  financial  loss  and  submitted  to  unjust  persecution,  which 
they  anticipated  as  a  result  of  this  merger. 

The  value  of  the  Tennessee  Coal  &  Iron  Co.'s  stock  is  the  crux  of 
the  whole  controversy.  If  the  securities  of  this  company  were  not 
worth  more  than  thirty-five  or  forty  millions  of  dollars  to  the  Steel 
Corporation,  then  it  had  no  motive  in  refusing  to  relieve  the  necessi- 
ties of  Schley  without  the  surrender  of  his  stock  in  this  company;  and 
it  might  reasonably  be  maintained  that  the  '^hammering''  of  his  firm 
in  the  street  and  that  the  run  on  the  bank  of  Oakleigh  Thome  were 
in  no  way  inspired  or  encouraged  by  the  powerful  interests  behind  the 
Steel  Corporation.  If,  however,  this  concern  was  a  formidable  com- 
petitor, if  its  existence  threatened  the  supremacy  of  the  Steel  Corpora- 
tion in  the  South,  and  if  its  vast  holdings  were  infinitely  more  valuable 


196       INVBSTIGATIOK  OF  UNITED  STATES  STEEL  GOHPORATION. 

than  the  second  mortgage  bonds  by  which  they  were  obtained,  then 
the  Steel  Corporation  was  the  immediate  beneficiary  of  Schley's 
embarrassment  and  would  have  been  an  eager  bidder  had  the  securities 
of  Oakleigh  Thome  gone  under  the  hammer. 

Nobody  knew  better  than  the  directors  of  the  Steel  Corporation  the 
actual  value  of  these  properties  to  the  Steel  Corporation.  In  a  state- 
ment to  their  stockholders  they  frankly  admit  the  great  value  of  this 
property. 

At  page  29  of  this  report  the  following  is  found : 

In  November,  1907,  the  corporation  acquired  a  majority  of 
the  common  stock  of  the  Tennessee  Coal,  iron  &  Railroad  Co., 
as  is  set  forth  in  detail  on  page  25  of  this  report.  The  purchase 
was  made  during  the  financial  panic  of  October,  1907.  The 
parties  owning  or  controlling  a  majority  of  the  Tennessee  Co.'s 
stock  offered  the  same  to  the  corporation  on  terms  which 
were  satisfactory  both  as  to  price  and  manner  of  payment. 
The  purchase  of  the  property  promises  benefit  to  tne  corpo- 
ration and  also  aided!^  promptly  and  materially  in  reUevmg 
the  financial  stress  at  the  time  existing.  The  Tennessee  prop- 
erty is  very  valuable.  Its  mineral  resources  are  lai^e.  The 
location  of  the  iron-ore  and  coal  deposits  in  the  immediate 
proximity  of  the  manufacturing  plants  enables  the  production  of 
iron  at  reasonable  cost.  It  is  beUeved  the  lines  of  business  of 
the  Tennessee  Co.  can  be  materially  extended.  (Hearings, 
p.  1133.) 

At  the  time  of  this  transaction  Mr.  Gates  in  a  published  interview 

said: 

As  to  the  purchase  of  the  Tennessee  Coal,  Iron  &  Railroad  Co. 
by  the  United  States  Steel  Corporation,  the  steel  men  got  the 
best  property  in  the  country,  and  at  a  bargain  price.  I  regard 
it  as  a  sacrifice  of  stock  worth  a  great  deal  more  than  the  pur- 
chase price.  I  did  not  want  to  sell  my  stocky  but  had  to  follow 
the  crowd.  Had  Tennessee  stock  been  thrown  on  the  market,  I 
would  have  been  better  off,  as  I  could  have  increased  my  hold- 
ings at  a  low  price.  The  iron-ore  and  coal  deposits  of  the  Ten- 
nessee Co.  are  worth  many  times  more  than  the  entire  cost  of  the 
property  to  the  Steel  Corporation.     (Hearings,  p.  10.) 

When  questioned  as  to  the  acciu'acy  of  this  statement;  Mr.  Gates 
replied: 

That  I  would  be  willing  to  make  an  affidavit  to  to-day,  in  my 
opinion;  it  is  purely  an  opinion. 

If  Col.  Roosevelt  believed  that  this  property  was  purchased  at  a 
loss  to  the  Steel  Corporation,  it  could  only  have  been  due  to  an  abso- 
lute lack  of  any  accurate  information  with  reference  to  the  extent  or 
value  of  the  Tennessee  Coal  &  Iron  Co.'s  holdings. 

The  New  York  Sun,  on  November  7,  1907,  said: 

The  acquisition  of  the  (Tennessee)  company  is  particularly 
advantageous  to  the  Steel  Corporation,  because  of  uie  iron  ore 
and  coal  properties  that  go  with  it.    With  the  Great  Northern 
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and  Northern  Pacific  ore  lands  acquired  last  year,  together  with 
the  previous  holdings,  the  Steel  Corporation  now  has  iron-ore 
de}>osits  estimated  at  approximately  2,400,000,000  tons,  of 
which  approximately  700,000,000  tons  come  with  T.  C.  &  L 
(Hearings,  p.  1129.) 

Mr.  John  Moody,  writing  for  Public  Opinion,  October  16, 1908,  said: 

The  possibilities  of  the  Tennessee  property  and  the  value  of 
its  raw  materials  are  so  gigantic  that  even  if  it  were  producing 
nothing  at  the  present  time  it  would  have  been  the  best  bargain 
at  $45,000,000  that  the  Steel  Corporation  or  any  other  concern 
or  individual  ever  made  in  the  purchase  of  a  piece  of  property. 

The  Steel  Corporation,  15  months  ago,  entered  into  a  lease 
with  the  Great  Northern  Railway  interests  whereby  it  has  the 
right  to  mine  at  so  much  per  ton  the  vast  ore  deposits  of  the 
Great  Northern  properties.  The  Steel  Corporation  a^eed  to  pay 
to  the  Great  Northern  people  $1.65  per  ton  for  this  ore,  and 
transport  a  portion  of  the  ore  over  the  Great  Northern  tracks  at 
a  specified  rate.  The  Great  Northern  ore  bodies  are  estimated 
to  contain  about  500,000,000  tons  of  good  ore,  which,  if  all 
mined  and  taken  by  the  Steel  Corporation  at  $1.65  per  ton. 
would  make  an  ultimate  cost  to  the  Steel  Corporation  of  about 
$850,000,000,  without  considering  cost  of  transportation,  etc, 
As  stated  in  the  Steel  Corporation  report  for  the  year  1906,  this 
contract  was  looked  upon  as  a  good  one  from  the  standpoint  of 
the  Steel  Corporation. 

The  object  in  giving  the  foregoing  details  is  to  bring  out  a  vivid 
comparison  of  the  Ureat  Northern  deal  with  that  made  last 
winter  in  the  acquisition  of  the  Tennessee  Coal  &  Iron  Co.  The 
Great  Northern  properties,  containing  probably  500,000,000  tons 
of  ore,  will  uitimatelv  cost  the  Steel  Corporation  about 
$850,000,000;  but  the  'Tennessee  Coal  &  Iron  properties,  which 
are  of  far  more  value  than  the  Great  Northern  properties  prob- 
ablv  ever  can  be,  cost  the  Steel  Corporation  only  $45,000,000. 

To  demonstrate  the  foregoing  statements,  let  reference  be  had 
to  the  following  from  the  annual  report  of  the  Tennessee  Coal  & 
Iron  Co.  for  the  year  ending  December  31^  1904.  In  that  report 
Mr.  Bacon^  the  chairman  of  the  board,  said: 

'^  Early  m  the  summer  of  1904  a  conunittee  of  appraisers  was 
appointed,  representing  the  Sloss^heffield  Steel  &  Iron  Co.,  the 
Sepublic  Iron  &  Steel  Co.,  and  this  company,  to  estimate  the 
amount  and  quality  of  the  coal  and  iron  ore  owned  by  each  com- 
pany. An  examination  covering  several  months  was  conducted, 
as  tne  result  of  which  a  report  signed  by  every  member  of  the 
committee  was  submitted,  showing  that  this  company  owns  in 
fee  over  395,000,000  tons  of  red  ore,  of  which  381,000,000  tons 
are  graded  as  first  class,  10,177,000  tons  of  brown  ore,  and  over 
1,623,000,000  tons  of  coal,  of  which  809,112,000  tons  are  coking 
coaJ.  In  the  coking  coal  is  included  300,000,000  tons  of  Cahaba 
coal,  which  is  unexcelled  in  the  South  for  steam  and  domestic 
purposes,  and  commands  the  highest  market  price  of  any  grade 
of  coal  in  the  district.  The  men  in  charge  of  our  iron  niines  esti- 
mate the  holdings  of  iron  ore  of  the  company  to  be  still  larger, 
viz,  of  first-class  red  ore,  over  450,000,000  tons;  of  second-class 
red  ore,  over  95,000,000  tons;  and  of  brown  ore,  16,900,000  tons," 
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From  the  above  it  will  be  seen,  figuring  the  first-class  ore  at  as 
low  an  amount  as  SI  per  ton,  that  the  vfQuation  for  that  alone  is 
$39d,000;000.  If  we  disregard  the  aggregate  estimate  of  coal  and 
simply  take  the  estimate  for  coking  coal  at  as  low  a  figure  as 
50  cents  per  ton,  we  ^et  a  valuation  of  $400,000,000  more.  A 
very  conservative  estimate  of  the  values  of  the  ore  and  coal 
deposits  of  the  Tennessee  Coal  &  Steel  Co.  at  the  present  time  is 
hardly  less,  in  all  nrobability,  than  $1,000,000,000. 

Now,  as  far  bacK  as  1901  Mr.  Schwab  made  the  statement  that 
the  coking  coal  deposits  of  the  Steel  Corporation  were  of  vast 
value,  because  of  the  fact  that  coking  coal  of  the  kind  needed  for 
blast  fumlices  was  rapidly  growing  scarce,  and  that  in  a  few 
years  there  would  probably  be  no  more.  He  disregarded  the 
Tennessee  properties,  undoubtedly,  but  by  this  great  acquisition 
the  Steel  Corporation  has  been  put  in  a  position  where  it  need 
have  no  concern  for  the  future  as  far  as  coking  coal  is  concerned. 
In  fact,  the  acquisition  of  the  Tennessee  Coal  &  Iron  Co.,  aside 
from  being  a  business  stroke  of  enormous  direct  profit,  has  had 
the  effect  of  rounding  out  and  completing  the  control  by  the  cor- 
poration of  the  ore  and  coking-coai  supplies  of  the  country. 

That  acquisition  is  of  more  value  to  the  Steel  Trust,  and  will 
be  in  the  future  in  many  ways,  than  its  holdings  of  Lake  Superior 
ores,  both  because  of  location  and  because  o?  general  character 
and  quality  of  the  deposits. 

It  is  well  known  that  the  Tennessee  iron-ore  deposits  are  the 
best  in  the  world  for  making  pig  iron*  and  the  cost  of  produc- 
tion and  manufacture  of  iron  products  m  that  section  is  consider- 
ably less  than  is  the  case  in  the  Great  Northern  ore  bodies. 
Therefore  it  can  be  easily  demonstrated  that  the  acquisition  of 
this  property  for  $45,000,000  added  an  almost  unheard  of  value 
to  tlie  equity  back  of  the  Steel  Corporation  stocks. 

Many  people  have  wondered  and  are  still  wondering  why,  in 
the  face  of  temporarily  poor  earnings  and  in  the  face  of  tariff 
agitation,  the  Steel  Corporation  stocks,  both  common  and  pre- 
ferred, have  been  steadily  rising  since  last  December,  and  are 
now  almost  at  the  highest  figures  of  their  history.  The  fore- 
going demonstration  certainly  accounts  for  it. 

If  it  were  not  for  ihe  danger  involved  in  tariff  agitation,  the 
Steel  Corporation  common  stock  would  probably  be  selling  to-day 
at  nearly  double  its  present  value.  In  other  words,  instead  of 
having  a  market  price  of  $45  per  share,  a  total  market  value  of 
about  $220,000,000,  it  would  oe  selling  in  the  neighborhood  of 
$90  per  share,  with  a  total  market  value  of  $450,000,000.  It 
coula  easily  reach  this  point  in  spite  of  the  fact  that  the  corpora- 
tion may  not  pay  any  larger  dividends  for  several  years  to  come. 

The  appraised  value  in  1904  of  the  Tennessee  company's  prop- 
erties, as  quoted  above,  was  that  of  a  thoroughlv  impartial  and 
unanimous  board.  This  appraisal  must  have  oeen  known  to 
Mr.  Morgan  and  the  rest  of  his  party  when  the  property  was 
taken  over  by  the  Steel  Trust  at  the  absurdly  low  price  they 
paid.  If  they  checked  the  panic  by  this  transaction,  they  did 
It  by  taking  a  few  dollars  out  of  one  pocket  and  putting  muUons 
into  another.     (Hearings,  pp.  1130-1131.) 
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It  appears  that  the  Steel  Corporation  was  anxious,  not  without 
cause,  Uiat  the  public  should  know  the  extent  to  which  the  actual 
values  of  its  own  inflated  stocks  had  been  increased  by  the  acquisi- 
tion of  its  great  competitor.  Mr.  Frank  A.  Munsey,  editor  of  Munsey 's 
Magazine,  was  given  access  to  the  records  of  the  Steel  Corporation 
in  order  that  he  might  publish  a  full  and  accurate  inventory  of  its 
vast  properties.  When  before  the  Ways  and  Means  Committee 
Judge  Gary  was  questioned  as  to  the  accuracy  of  this  article.  Judge 
Gary  said: 

This  is  the  result  of  an  independent  examination  by  Mr. 
Munsey  concerning  the  value  of  our  properties.  He  gives  the 
properties  in  detau,  and  his  valuation,  and  if  anything  I  would 
say  tliat  it  is  a  little  too  high,  but  it  is  not  very  much  too  high, 
and  certainly  properties  could  not  be  reproduced  for  anythmg 
like  that;  in  fact,  it  would  be  impossible  to  reproduce  them  at 
anv  price,  perhaps  some  of  them.     (Hearings,  p.  1132.) 

"  The  Tennessee  Coal  &  Iron  Co.,"  says  Mr.  Munsey,  "  is  entered 
as  a  separate  item  in  this  inventory.  Its  ore  and  coal  and  mills 
and  furnaces  and  other  properties  are  not  included  in  the  other 
classifications.  This  company  is  put  in  at  an  estimated  value  of 
$50,000,000,  which  is  somewhat  more  than  the  Steel  Corporation 
paid  for  it,  but  probably  a  much  smaller  sum  than  it  is  worth  to 
the  Steel  Corporation.  Its  chief  value  lies  in  its  coal  and  ore 
properties.  Its  ore  is  estimated  at  700,000,000  tons.  It  is  not  as 
nign-grade  ore  as  the  northern  ore;  but  assuming  that  it  is  worth 
15  cents  per  ton,  it  alone  would  amount  to  $105,000,000.  Its  coal 
is  estimated  at  about  a  billion  tons,  which  at  10  cents  a  ton 
would  be  $100,000,000.  From  the  fact  that  the  known  supply 
of  ore  in  the  country  is  Umited,  it  may  be  worth  two  or  three 
times  this  price.  There  is  no  way  of  telling  just  what  it  is 
worth.     But  as  a  guide  to  the  value  of  ores,  we  may  take  the 

J  rice  fixed  upon  for  the  Great  Northern  ores  between  James 
.  Hill  and  tne  Steel  Corporation.'  The  Great  Northern  Rail- 
road and  the  Northern  Pacific  had  vast  holdings  of  iron  ore 
in  the  Messabe  Range,  and  after  many  months  of  negotiation  the 
Steel  Corporation  entered  into  a  contract  a  year  a^o  to  take  all 
this  ore  at  a  certain  price  per  ton,  the  price  to  be  advanced  each 
year  over  the  preceaing  year  3.4  cents.  The  first  yearns  price, 
which  covered  the  year  1907,  was  85  cents  a  ton.  This  year  it  is 
88.4  cents  a  ton.  On  this  basis  the  price  will  soon  be  over  a  dollar 
a  ton^  and  the  average  cost  for  the  entire  supply  will  be  consider- 
ably in  excess  of  that  figure.  And  this  ore  is  supposed  to  be  of  a 
lower  grade,  as  a  whole,  than  the  ore  owned  by  tne  United  States 
Steel  Corporation,  which  in  this  inventory  has  been  conserva- 
tively— ultraconservatively — figured  at  60  cents  a  ton.  If  the 
Hill  ore  is  worth  over  a  dollar  a  ton,  the  ore  of  the  Steel  Corpora- 
tion is  worth  quite  as  much,  and  even  more,  as  it  is  of  a  better 
^ade.  And  tnese  prices  of  this  Northern  Pacific  ore  have  an 
important  bearing  on  the  ore  properties  of  the  Tennessee  Coal  & 
Iron  Co.  I  should  think  that  Mr.  Charles  M.  Schwab  is  as  good 
an  authority  as  there  is  in  the  world  on  the  value  of  iron  ore.  He 
said  to  me  two  or  three  days  ago  that  the  ore  holdings  of  the  Steel 
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Corporation  were  easily  worth  a  dollar  a  ton,  and,  in  fact,  might 
safely  and  conservatively  be  r^arded  as  worth  still  more,  for  the 
reason  that  they  can  not  be  duplicated.  (Hearings,  pp.  1131 
and  1132.) 

It  is  the  opinion  of  a  majority  of  the  Senate  committee,  to  which 
reference  has  previously  been  made,  that — 

To  sum  the  matter  up  briefly,  we  think  the  property  is  very 
valuable,  worth  probably  several  hundred  million  dollars,  and 
that  among  the  larger  benefits  which  the  Steel  Corporation  derives 
from  the  mei^ger  are  the  control  of  the  open-heartn  output  of  steel 
rails,  the  ultimate  control  of  the  iron-ore  supply  of  the  countnr, 
the  practical  monopoly  of  the  iron  and  steel  trade  of  the  South, 
and  the  elinwiation  of  a  strong  and  growing  competitor.  (Hear- 
ings, p.  1134). 

Judge  Gary  maintains  that  the  ores  in  the  Birmingham  r^on  are 
incomparably  less  valuable  than  the  ores  of  the  Lake  Superior  r^on. 
It  is  true  that  the  Lake  Superior  ores  contain  a  much  higher  percent- 
age of  iron  than  the  southern  ores,  Superior  ores  running  from  50  to 
60  per  cent  of  iron.  The  value  of  iron  ores,  however,  can  not  be 
determined  arbitrarily  by  the  per  cent  of  iron  which  they  contain. 
The  facility  for  assembling  them  and  the  percentage  of  lime  in  the 
ores  is  as  essential  a  factor  in  determining  value  as  the  iron  content. 
An  expert  knowledge  of  the  subject  is  not  necessary  to  an  understand- 
ing of  the  uselessness  of  such  an  arbitrary  classification. 

Ores  have  no  other  value  than  the  production  of  iron,  and  that  ore 
is  most  valuable,  of  course,  which  can  be  most  easily  and  cheaply 
converted  into  pig  iron  at  some  point  where  there  is  a  market  for  it. 

All  Lake  Superior  ores  must  be  mixed  with  limestone  before  they 
can  be  smelted.  Roughly  speaking,  25  parts  of  limestone  must  be 
quarried  and  transported  to 'the  blast  furnace  and  there  mixed  with 
each  100  parts  of  iron  ore  before  the  same  can  be  * 'fluxed"  properly. 
The  percentage  of  iron  in  this  **fluxable  mixture"  is  necessarily 
reduced  in  proportion  to  the  amoimt  of  limestone  that  is  added  to  it. 
The  Lake  Superior  ores  contain  no  limestone.  In  the  Birmingham 
district  nature  has  to  a  great  extent  relieved  the  furnace  man  of  the 
labor  and  expense  incident  to  the  mining  and  mixing  of  limestone 
with  iron  ores.  A  great  part  of  the  Birmingham  ores  are  known  as 
'*  self -fluxing"  ores.  This  is  explained  by  Mr.  Perrin  and  Prof. 
Grasty  in  their  testimony  before  this  committee. 

The  Chairman.  Are  any  of  these  ores  self-fluxine  ores  t 

Mr.  Perin.  Most  of  the  ores  of  the  second  andUurd  class  are 
self-fluxing. 

The  Chairman.  What  do  you  mean  by  self-fluxing  ores  ? 

Mr.  Perin.  In  mv  previous  dissertion  on  iron  smeltins,  I 
referred  to  this  sanay  material,  this  siliceous  material,  whioi  is 
known  as  an  acid,  and  which  has  to  have  added  to  it  a  base. 
These  ores  carrv  a  base  in  the  shape  of  limestone  which  will  take 
care  of  the  acid,  material  which  the  ores  carry  wit^  it.    In  other 
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words,  when  you  mine  a  ton  of  iron  ore  you  also  mine  enou&^h 
limestone  to  take  care  of  the  earthy  material  contained  in  the 
iron. 

The  Chaibmak.  And  where  they  are  found  mixed  together  by 
nature,  you  mine  both  at  the  same  time^  and  if  they  are  not 
mixed  together  by  nature,  you  must  mme  thenf  at  separate 
times! 

Mr.  PsBiN.  Yes. 

The  Chaibman.  Now,  for  example,  say  you  have  the  highest 
grade  Bessemer  ore — 60  per  cent  iron — ^how  much  limestone  do 
you  put  with  that — 25  per  cent  approximately  ? 

Mr.  Pebin.  Assuming  the  same  type  of  fuel  is  used 


The  Chairman  (interposing).  Yes;  I  mean  taking  the  same 
character  of  fuel. 

Mr.  Pebin.  Suppose  we  take  standard  Connellsville  coke  in 
each  case,  you  use  approximately  a  quarter  of  a  ton  of  limestone. 

The  Chatbman.  Using  the  same  smelting  material,  the  same 
coke,  in  2.000  pounds  of  material,  you  would  have  1,500  pounds 
of  ore  ana  500  pounds  of  limestone  ? 

Ikbr.  Peein.  Approximately.     (Hearings,  p.  982.) 

Mr.  Gbastt.  You  mean,  as  I  understand  you,  that  the  Lake 
Superior  ore,  while  much  higher  in  metallic  content  than  the 
southern  ore,  when  the  limestone  is  added  for  fluxing  it,  as  a 
matter  of  fact  you  really  reduce  the  p^centages  of  iron,  because 
you  add  two  things,  you  mix  it  together,  and  you  consequently 
reduce  the  percentage  of  iron. 

The  Chairman.  In  other  words,  it  i»  not  scientifically  correct 
to  say,  for  the  purpose  of  making  iron,  that  those  limy  ores  in 
this  district  are  33}  per  cent  iron  and  leaving  the  furnace  there 
is  663  P^i"  c®^^  o^  useless  material  in  the  makmg  of  iron  ? 

Mr.  Grasty.  No. 

The  Chaibman.  If  you  have  to  have  20  |>er  cent  of  limestone 
put  in  the  furnace  to  fuse  the  Superior  ore,  it  is  just  as  much  an 
essential  part  of  the  iron-making  material  as  the  iron  itself,  or 
the  coke  ? 

Mr.  Grasty.  It  is;  yes.    That  point  is  well  taken,  I  think. 

The  Chairman.  And,  if  I  understand  you,  you  have  to  mix 
this  iron  artificially  with  Superior  ores  ? 

Mr.  Gbasty.  Yes. 

The  Chairman.  How  much  limestone  do  you  have  to  put  in 
the  furnace  with  a  ton  of  Superior  ore  ? 

Afr.  Gbastt.  I  don't  know  about  that;  I  think  about  one- 
quarter.    I  am  not  positive  at  all.    I  can  not  tell  you  exactly. 

The  Chaibman.  Aoout  25  per  cent. 

Mr.  Gbasty.  Yes. 

The  Chaibman.  How  much  do  you  have  to  put  with  your  limy 
orel 

Mr.  Gbasty.  Sometimes  a  very  small  quantity ;  sometimes 
iK)ne  at  all. 

The  Chaibman.  Over  10  per  centf 

Mr.  Gbasty.  No  ;  I  should  say  not. 

The  Chaibbian.  Then  you  can  put  in  15  per  cent  more  ore  into 
the  furnace  of  the  same  size  when  using  Birmingham  ore  than 
you  can  a  furnace  of  the  same  size  where  you  use  Superior  ores  ? 

Mr.  Gbasty.  Roughly ;  yes.     (Hearings,  p.  5320.) 
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It  will  be  seen  from  the  testimony  of  these  experts  that  a  ''fluxible 
mixture,"  artificially  made  by  the  commingling  of  50  per  cent  Superior 
ore  and  limestone,  is  in  its  iron  content  tiie  exact  equivalent  of  the 
''self-fluxing"  Birmingham  ore  containing  40  per  cent  of  iron. 

As  has  been  shown,  these  ores  meet  a  still  more  practical  t<est. 
That  is,  the  raw  materials  essential  to  the  making  of  a  ton  of  pig  iron 
can  be  assembled  and  smelted  at  Birmingham  for  from  three  to  four 
dollars  less  per  ton  than  at  Pittsburgh.     The  Steel  Corporation  has 
capitalized  its  ore  deposits  at  a  valuation  of  $700,000,000.    It  main- 
tains that  these  ores  are  worth  from  40  to  60  cents  a  ton  at  the  lowest 
estimate.    The  committee  places  no  such  value  upon  the  Lake  Su perior 
ore.    Assuming  that  the  estimates  made  by  Nelson  and  other  dis- 
interested holders  of  iron  ore  in  the  Lake  Superior  region  are  correct, 
that  Superior  ores  containing  50  per  cent  of  iron  are  worth  not  to 
exceed  10  cents  per  ton,  then  the  Birmingham  ores,  containing  40  per 
cent  of  iron,  are  as  valuable  for  all  practical  purposes.  Assuming  that  the 
Tennessee  Coal  &  Iron  Co.'s  holdings  are  only  worth  half  that  amount, 
even  at  5  cents  per  ton  the  700,000,000  tons  of  ore  held  by  this  com- 
pany are  worth  all  that  the  entire  property  cost  the  Steel  Corporation, 
to  say  nothing  of  1,600,000,000  tons  of  coal,  the  Birmingham  Southern 
Railroad,  and  $11,000,000  in  blast  furnaces,  steel  miUs,  and  other 
improvements.     The  contention  of  the  Steel  Corporation  that  it  took 
over  this  property  at  a  distinct  loss  is  absolutely  untenable. 

The  President  was  advised  that  the  Steel  Corporation  controlled 
not  exceeding  60  per  cent  of  the  business  and  was  determined  not  to 
increase  that  control. 

The  President  seems  to  have  regarded  the  United  States  Steel 
Corporation  simply  in  the  light  of  a  manufacturer  of  finished  material 
and  never  to  have  considered  the  extent  of  its  holdings  of  raw  mate- 
rial or  the  effect  of  that  holding  upon  the  steel  industry. 

The  Chairman.  Col.  Roosevelt,  you  say  they  told  you  that  it 
would  not  increase  their  output,  their  control  of  finished  and 
semifinished  product,  over  4  or  5  per  cent.  Did  I  understand 
you  correctly  ? 

Mr.  Roosevelt.  I  would  be  unable  to  say  whether  they  used 
the  words  ** output''  or  *' finished  product."  Exactly  what  was 
the  expression  that  I  used  in  my  letter  to  Mr.  Bonaparte  as  to 
the  proportion  of  the  holdings? 

Mr.  Bartlett.  '^  Control,    I  think  it  was. 

Mr.  Roosevelt.  The  statement  was  made  generally  that  their 

Eolicy  had  been  to  have  less  than  60  per  cent  of  the  total  steel 
oldings  in  the  country.  I  am  a  little  doubtful.  You  see  it  is 
four  years  ago,  Mr.  Stanley.  My  memory  is  that  they  said  this 
would  not  increase  their  holdings  to  more  than  60  per  cent;  and 
that  some  other  information  at  the  time  was  given  me  to  the 
effect  that  it  would  change  it  from  58  to  62  per  cent,  but  the 
difference  was  trival. 
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The  Chairman.  Four  or  five  per  cent  ? 

Mr.  RoosEYELT.  Four  or  five  per  cent;  something  like  that. 

The  Chairman.  Was  it  your  impression  from  what  they  said 
that  they  were  buying  some  steel  mills  in  Alabama  belonging  to 
the  Tefinessee  Coal  &  iron  Co. — ^plants  ? 

Mr.  RoosEYELT.  That  they  were  buying  the  Tennessee  Coal  & 
Iron  plant. 

The  Chairman.  Plant.  Did  they  say  anything  to  you  about 
the  ore  properties  that  they  were  buying  at  that  tune  ? 

Mr.  Roosevelt.  They  aid  not  go  into  detail  at  all.  (Hear- 
ings, p.  1379.) 

The  corporation's  control  over  the  iron  and  steel  industry  can  not 
be  measured  by  its  output  of  finished  material.  If  this  corporation 
with  its  present  ore  holdings  and  its  transportation  facilities  should 
divest  itself  of  all  the  finishing  mills  it  now  holds,  its  mastery  of  the 
business  and  its  control  of  prices  would  not  be  appreciably  affected. 
In  any  effort  to  ascertam  the  effect  upon  the  iron  and  steel  industry 
by  the  absorption  of  the  Tennessee  Coal  &  Iron  Co.,  it  is  as  futile  to 
discuss  the  value  of  its  blast  furnaces  and  rolling  mills  as  it  would  be  to 
make  an  inventory  of  the  approximate  cost  of  the  blacksmith  shops  on 
the  Mesabi  Range.  All  the  raw  material  in  the  Birmingham  district, 
with  the  exception  of  from  2  to  5  per  cent,  were  held  by  steel  com- 
panies. The  only  way  to  get  a  foothold  in  this  district  was  to  absorb 
some  existing  concern.  The  Steel  Corporation  had  no  holdings  in 
that  whole  southern  region.  It  was  the  ore  and  the  coal  that  the 
Steel  Corporation  needed  and  it  was  the  ore  and  the  coal  that  it  was 
after,  and  yet  in  their  conference  with  the  President  the  real  transac- 
tion was  never  mentioned,  and  after  his  interview  with  Messrs. 
Gary  and  Frick,  as  evidenced  by  Col.  Roosevelt's  statement  before 
this  committee,  he  was  still  under  the  impression  that  the  Steel  Car- 
poratian  Jiad  haughi  some  ^^ plants**  in  the  Birmingham  district. 

It  is  surprising  that  the  Steel  Corporation's  rapid  and  extended 
control  over  natural  resources  had  up  to  this  time  entirely  escaped  the 
attention  of  the  President.  Any  investigation  of  this  corporation's 
affairs,  however  casual,  would  have  revealed  it.  In  the  report 
recently  issued  by  the  Commissioner  of  Corporations  this  company  is 
expressly  charged  with  a  monopoly  of  the  ores  and  transportation 
facilities  in  the  Lake  Superior  district,  and  the  use  made  of  that 
monopoly  is  unequivocally  condemned. 

Mr.  F.  J.  MacRae,  in  his  report  to  this  committee,  has  filed  a  list  of 
documents  furnished  by  the  Steel  Corporation  to  the  Commissioner  of 
Corporations  covering  over  70  printed  pages.  Judge  Gary  testifies 
that  the  Government  was  furnished  with  tons  of  data  covering  every 
detail  of  their  business  and  at  an  expense  of  several  hundred  thousand 
dollars.  Among  other  things,  it  is  manifest  that  the  Bureau  of 
Corporations  was  advised  as  to  the  location  and  extent  of  the  mines 
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and  ore  holdings  of  the  Steel  Corporation.  It  appears  that  the  Com- 
missioner of  Corporations  had  been  investigating  this  company  since 
1896.  On  June  26,  1906,  at  a  meeting  of  the  executive  committee, 
at  which  Messrs.  Gary,  Frick,  Rogers,  Morrison,  Perkins,  Converse, 
Gayley,  Hughitt,  J.  D.  Rockefeller,  jr.,  Corey,  Baker,  Nathanid 
Thayer,  and  Griscom  were  present.  Judge  Gary  made  the  following 
statement: 

At  the  last  session  of  Confess  a  resolution  was  passed  by 
both  Houses  asking  the  conunissioner  to  investigate  tne  United 
States  Steel  Corporation.  The  commissioner  did  not  pay  any 
attention  to  that  resolution;  but  soon  after  Congress  aajoumed 
he  appeared  at  this  office  and  stated  that  he  believed  it  was 
his  d!uty  to  know  the  general  purposes  in  detail  of  oiur  biisiness, 
about  our  corporation,  its  capital  stock,  its  liabilities,  its  assets, 
the  amount  of  its  business,  the  costs  of  production,  and  its 
methods  generally.  After  considering  the  Question  very  care- 
fully our  finance  committee  seemed  to  think  that  it  was  good 
pohcy,  and,  perhaps,  advisable,  to  aid  the  commissioner  in 
makmg  his  investigation;  and  the  investigation  has  been  going 
on  more  or  less  since  that  time.  As  stated,  however,  by  the 
deputy  commissioner,  we  decided  to  furnish  the  information 
that  was  requested  at  our  own  expense  and  by  our  own  labor. 
The  questions  which  have  been  asked  are  very  numerous,  very 
searching,  and  verjr  comprehensive,  and  we  have  undertaken  to 
answer  uiese  questions  in  detail.  They  involve  a  great  deal  of 
labor  on  the  part  of  our  officials,  and  of  the  subsidiary  compimies 
particularly — so  much  so  that,  with  respect  to  many  suojects, 
the  representatives  of  the  department  have  said  that  they  would 
not  have  the  time  to  go  over  it  if  we  went  further  into  detail  or 
covered  a  longer  period. 

I  am  making  this  explanation  because  you  are  interested  in  it 
and  because  you  may  be  more  or  less  disturbed  without  reason. 
The  finance  committee  has  been  in  close  touch  with  the  matter 
all  the  time.  We  have  been  in  frequent  and  almost  constant 
communication  with  Commissioner  Garfield,  and  more  or  less  with 
the  President  himself,  concerning  these  matters.  Up  to  date 
they  have  made  no  complaint  of  us  whatever;  but  we  do  not 
know  any  better  than  vou  do  what  may  be  the  future.  We  are 
trying  to  be  frank  ana  accommodating;  to  the  department,  and 
we  suppose  we  have  an  imderstandmg  that  we  will  not  be 
unnecessarily  injured  and  that  we  will  not  be  wrongfully  charged 
without  havmg  an  opportunity  to  show  the  facts.  We  nave  seen 
nothing  to  show  us  that  we  need  anticipate  any  trouble.  Quito 
likely  m  some  respects  we  may  be  traveling  very  near  the  line 
between  propriety  and  impropriety.     (Hearings,  pp.  3885-3886.) 

Having  already  obtained  control  of  the  Lake  Superior  ores,  it 
was  vitally  important  that  this  concern  above  all  o^ers  should  not 
preempt  the  only  other  supply  of  available  ores  on  the  continent. 
In  this  case,  however,  the  President  did  not  ask  nor  did  the  Com- 
missioner of  Corporations  proffer  any  information  whatever. 
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As  to  the  contention  that  the  President  and  the  Steel  Corporation 
prevented  ''a  general  industrial  'smash-up/"  it  is  stoutly  maintained 
by  Col.  Roosevelt  and  by  Judge  Gaiy  that  the  advantage  in  the 
"sweetening"  of  Grant  B.  Schley's  ob%ations — that  is,  the  substitu- 
tion of  steel  bonds  for  Tennessee  Coal  &  Iron  stock  in  about  six  or 
seven  million  out  of  thirty-eight  million  dollars  of  loans — ^prevented  the 
most  disastrous  panic  of  recent  times.  Col.  Roosevelt  when  before  this 
committee  graphically  describes  the  terrific  financial  cataclysm  in 
which  he  played  so  conspicuous  a  part: 

Mr.  LrrTLETOi!^.  I  am  endeavoring  to  find  out  how  accurately 
and  truthfully  the  real  situation  in  the  Street  was  represented  to 
jou,  and  how  truthful  it  was,  that  it  was  necessary  to  have  these 
exchanges  of  stock  in  order  to  save  that  situation. 

Mr.  Roosevelt.  Now,  Mr.  Littleton,  I  can  answer  you  right 
away  that  I  was  then  thoroughly  satisfied,  and  the  after  events 
made  me  even  more  thorou^y  satisfied,  that  what  was  done 
was  necessary  to  save  the  situation;  that  the  panic  would  have 
spread  and  very  great  disaster  occurred  if  exactly  what  was  done 
had  not  been  done.  A  good  many  of  the  questions,  Mr.  Littleton 
and  Mr.  Stanley,  that  you  are  offering  are  requiring  me  to  search 
the  hidden  domain  of  motive  of  Mr.  Frick  and  Mr.  Uary.  I  never 
supposed  that  they  were  going  to  take  action  that  would  be 
damaging  to  themselves,  for  I  would  have  been  exceedingljr  sure 
they  womd  have  gotten  no  gratitude  for  taking  such  action  if 
they  had  taken  it.  My  feelmg  toward  them  was — I  can  illus- 
trate it  by  two  similies.  I  have  spoken  of  a  sailboat  already.  If 
it  is  necessary  to  haul  on  a  rope  on  a  boat  in  order  to  prevent  the 
boat  from  gomg  over,  I  welcome  the  help  of  any  husky  individuid 
that  hauls  and  1  do  not  care  whether  he  is  hauling  from  altruistic 
motives  about  me  or  to  save  his  own  skin.  I  want  him  to  pull 
hu*d  on  the  rope.    That  is  all  I  want. 

Again,  if  a  fire  is  coming  down  a  row  of  buildings,  I  expect 
the  man  on  the  end  of  the  row  to  join  in  and  help  put  out  the 
fire  farther  up  the  row,  partly,  I  hope,  because  he  feels  kindly 
toward  the  tlu'eatened  people,  and  also  oecause  if  the  fire  spreads 
it  will  bum  his  own  building.  But  I  do  not  ask  him  to  analyze 
the  extremely  mixed  motives  which  made  him  come  forward  and 
help  put  out  that  fire.  I  want  him  to  help  put  out  the  fire. 
That  IS  all. 

Mr.  Lcttleton.  Taking  the  first  similie.  Col.  Roosevelt,  the 
only  apprehension  that  the  evidence  would  create  in  the  minds 
of  any  persons  hearing  and  reading  regarding  the  pulling  on  the 
rope  would  be  this:  Whether  or  not  the  pulling  was  on  a  rope 
which  was  actually  attached  to  the  sail  or  whether  it  was  one  of 
the  guy  ropes  attached  to  the  mast.  [Laiighter.j  And  if  you 
were  to  pull  the  wrong  rope^  the  question  is  not  what  you  would 
have  done,  not  what  you  did,  as  to  whether  your  motives  were 
good,  because  I  would  not  question  those  for  a  moment.  My 
(][uestion  is  as  to  whether  or  not  you  were  rightly  advised  on  the 
situation  and  encouraged  with  them  to  pull  a  rope  which  was 
really  attached  to  the  sheet  against  which  the  storm  was  blowing. 
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Mr.  RoosEYELT.  Mr.  Littleton,  no  man  during  the  storm  was 
capable  of  making  any  such  error  as  that  of  which  you  speak. 
Not  until  all  danger  was  passed  would  any  human  being  of 
knowledge  have  ventured  to  suggest  that  we  were  not  pulling  on 
a  rope  that  was  attached  to  the  sail.  The  supposition  was  pre- 
posterous. We  were  pulling  on  a  rope  that  we  thought  was  at- 
tached to  the  one  sail  that  was  in  danger.  No  human  bein^  who 
knew  the  facts  doubted  it,  and  the  result  showed  it  so  clearly 
that  it  is  not  possible  to  be  in  error  about  it.  (Hearings,  pp. 
1383-1384.) 

How  a  panic  which  had  persistently  resisted  the  combined  efforts 
of  the  Federal  Government  and  John  D.  Rockefeller  and  J.  P.  Morgan 
&  Co.,  and  remained  in  imabated  fury  after  Morgan  and  Rockefeller 
had  turned  loose  $60,000,000  and  the  Federal  Treasuiy  $25,000,000 
more  should  suddenly  be  stilled  by  this  manipulation  of  Grant  B. 
Schley's  loans  has  not  been  explained  either  by  Mr.  Roosevelt  or  by 
any  other  witness.  Yet  it  is  urgently  maintained  that  the  panic  con- 
tinued prior  to  this  magical  scoop  of  securities  and  that  the  instant 
the  Steel  Corporation  acquired  the  Tennessee  Coal  &  Iron  Co.'s  stock 
it  subsided  instantly  and  permanently. 

Mr.  LrrTLETON.  Let  me  ask  you  this  question:  YThen  or  how 
did  these  bonds,  which  were  the  curative  remedy  for  the  difficulty 
in  Wall  Street,  reach  the  point  that  needed  to  be  cured  ? 

Mr.  Gaby.  The  announcement  from  Washington,  immediately 
after  the  conference  with  the  President,  that  the  trade  would  be 
consummated 

Mr.  LrrTLETON.  "All  is  well?" 

Mr.  Gary.  That  certainly,  I  have  no  doubt,  produced  a  great 
feeling  of  relief  immediately  in  New  York.  Of  course  the  banks 
knew  then  that  the  purchase  would  be  made  and  the  bonds 
would  be  delivered  and  that  everyone  would  be  relieved. 

Mr.  LrrTLETON.  Then  the  men  who  were  saying  "Take  out 
Tennessee,"  "Take  out  Tennessee"  heard  the  word  from  Wash- 
ington that  the  Tennessee  had  been  sold  now,  and  that  the  secur- 
ity which  was  necessary  to  protect  their  loans  would  come  to 
to  take  the  place  of  the  Tennessee  Coal  &  Iron  stock  ? 

Mr.  Gary.  There  is  no  doubt  of  it.     (Hearings,  p.  176.) 

That  Col.  Roosevelt  distinctly  heard  ominous  rumblings  in  Wall 
Street  at  the  time  he  consented  to  this  remarkable  merger  can  not  be 
doubted.  In  the  light  of  subsequent  events,  it  is  equally  certain  that 
it  was  the  receding  and  not  an  approaching  storm  which  dis- 
turbed him.  In  an  editorial  on  June  7,  1911,  published  in  the  New 
York  World,  it  was  clearly  demonstrated  that  the  panic  was  over 
prior  to  the  interview  between  Col.  Roosevelt  and  the  representatives 
of  the  Steel  Corporation: 

Let  the  record  of  the  panic  testify  as  to  whether  this  action  on 
the  part  of  Mr.  Roosevelt  was  actually  necessary  *'if  a  financial 
cataclysm  was  to  be  averted:" 
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October  19,  1G07.  it  was  announced  that  Charles  W.  Morse  had 
resigned  from  all  the  banks  and  trust  companies  with  which  he 
was  connected. 

October  20  the  clearing  house  committee  stated  that  the 
Heinze-Morse-Thomas  interests  had  been  eliminated  from  the 
banking  situation.  The  committee  issued  the  following  state- 
ment: 

**  A  committee  of  the  clearing  house  have  examined  the  several 
banks  of  the  association  that  have  been  under  criticism  and.  find- 
ing them  solvent,  the  clearing-house  committee  have  decided  to 
render  them  such  assistance  to  meet  their  deposits  as  the  com- 
mittee may  think  necessary." 

October  21  the  National  Bank  of  Commerce,  controlled  by 
Thomas  F.  Ryan,  suddenly  notified  the  other  clearing-house 
banks  that  it  would  cease  to  act  as  clearing-house  agents  for  the 
Knickerbocker  Trust  Co. 

October  22  there  was  a  run  on  the  Knickerbocker  Trust  Co., 
which  closed  its  doors  and  the  panic  was  in  full  swing.  That 
evening  J.  Pierpont  Morgan  said: 

'  'We  are  doir^  everything  we  can  as  fast  as  we  can,  but  nothing 
has  yet  crystalliyed." 

October  23  something  ^^crystallized,"  for  the  New  York  Times 

Srinted  a  statement  inspired  by  George  W.  Perkins,  one  of  Mr. 
[organ's  partners,  saying,  **The  chief  sore  point  is  the  Trust  Co. 
of  AmenctL,*^  A  run  immediately  began  on  the  Trust  Co.  of 
America.  This  same  day  George  J3.  Cortelyou,  Secretary  of  the 
Treasury,  dumped  $25,000,000  of  Government  money  into 
Wall  Street. 

October  24  the  Morgan-Rockefeller  interests  advanced 
$60  000  000  to  steady  the  stock  market. 

October  25  stocks  advanced,  and  Clark  Williams,  State  super- 
intendent of  banks,  said  the  situation  was  improving.  The 
Trust  Co  of  America  was  steadily  paying  off  its  depositors,  but 
under  difficulties. 

October  26  Mr.  Roosevelt  issued  a  statement  congratulating 
Mr.  Cortelyou  **on  the  admirable  way  you  have  handled  the 
present  crisis."  Mr.  Roosevelt  also  congratulated  '* those  con- 
servative, substantial  business  men"  who  did  ** invaluable  service 
in  checking  the  panic.*' 

Apparently  the  panic  was  over.  The  newspapers  ceased  to 
pubnsh  the  news  ot  it  on  the  first  page.     (Hearings,  p.  247.) 

Up  until  the  time  of  this  interview  the  Steel  Corporation  owed  its 
success  and  its  permanency  to  the  power  and  the  skill  of  the  financiers 
who  had  created  and  the  iron  masters  who  had  directed  its  operations. 
Since  that  time  its  dominance  has  been  due  in  no  small  measure  to 
the  sudden,  ill-considered,  and  arbitrary  fiat  of  the  Chief  Executive. 

The  President's  refusal  to  interfere  was  an  absolute  warrant  to 
proceed.  A  suggestion  from  him  to  the  Attorney  General  was  equiva- 
lent to  a  command;  and  upon  a  refusal  of  the  Attorney  General  to  act, 
the  corporation  was  immune.  This  is  admitted  by  Col.  Roosevelt,  and 
he  unhesitatingly  assumes  full  responsibility  in  the  matter. 
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In  transmitting  his  letter  of  November  4,  1907,  to  the  Senate,  the 
President  states: 

As  to  the  transaction  in  question^  I  was  personally  cognizant 
of  and  responsible  for  its  eveiy  detail.     (Hearings,  p.  1122.) 

Before  this  committee  C!ol.  Roosevelt  stated  : 

Mr.  LrrTLBTON.  I  call  your  attention  to  what  it  is  only  neces- 
sary to  call  your  attention  to,  because  you  undoubtedly  have  it 
in  mind,  that  the  Sherman  antitrust  law,  whether  wisely  or 
unwisely  remains  to  be  seen,  provides  in  section  4  that  the  Attor- 
ney Greneral  or  the  district  attorneys  could,  if  they  chose  to  do  so, 
invoke  the  courts  of  equity  to  enjoin  certain  powers. 

Mr.  Roosevelt.  Certainly. 

Mr.  LriTLETON.  And  that  remedy  has  been  held  to  be  an  exclu- 
sive remedy;  that  is,  they  are  the  sole  authorities  who  could 
invoke  the  courts  of  equity  to  enjoin  such  powers  ? 

Mr.  Roosevelt.  Yes. 

Mr.  LnTLETON.  I  suppose  you  naturally  undeistood  Mr.  Graiy 
and  Mr.  Frick  were  commg  to  you  because  of  a  distressing  situa- 
tion in  New  York,  because  if  they  undertook  to  do  this  thing 
without  apprising  the  Government  fuUy  what  they  intended  to 
do,  and  they  were  enjoined  in  the  proceeding  by  die  Attorney 
General,  it  would  make  the  difficulty  all  the  worse. 

Mr.  Roosevelt.  My  own  belief  was — of  course  again  I  am  now 
giving  my  impression  of  their  acts,  Mr.  Littleton. 

Mr.  LnTLETON.  Yes, 

Mr.  Roosevelt.  But  my  belief  was  that  they  knew  that  even 
if  I  did  not  direct  an  injunction  against  them,  that  if  I  merely 
stated  that  it  ought  not  to  be  done,  thev  could  not  do  it. 

Mr.  LnTLETON.  Yes.  In  other  words,  the  adverse  attitude 
of  the  Government,  whether  in  a  distinct  direction  to  your 
Department  of  Justice,  or  the  annoimcement  of  your  position 

Mr.  Roosevelt.  Would  have  been  conclusive  agamst  it. 

Mr.  LnTLETON.  Would  have  been  conclusive  against  it. 

Mr.  Roosevelt.  As  I  said  there,  my  responsibility  was  com- 
plete and  absolute.  I  can  not  state  it  any  stronger,  Mr.  Littleton. 
(Hearings,  p.  1387.) 

If  the  Steel  Corporation  could  have  absorbed  the  Tennessee  Coal 
&  Iron  Co.  without  a  semblance  of  injury  to  the  steel  industry  or 
without  the  violation  of  existing  law  it  would  not  have  been  necessary 
for  Judge  Gary  and  Mr  Frick,  on  a  special  car  ''rigged"  up  at  mid- 
night, to  make  that  hurried  run  to  Washington  or  to  confer  with  the 
President  before  breakfast.  If  the  merger  was  in  violation  of  the 
law  it  is  equally  clear  that  the  President  had  no  right  to  condone  or 
encourage  its  violation,  or  to  prevent  the  Attorney  General  from  per- 
forming his  duty,  even  though  the  prosperity  of  a  dozen  bankers  in 
New  York  had  depended  upon  it,  much  less  tihe  fate  of  a  single  stock 
broker,  whose  reckless  transactions  had  involved  him  in  financi 
disaster. 
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As  stated  by  Senators  CulberBon,  Eattredge,  Ovennan,  Rayner, 
Bacoiiy  Nelson,  and  Foraker,  in  a  report  touching  this  -transaction, 
filed  March  2,  1909: 

Assuming,  therefore,  for  present  purposes,  that  the  absorption 
of  the  Tennessee  Co.  by  the  United  States  Sted  Corporation 
was  in  violation  of  the  act  of  Congress  approved  July  2,  1890, 
commonly  known  as  the  Sherman  antitrust  law.  we  are  of  the 
opinion  that  the  President  was  not  authorizea  to  permit  the 
absorption.  The^  proposition  is  self-evident,  needing  neither 
argument  nor  judicial  authority  to  support  it,  for  manuestly  the 
President  is  without  authority  to  annul  or  suspend  a  law  or  to 
direct  its  nonenforcement  either  generally  or  in  a  particular  case. 
The  principle  involved,  in  its  broadest  sense,  is  inherent  in  our 
form  of  government  and  is  essential  in  the  preservation  of  the 
rights  and  liberties  of  the  people.  This  view  is  strengthened,  if 
such  were  necessary,  by  tne  tact  that  the  President  is  the  one 
official  who  is  by  the  Federal  Constitution  expresslv  enjoined  to 
'^take  care  that  the  laws  be  faithfully  executed.  Whatever 
may^  be  the  supposed  emergency,  no  discretion  is  lodged  in  the 
President  as  to  the  enforcement  of  the  law.  This  is  a  govern- 
ment of  law  and  not  of  men,  of  law  universal  in  its  application, 
as  to  which  none  are  immune.  It  is^  imperative  that  this  prin- 
ciple be  preserved  in  such  a  case  as  this,  lest  in  time  we  revive  the 
despotic  prerogative  of  kings  to  create  and  license  monopolies. 
(Hearings,  p.  1136.) 

FINANCIAL  AND  INBTTSTBIAL  BELATIONS  OF  THB  OFFICERS  AND 
DIBBCTOBS  OF  THE  UNITED  STATES  STEEL  COBPOBATION  WITH 
OTHEB  CONCEBNB. 

A  corporation  speaks  and  acts  through  its  officers,  and  the  charac- 
ter and  scope  of  its  influence  are  to  a  great  extent  determined  by  the 
personnel  of  its  directorate. 

Where  two  or  more  corporations  are  owned  and  operated  by  the 
same  group  of  individuals,  their  interests  will  be  identical,  and  in  a 
great  measure  the  strength  of  one  is  the  combined  strength  of  all. 
This  is  true  to  a  degree  where  the  directorates  interlock.  This  rec- 
ord is  replete  with  instances  of  the  pernicious  effect  sometimes  upon 
the  Steel  Corporation  itself,  and  more  often  upon  the  public  gener- 
ally, of  this  interlocking  of  directorates. 

The  enormous  sum  paid  for  the  properties  of  the  Lake  Superior  Con- 
solidated Iron  Ifines  and  the  manifestly  excessive  sum  for  the  Troy 
Steel  Products  Co.,  with  rebates  on  purchases  to  the  Standard  Oil  Co. ; 
the  purchase  of  supplies  by  the  International  Harvester  Co.  and  the 
American  Tin  Can  Co.  at  greatly  reduced  rates;  the  complicated  web 
of  agreements  in  restraint  of  competition,  low  costs  in  sliding-scale 
contracts,  and  the  huge  sums  paid  Mr.  H.  C.  Frick  and  others  in  the 
absorption  of  the  Union-Sharon  Steel  Co. ;  the  inordinate  sums  paid 
to  promoters  and  underwriters  are  concrete  instances  of  abuses 
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directly  traceable  to  tibis  eommiuiit j  of  interest  between  a  few  pow- 
erful individuab  in  control  of  a  niunber  of  great  eorporatioofi. 

The  Steel  Corporation  is  capitalized  at  $1,745,724,284.49  (McRae 
Rept.,  Ex.  20) ;  but  this  sum,  huge  as  it  is^  in  no  degree  determines 
its  actual  power. 

The  influence  of  this  consolidation  is  measured  only  by  the  com- 
bined strength  and  resources  of  the  24  direct<»s,  who  control  its 
resources  and  direct  its  operations. 

The  Steel  Corporation  is  strengthened  and  fortified  by  combina- 
tion and  cooperation  with  the  multitude  of  industrial  and  financial 
institutions  with  which  its  directors  are  identified  and  ovei  which  they 
exercise  a  greater  or  less  degree  of  control.  These  connectioDs,  infi- 
nitely extended  and  complicated^  reach  every  department  of  pro- 
ductive industry  and  accumulated  wealth,  permeating  the  domain  of 
mining,  manuf actiu*ing,  and  transportation  throughout  the  country. 

One  or  more  of  the  directors  of  the  Steel  Coiporation  are  also 
directors  in  terminal,  steamship,  express,  and  telegraph  companies 
having  a  total  capitahzation  of  $1,271,778,890;  in  industrifd  corpora- 
tions with  a  combined  capitahzation  of  $2,803,509,348;  and  in  banks 
and  trust  companies  having  a  capital,  surplus,  and  undivided  profits 
aggregating  $3,314,811,178. 

Of  $18,417,132,238  invested  in  railways  of  the  United  States,  Uie 
directors  of  the  Steel  Corporation  have  a  voice  in  the  directorates  of 
or  act  as  executive  officers  of  railroad  companies  with  a  total  ca{HtaIi- 
zation  and  bonded  indebtedness  of  $10,365,071,833.  (3ee  Exhibit  D, 
appendix  to  this  report.) 

Many  of  the  evils  incident  to  the  close  cooperation  and  often  com- 
bination between  great  banking,  manufacturing,  and  transportation 
companies  are  due  to  the  merger  of  such  companies  imder  the  control 
of  a  *  *  holding  company."  The  holding  company  is  not  an  evolution,  it 
is  an  abuse  of  corporate  power,  and  its  prime  purpose  almost  without 
exception  has  been  the  evasion  or  the  violation  of  the  law. 

It  provides  a  method  for  combining  under  one  management 
and  control  corporations  from  one  end  of  the  country  to  tie  other. 

The  holding  of  the  stocks  of  transportation  lines  and  other  great 
concerns  doing  an  interstate  business  by  such  companies  should  not 
be  tolerated  by  the  Federal  Government  where  it  has  the  authority 
to  prevent  it. 

The  United  States  Steel  Corporation,  utilizing  to  the  utmost  the 
opportunity  for  consolidation  and  control  afforded  by  a  holding 
company,  and  supported  and  sustained  by  its  allies,  financial  and 
industrial,  has  secured  an  unquestioned  and  an  absolute  dominance 
over  the  production,  manufacture,  and  transportation  of  its  product. 

The  extent  of  that  control  and  its  freedoai  from  the  restraint  inci- 
dent to  legitimate  and  effective  competition  is  reflected  in  the  prices 
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obtained  for  its  output  since  its  oi^anization.  From  January  1  to 
December  31,  1910,  the  net  earnings  of  the  Steel  Corporation  have 
aggregated  the  huge  sum  of  $1,029,685,389.28,  or  an  average  of  $13  per 
ton  upon  its  sales  to  outside  customers,  or  a  net  profit  of  40  per  cent 
on  the  actual  cost  of  production.     (MacRae's  Rep.,  p.  3528.) 

Mr.  Carnegie,  who  has  had  every  opportunity  to  know  the  situation 
existing  in  this  industry  and  who  now  has  but  little  motive  to  dis- 
semble, has  stated  to  this  committee: 

Mr.  Beall.  Do  vou  draw  any  distinction  between  a  corpora- 
tion like  a  railroad,  corporation,  a  great  public  corporation,  and 
one  of  these  industrial  corporations  1 

Mr.  Carnegie.  Not  if  the  industrial  corporations  combine 
and  make  an  arbitrary  price.     I  see  no  difference. 

Mr.  Beall.  Is  it  not  a  fact  that  the  reason  you  are  now  sug- 
gesting this  appeal  to  the  Government  is  that  in  the  last  10  or  12 
j^ears  we  have  witnessed  such  a  growth  in  these  great  corpora- 
tions that  they  have  now  grown  so  strong  and  so  great  that  it  is 
the  Grovemment,  and  the  Government  alone,  mat  is  strong 
enough  to  face  them  upon  the  battle  field? 

Mr.  Carneoie.  That  is  my  opinion. 

Mr.  Beall.  That  the  only  agency  that  can  control  them,  that 
can  combat  with  them,  is  the  power  of  the  Federal  Govenmient  I 

Mr.  Carneoie.  That  is  my  opinion,  and  it  is  not  recently 
formed. 

Mr.  Beall.  And  that  before  corporations  of  this  kind  and 
combinations  of  this  kind,  both  existing,  as  you  think,  the  con- 
sumers of  this  country  are  absolutely  helpless  ? 

Mr.  Carnegie.  Yes;  they  at  the  mercy 

Mr.  Beall  (interposing).  They  are  at  the  mercy  of  these 
corporations  ? 

Mr.  Carneoie.  Certainlv.  You  will  find  this  as  strongly 
stated  as  I  can  state  it  in  this  statement  which  I  have  prepared. 
(Hearings,  p.  2430.) 

&BMBDIAX  LEGISLATION  RECOMMENDED. 

The  control  of  corporations  by  the  Federal  Grovernment,  as  recom- 
mended by  Mr.  Carnegie,  Judge  Gary,  and  others,  is  not  approved. 
Whatever  may  be  the  evil  results  of  the  elimination  of  competition 
from  the  steel  business,  it  does  not  justify  such  a  remedy  and  could 
not  be  cured  by  it.  Such  a  control,  semisocialistic  in  its  nature,  is 
beyond  the  power  vested  by  the  Constitution  in  the  Federal  Congress. 

The  abuses  mentioned  in  this  report  can  in  a  great  measure  be 
remedied  by  giving  to  the  operations  of  the  United  States  Steel  Cor- 
poration and  other  like  corporations  the  widest  publicity,  and  by 
the  strict  enforcement  of  laws  specifically  inhibiting  the  employment 
of  cunning  devices  by  which  an  unfair  advantage  over  competitors  is 
secured.  The  Bureau  of  Corporations  possesses  the  authority  to 
thoroughly  investigate  the  internal  affairs  of  industrial  concerns 
doing  an  interstate  business.    Had  the  character  of  the  Steel  Corpora- 
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lion  and  the  nature  and  extent  of  its  operations  been  known  to  the 
people  and  to  the  President  of  the  United  States  at  the  time  of  the 
absorption  of  the  Tennessee  Coal  &  Iron  Co.,  it  is  highly  improbable 
that  the  Chief  Executive  would  in  20  minutes  have  given  his  consent 
to  a  merger  fraught  with  infinite  injury  to  the  steel  industry  and  to 
the  public  alike. 

The  Commissioner  of  Corporations  should  be  required  to  report  to 
Congress  as  well  as  to  the  President  of  the  United  States,  at  such 
times  and  upon  such  conditions  as  it  may  prescribe,  and  the  law 
creating  this  bureau  should  be  so  amended  as  to  make  such  reports 
mandatory  upon  the  Commissioner  of  Corporations. 

The  enormous  earnings  of  the  Steel  Corporation  are  due  not  to  a 
degree  of  integi-ation  or  efficiency  not  possessed  by  its  competitors, 
but  to  the  ownership  of  ore  reserves  out  of  aU  proportion  to  its  output 
or  requirements  and  to  the  control  and  operation  of  common  carriers, 
and  to  concessions,  in  the  nature  of  rebates,  obtained  from  other  rail- 
roads through  inequitable  divisions  of  rates  and  inordinate  terminal 
allowances.  The  busmess  of  production  and  transportation  should 
be  absolutely  separate  and  distinct,  and  no  industrial  concern  should 
be  permitted  to  own  or  operate  an  interstate  carrier. 

The  Attorney  General  of  the  United  States  and  his  subordinates 
should  not  be  permitted  to  exercise  an  absolute  discretion  as  to  the 
institution  of  proceedings  under  the  act  of  July  1,  1890,  known  as  the 
Sherman  Antitrust  Act,  or  other  acts  prohibiting  combinations  in  re- 
straint of  trade.  The  parties  injuriously  affected  by  such  combina- 
tions should  have  access  to  the  courts  and  the  benefit  of  adequate  and 
sufficient  remedies  for  wrongs  inflicted  by  such  combinations. 

Bills  embodying  legislation  designed  to  accomplish  this  purpose  are 
presented  with  tins  report. 

Mr.  Littleton  does  not  concur  in  the  proposed  bill  amending  the 
Sherman  antitrust  act,  which  bill  is  submitted  herewith  as  Exhibit  A. 

A.  O.  Stanley. 

CflABLES  L.  BaBTLSTT. 

Jack  Beall. 

Mabtin  W.  Littlbton. 

D.  J.  McOlLLICUDDY. 
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EXHIBIT  ▲. 

A  BILL  To  Idrther  protect  tnde  and  oommerce  against  tmlaiHdl  restraints  and  monopolies. 

Be  it  enacted  by  the  Senate  and  Hotue  of  Representativee  of  the  United  States  of  Ameriea 
m  Congress  assembled^  That  the  act  approved  July  second,  eighteen  hundred  and 
ninety,  entitled  ''An  act  to  protect  trade  and  commerce  against  unlawful  restraints 
and  monopolies"  is  hereby  amended  by  adding  thereto  the  following: 

Sbg.  9.  In  the  following  sections  of  this  act,  unless  the  context  otherwise  requiree— 

(a)  The  word  ''suit"  means  any  civil  suit  or  proceeding  brought  under  or  involving 
the  provisions  of  this  act. 

(b)  The  word  "combination"  includes  any  contract,  or  combination  in  the  form 
of  trust  or  otherwise. 

(c)  The  words  "restraint  of  trade"  mean  any  restraint  in  any  reject  or  to  any 
extent  of  trade  or  commerce  among  the  several  States  or  with  foreign  nations. 

(d)  The  word  "vendor"  includes  lessor,  licensor,  or  bailor. 

(e)  The  word  "vendee"  includes  lessee,  licensee,  or  baUee. 

(f)  The  word  "purchase"  (noun)  includes  lease,  license,  or  bailment. 

(g)  The  word  "purchase"  (verb)  includes  leasr,  license,  or  otherwise  obtain, 
(h)  The  word  "purchasing"  includes  leasing,  licensing,  or  obtaining. 

(i)  The  word  "sell"  includes  lease,  license,  bail,  or  furnish. 

(j)  The  word  "sold"  includes  leased,  licensed,  bailed,  or  otherwise  dealt  in  or  fur- 
nished or  supplied. 

(k)  The  word  "sale"  includes  lease,  licenae,  or  bailment. 

(1)  The  word  "price"  includes  rental,  royalty,  or  other  means  of  compensation. 

(m)  The  word  "person"  shall  be  deemed  to  include  "persons." 

Sec.  10.  Any  person  who  shall  be  injured  in  his  business  or  property,  or  shall  be 
threatened  with  such  injury,  by  any  other  person  or  corporation  by  reason  of  any- 
thing forbidden  or  declared  to  be  unlawful  by  this  act,  may  bring  suit  in  equity  in 
any  district  court  of  the  United  States  in  the  district  in  which. the  defendant  resides 
or  is  found,  to  prevent  and  restrain  violations  of  this  act  and  for  other  appropriate 
relief. 

Sec.  11.  Whenever  suit  has  been  instituted  under  section  four  of  this  act,  any 
person  who  shall  be  injured  in  his  business  or  property,  or  threatened  with  such 
injury,  by  the  defendants  in  said  suit  or  any  of  them  by  reason  of  anything  forbidden 
or  declared  to  be  unlawful  in  this  act,  and  any  State  of  the  United  States,  may  at 
any  time  intervene  in  said  suit  to  protect  his  interests,  or,  if  the  intervener  be  a 
State,  the  interests  of  the  citizens  of  such  State,  and  any  person  interested  or  any 
State  may  after  final  decree  in  said  suit  petition  said  court  for  protection  or  redress 
in  case  of  any  violat  on  of  said  decree,  and  the  court  shall  have  power  to  take  such 
action  as  may  be  appropriate  in  the  premises. 

Sbc.  12.  Whenever  in  any  suit  it  shall  appear  that  any  combination  was  entered 
into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  the  burden  of  proof  to 
establish  the  reasonableness  of  such  restraint  shall  be  upon  the  party  who  contends 
that  such  restraint  is  reasonable. 

Sec  13.  Whenever  it  shall  be  established  in  any  suit  that  any  combination  waa 
entered  into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  und  that  such  com- 
bination was  entered  into,  existed,  or  exists,  for  the  purpose  of  restraint  of  trade,  then 
such  restraint  of  trade  shall  be  conclusively  deemed  to  have  been  and  to  be  unreason- 
able and  in  violation  of  the  provisions  of  this  act,  as  to  any  party  thereto,  who  in  carry- 
ing on  any  business  to  which  such  combination  relates  or  in  connection  therewith 
shall— 

(a)  Do  business  directly  or  indirectly  under  any  name  other  than  his  own  or  that  of 
the  partnership,  corporation,  or  association  of  which  he  is  a  member,  or  be  guilty  of 
any  concealment  or  misrepresentation  as  to  the  ownership  or  control  of  such  business 
or  any  misrepresentation  as  to  the  identity  of  the  manufacturer,  producer,  or  vendor 
of  any  article  sold. 

(b)  As  the  vendor  of  any  article,  secure  information  concerning  the  business  of  any 
competitor,  from  any  agent,  or  employee  of  such  competitor,  or  from  any  State  or  Fed- 
eral ofiBcial  by  any  iU^gal  means  whatsoever. 
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(c)  Afl  the  vendor  of  any  article,  supply  or  ofitar  to  supply  such  article  without  chaige, 
or  at  a  price  at  or  below  cost  of  production  and  distribution. 

(d)  As  the  vendor  of  any  article,  fix  upon  some  raw  or  manufactured  material  which 
he  controlB  and  which  is  required  for  producing  a  competitive  article  an  unienonable 
high  price  or  unreasonable  condition  of  sale. 

(e)  As  the  vendor  of  any  article,  disll  enter  into  any  contract  or  arrangement  under 
which  the  vendor  shall  not  sell  any  article  in  which  he  deals  to  certain  penoss  or 
classes  of  persons  or  to  those  doing  business  within  certain  districts  cm-  territories. 

(f)  As  the  vendor  of  any  article,  supply  or  offer  to  supply  to  any  person  doing  busi- 
neas  in  any  particular  territory  articles  sold  by  him  upon  terms  or  conditioDs  in  any 
respect  more  favorable  than  are  accorded  to  ofthet  customers. 

(g)  Ad  the  vendor  of  any  article,  refuse  to  supply  to  any  other  peraon  requesting 
the  same  any  article  sold,  or  consent  to  supply  same  only  upon  terms  or  conditions 
in  some  respects  less  favorable  than  are  accorded  to  any  other  perdon. 

(h)  A8  the  vendor  of  any  article,  make  in  the  price  or  other  terms  of  any  sale  any 
discrimination  based  upon  whether  the  vendee  purchases  from  him  articles  of  a  par- 
ticular quantity  or  aggregate  price. 

(i)  As  the  vendor  of  any  article,  attempt  to  prevent  or  restrain  in  any  manner  either 
directly  or  indirectly  any  vendee  from  purchasing  such  article  or  any  other  article 
from  some  other  person,  or  using  such  article  or  any  other  article  obtained  from  some 
other  person,  whether  such  attempt  be  made  (first)  by  an  agreement  express  or  implied 
against  such  purchase,  or  (second)  be  made  by  a  condition  in  the  sale  against  duch 
purchase,  or  (third)  be  made  by  imposing  any  restriction  upon  the  use  of  the  articJe 
so  sold,  or  (fourth)  be  made  by  making  in  the  price  any  discrimination  based  upon 
whether  the  vendee  purchases  any  article  made  or  sold  by  some  other  person,  or  (fifth) 
be  made  in  any  manner  except  the  ordinary  soliciation  of  trade. 

(j)  Atj  the  vendor  of  any  article,  use  any  unfair  or  oppressive  methods  of  competitioii. 

The  foregoing  enumerations  of  acts,  conduct,  methods,  and  devices  shall  not  include 
or  (»hall  not  be  construed  to  include,  or  as  intended  to  exclude,  any  other  acts,  con- 
duct, methods,  or  devices  which  are  or  may  be  unreasonable. 

The  provisions  of  clause  (i)  shall  not  apply  to  the  mere  appointment  of  sole  agents  to 
sell  any  article. 

Sec.  14.  Wlienever  in  any  suit  it  shall  appear  that  any  combination  was  entered 
into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  there  shall  at  once  arises 
rebuttable  presumption  that  such  restraint  was  or  is  unreasonable  if,  in  the  busineM 
in  connection  with  which  said  restraint  existed  or  exists,  the  person  engaged  in  such 
combination  controlled  or  controls  or  is  a  member  of  any  corporation  or  association 
which  controlled  or  controls,  at  the  time  such  restraint  is  alleged  to  have  existed  or 
to  exist,  more  than  thirty  per  centum  in  value  of  the  total  quantity  sold  in  the  United 
States,  or  more  than  thirty  per  centum  in  value  of  the  totsil  quantity  sold  in  the  part 
of  the  United  States  to  which  the  business  of  such  person,  corporation,  or  association 
extends,  of  any  article  dealt  in  by  such  person,  the  trade  in  which  is  affected  by  soch 
restraint. 

Sec.  15.  Whenever  in  any  suit  brought  by  or  on  behalf  of  the  United  States  a  final 
judgment  or  decree  shall  have  been  rendered  to  the  effect  that  a  defendant  in  viola- 
tion of  the  provisions  of  this  act  has  entered  into  a  combination  in  restraint  of  tnde, 
or  has  monopolized  or  attempted  to  monopolize,  or  has  combined  with  any  person  to 
monopolize,  any  part  of  the  trade  or  commerce  among  the  several  States  or  with 
foreign  nations,  the  existence  of  such  illegal  combination  or  monopoly  or  of  such 
attempt  to  monopolize  shall,  to  the  full  extent  to  which  the  issues  of  fact  or  law  were 
litigated,  and  to  the  full  extent  to  which  such  fact,  judgment,  or  decree  would  consti- 
tute in  any  other  proceeding  an  estoppel  as  between  the  United  States  and  such 
defendant,  constitute  as  against  such  defendant  conclusive  evidence  of  the  same 
facts  and  be  conclusive  as  to  the  same  issues  of  law  in  favor  of  any  other  person  in  any 
other  proceeding  brought  under  or  involving  the  provisions  of  this  act. 

Sec.  19.  Whenever  in  any  proceeding  under  section  four  of  this  act  any  cembinar 
tion  has  been  adjudged  illegal  under  section  one  and  section  two  of  this  act,  the  coui 
before  which  sudi  proceedings  are  pending  shall  hare  jnriadiction: 


mresTiQATiOK  of  tjnited  statss  steel  cobpobation.    215 

(a)  To  partition  any  property  owned  under  any  contract  or  by  any  combination 
mentioned  in  section  one  and  section  two  of  this  act  in  severalty  among  the  owners 
thereof,  or  groups  of  owners  thereof,  and  if  the  owners  include  one  or  more  corporations, 
among  the  several  stockholders  thereof,  or  among  groups  of  the  several  stockholders 
thereof,  all  in  proportion  to  their  respective  interests. 

(b)  If  sales  of  such  property  are  necessary  or  proper,  either  to  pay  debts  or  incum- 
brances thereon,  or  to  re-create  conditions  in  harmony  with  the  law,  to  snll  such  prop- 
erty as  a  #hoIe  or  in  parcels;  and  the  court  may  forbid  the  said  owners,  and  if  the  said 
owners  include  one  or  more  corporations,  the  stockholders  thereof,  from  purchasing  at 
each  sales,  and  may  prescribe  the  conditions  on  which  any  purchase  may  be  made 
by  any  person  whatsoever. 

(c)  To  make  such  restraining  orders  or  prohibitions  as  may  be  necessary  and  proper 
to  re-create  conditions  in  harmony  with  the  law,  including  prohibitions  of  any  actn, 
conduct,  methods,  or  devices  which  are  enumerated  herein  as  indicating  unrt^a^onable 
rentraint. 

(d)  To  declare  void,  as  against  the  defendants  or  any  of  them,  any  contract  entered 
into  ad  a  part  of  the  combination  found  to  be  in  restraint  of  trade. 

The  relief  granted  in  this  section  shall  be  in  addition  to  and  not  inclu<dve  of  other 
relief  permitted  by  this  act,  or  otherwise  by  law. 


EXHJ3IT  B. 
Ik  ths  House  of  Reprssbntativbs. 

A  BTLL  To  prohibit  persons  engaged  In  the  maniilaotiire  and  sale  of  railroad  cars,  locomotives,  railroad 
rails,  and  siructiiral  steel,  or  in  the  mining  and  sale  of  coal  from  becoming  directors  or  other  offices  or 
employees  of  railroads  engaged  in  Interstate  commeroo. 

Be  it  eiiaeUd  by  the  Senate  ami  Doute  of  Repretentalives  of  the  United  States  of  America 
m  Congresa  aeeemhled.  That  from  and  after  June  thiriieth,  nineteen  hundred  and 
thirteen,  no  person  who  is  engaged  as  an  individual  or  as  a  member  of  a  partnership, 
or  as  a  director  or  other  officer,  or  an  employee  of  a  corporation,  in  tlie  business,  in 
irhole  or  in  port,  of  manufacturing  or  selling  railroad  cars  or  locomotives,  or  railroad 
rails,  or  structural  steel,  or  mining  and  selling  coal  shall  act  as  a  director  or  other  ofRcer 
or  employee  of  any  railroad  company  which  conducts  an  interstate-commerce  business. 

Sec.  2.  That  any  person  who  shall  be  guilty  of  a  violation  of  this  law  shall  be  pun- 
ished by  a  fine  of  one  hundred  dollars  a  day  for  every  day  during  which  he  shall  act 
u  a  director,  officer,  or  employee  of  the  railroad  company,  or  by  imprisonment  for 
luch  period  as  the  court  may  designate,  not  exceeding  one  year,  or  by  both  such  fine 
and  impiisonment,  in  the  discretion  of  the  court. 


:^«:is 


IIT  0. 


A.  BILL  To  regnlate  the  ownership  of  oommon  oarriers  enyiged  in  faiterstate  and  foreign  oommeroe  and 
the  shipment  of  articles  in  interstate  and  foreign  oommeroe  over  the  lines  of  transportation  operated  by 
snch  oarriers,  and  for  other  purposes. 

Be  it  enacted  hf  the  Senate  and  House  cf  Representatives  of  the  United  States  of  America 
tn  Congress  assembled: 

SBcnoN  I.  That  from  and  after  the  thirty-first  day  of  December,  nineteen  hundred 
and  thirteen,  no  company,  firm,  or  corporation,  or  officer  thereof,  doing  a  mining  or 
manufiicturing  budness,  engaged  directly  or  indirectly  in  interstate  or  foreign  com- 
merce, shall  own  in  whole  or  in  part,  directly  or  indirectly,  by  stock  ownership  or 
otherwise,  any  ndlzoad  or  other  line  of  taransportation,  or  the  property  of  either,  of 
my  common  carrier,  subject  to  the  provisions  of  the  act  to  regulate  commerce, 
approved  February  fourth,  eigfhteen  hundred  and  eighty-seven,  as  amended,  to  own, 
in  whole  or  in  part,  directly  or  indirectly,  by  stock  ownership  of  otherwise  any 
railroad  or  other  line  of  tnmsportation,  or  the  property  of  either,  of  any  common 
carrier  subject  to  the  provisions  of  said  act. 

Sec.  2.  That  bom  and  after  the day  of it  diall  be  unlawful  for  any 

penon,  company,  firm,  or  corporation,  who,  or  which,  owns,  holds,  or  in  any  way 
contida  a  majority  of  the  capital  stock  of  any  other  corporation,  engaged  in  operat- 
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ing  a  line  of  tnniportUlcKi,  m  t  ctaamaa  canier,  in  the  buisportatioii  ol  paaaongtC' 
oi  property  wholly  by  nilroad  (or  putly  by  nilraad  and  partly  by  mter,  when  boi 
am  used  under  a  commoD  control,  num«genmnt,  or  unngemenrfor  a  continnoue  cat 
riage  or  ahipment}  from  one  State,  Territory,  or  District  of  the  United  Stktea  to  vty 
other  State,  Territory,  or  District  of  the  United  States,  or  frooKsie  place  in  a  Terri-^ 
tory  to  another  place  in  the  sanie  Territory,  or  from  any  place  in  the  United  Stats 
to  an  adjacent  foreign  coimby,  or  from  any  place  in  the  United  States  throng  ■ 
foreign  country  to  any  other  place  in  the  United  Statee,  or  engaged  in  like  manns 
in  the  traneportation  of  property  shipped  from  any  place  in  the  United  States  to  a 
fbrogn  country  and  carried  from  such  place  to  a  port  of  tianaihipment,  or  ahipped 
from  a  fore^  country  to  any  place  in  the  United  States  and  carried  to  auch  place  from 
aport  of  entry  either  in  the  United  Statee  or  an  adjacent  foreign  country,  to  opeiatev 
or  in  any  manner  or  by  any  means,  participate  in  the  operation,  in  whole  or  in  part, 
of  Buch  line,  or  to  ship  over  such  line  in  interstate  commerce  any  article  or  commodity 
bought,  sold,  manufactured,  mined,  or  produced  by,  or  under  the  control -of,  or  owned 
in  whole  or  in  part  by,  or  in  which  any  interest,  direct  or  indirect,  whether  by  etocTt 
owneisbip  or  otherwise,  is  held  by  any  such  person,  company,  firm,  or  corporatioo 
M  owning  a  majority  of  capital  atock. 

Ssc.  3.  That  the  provisions  of  this  act  shall  not  be  so  construed  as  to  appty  to  the 
transportation  of  passengers  or  property,  or  to  the  receiving,  delivering,  etcosge,  ot 
handling  of  prop^ty  wholly  within  one  Slate  and  not  shipped  to  or  from  a  foKiga 
country  from  or  to  any  State  or  Territory  as  aforeMid. 

Sbc.  4.  Any  person,  company,  firm,  or  corporation  violating  any  of  the  provi- 
■ions  of  this  act  shall  be  deemed  guilty  of  a  misdemeanor,  and  for  each  offense,  upoo 

conviction,  shall  pay  to  the  United  Slates  a  penalty  of  not  less  than dollars  nor 

more  than  ten  thousand  dollars  or  imiuisoned  not  more  than  five  yeara,  or  both;  and 
in  case  of  a  conti  ling  violation  each  day  of  such  violation  ahall  be  held  to  be  ■ 
separate  ofiense. 

Sbo.  6.  Jurisdiction  of  offenses  under  this  act  shall  be  the  tame  as  that  provided 
for  ofieusee  in  an  act  entitled  "An  act  to  further  regulate  commerce  with  foteign 
nations  and  among  the  States,"  approved  February  ninatoanth^  nineteen  huitdred 
and  three,  and  any  amendment  thereof.  . 


EXHIBIT  D. 
Production,  m  grou  Umi,  aU  hindi  o/tUel  ingott  and  ea^ingt. 
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•?»/aS2r^^  trust  companiea  of  the  United  States  of  which  tho 

Where^  held  r^^er©  both  capital  stock  and  bonds  of  the  subsidiary 
\?!t^Son  oi  th«|ompany  is  held  by  another 
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company  in  this  list,  an 


I  of  the  suDS*^"*^^^!^ 
!         In  Bubflequent 


oip  occurs,  the  capitalization  and  bonded  indebtedness 
pdividually. 


I^ame  of  com9 


Co. 


Aftor TrostOOy -; - '  j^ 


uoiorauy  —  ^7^^-  Co.  oiTi 


B.  B.  Co.  -ar-terCO.-" 

B«»»'«^y/C: itj 

EleB-B-Co-j'Trost 

.  Montctolr  WaJ^^J^ce  Co- 

New  Jf^yjPa^^  ^\ 
New  York  A  g^  p^^^ 

New  York  A  ^t5»ni  ^* 


New 
B.  R 


ChlcBgo 


K;iYork,cm^75f.^j 


York, 


New 


Vew    X  or*-r ^ 


"^B-.C^S 


Tra«t 


CO--— 


Newport  ^SflcBJ-^ 
Northern  F^^gpal  g  eg 


Co."! 


Peie 
puIImaD 


r?5i?^^  »■  *=»• 


itette 


CO. 


V7e0t  Sho'*  ** 


Banks,  insurance  and  trust  companies. 


Capital. 


$1,400,000 
"6,066,666* 


2,000,000 


1,000,000 
10,000,000 
10,000,000 
3,500,000 
5,000,000 
3,000,000 


1,000,000 


1544,185,205 
25,000,000 


Surplus. 


1747,220 
'8,'446,'686 


14,246,478 


6,033,000 
11,276,430 
20,738,320 


21,532,000 
3,691,540 


2,331,350 


15,161,660 


300,000 


126,450 


Deposits. 


$14,570,160 
'i64,'3i8,'i86 


116,368,500 
116,947,740 
118,003,110 


144,728,100 
42,910,210 


18,841,850 


176,331,290 


1,439,060 


Total. 


$16,728,380 
'ii7,'758,'266 


16,246,4jr8 


123.401,690 
138,224,170 
148,741,430 
3,500,000 
171,2<)3,100 
49,(J01,7S0 


22,173,200 


544.  ISA,  205 
216,492,960 


1,865,510 


54946^ 


\ 


fJ^tO0 


atoct 


nan*  Not»< 

^'^'^issS^co 


?^*  ??f^..  FittoM 


>••  •• 


Cojted 


gj.^St«elCarp<l 


Banki.  insurance  and  trost  companies. 


CaplUl. 


11,400,000 
6,000.000 
2,600,000 
6,000,000 


1,000,000 


1,600,000 


Surplus. 


$747,220 

12,860,000 

8,386,746 

21,632,000 


2,717,700 


28,229,890 


Deposits. 


114,670.100 
166,000,000 


144,728,100 


26,731,920 


86,600.330 


$200,000 

6,000,000 

900,000 


100.000 

"i,*666,'666" 


$634,300 

1,490,650 

408,102 


04,748 
'28,'229,'896' 


$3,626,810 
86,731,420 


86,600,830 


Total 


$16,726,880 

172,860,900 

6,886,746 

171,260,100 


80,440,670 


66,280,220 


$4,461,110 

44,280,970 

1,308,102 


104,748 
66,236,280 


i^B^i 


•'SSTor  aii«««o.  lu-        ' 

gSlfflSSa^iR.  B.  r 

fa^^lMiAl  Harvester  Co.-J. 
E^te^Loan  A  Trust  Co.,  ,i 
£L  York  Trost  Co.. 

n!^?S(at8S  Natural  Oas  Co 
SSSstoS  Steel  Coiporatia  10 


MW6"*— H.  R 


$1,400,000 
20,000,000 


8.000.000 


60,000 
8,000,000 


8,000,000 
3,000,000 


$747,220 
10,286,340 


11,184,100 


36,940 
12,320,613 


6,273,210 
11,184,100 


$14,670,160 
176,463,670 


47,716,180 


640,710 


68,142,270 
47,716,180 


$16,726,880 
206,729,010 


61,000,280 


736,660 
16,320,618 


72,416»48D 
61,900,280 


Name  o   oonxp 


06 


FStb  Stee«t   National 
f^^^'^ctel    Trust  Co...... 


wStem  8*viM  Fimd  I 


AtisDtic  Mutual  ^«« 


Banks,  Insmanoe  and  troft  oampaniei. 


OtpltoL 


$1,000,000 
3,000,000 

2,000,000 
1, 000,000 


1 14,888,002 


Bmphis. 


12,074,340 
6,433,970 

10,861,700 
2,264,fi00 

2,674,400 


D^poilts. 


112,347,090 
47,216,000 

26,352,600 
10,335,im) 

27,383,920 


Total. 


$16,021,800 
66,649,070 

30,214,200 
18,610,600 

80,008,860 


14,888,001 


Si^ff  •  Sock  laland  A 


Peoria  A  BjfVSmuany  - /^ 


54946°H 


I  $13, 806, 166 
10,000,000 


2,000,000 


$20,788,820 


14,246,478 


$118,003,110 


$13,806,165 
148,741,480 


16,346,47$ 


2!r  YD?*  Actual,  000 
S^^orfc  central :ooo 


B.  R 


Co. 


Clxi<:a^ 


Ne^ 


^ 


B-  ^-  9?"  Ontario  / 
Xe^  yor»' 


727 
000 
925 


1080 


Co. 


PlttsborfiSj*  ^. . .  ^ 000 
S^SS^BoSare  G  »«4  490 


492 


Banks,  Insoraoce  and  trust  companies. 


Capital. 


$10,000,000 


300,000 


Surplus. 


$5,000,000 


20,738,320 


Deposits. 


$7,360,016 


118,003,110 


126, 4:^0 


1,439,060 


Total. 


$12,360,016 


148,741,430 


1,865,510 


000 
,000 


Cf  tisens  SBvtne  &  Tn 
CloVetand  Cllfb  Iron  " 
Cleveland  Ry.  Co . . . 
ClevcUnd  Trust  Co. . 
Ife8»l»  Steamship  Co 
X^aelcawanna  Steamsn 
v^dcawanna Steel  Co 
Oliio  Iron  &  Steel  Co. 
Tole<3o  Furnace  Co.. . 
Cnitcd  States  Steel  C< 


54946*^- 


500 

o66' 

000 


$25,000,000 
25,000,000 


$15,161,fi«) 
34,733,8(i0 


$176,331,290 
202,004,530 


$2,000,000 
4,000,000 


2,500,000 


$1,666,000 
2,855,930 


2,643,110 


$14,613,000 
43,903,380 


26,147,290 


$216,492.0:/) 
261,79.S,390 


$18,279,000 
60,759,310 


31,290,400 


NaiMOf 


AmtrietnAgricnltaxal 

BiwdwBy  Realty  Co --^-•• 

dsMlty  Co.  ol  America  -  -  -  - -,rr  •  •  ■ 
Jarrls  fin*  <ft  Co.  (Inc.).  ??VSim' 
iDlflrboroujh  Rapid  Trjui^  V«no 


Old  Colony  Trust  Co. ,  Boston-^ . . 
M  Sound  Electric  Ry    Co-JW 


StttUe  Rlectrlc  Co -  -  ,      -^ 

ftiDdtfd  TnistCo.,  New  YoriJ. 
Cnited  States  Steel  CorporaUOI. 


raited  States  Steel  CorporaU*!. 


Banlcs,  iDstmnce  and  tnist  compaaieB. 


Capital 


$7£0«000 


2,  £00, 000 


1,000,000 


Surplus. 


1250,182 


10,942,860 


1,408,600 


Deposltl. 


880,833,460 


22,431,800 


Total. 


81,000,182 


894,376,310 


24,840,300 


Aitor  Trust  Co ♦  — 

Banken  Trust  Co --  - -liii* 

CiDcinnati,  HamUton  &  I>ayt^48 

Co                                                      ' 

Cincinnati,  New  Orleans  A  WOO 

liieRal&DadCo '''i^^ 

Qemaa-A  m  erican  Insurance  ij. . .  • 
C«inan  AUiance  Insurance  OQ. .. . 

81,400,000 
6,000,000 

r47,220 
12,860,000 

814,579,160 
155,000,000 

816,726,880 
172,860,900 

• 

1,500,000 
400,000 

7,004,150 
790,740 

9,404,150 

1,190,740 

ktematlonal  Mercantile  Ma^06 
Harquette  A  Bessemer  PodrtXX) 

Xationaiaty  Bank  of  New  Vl... 

SewYork'rtustCo 'A''%?^' 

¥«tbem  Padfic  Rallwav  Co.^ 
ftre  Marquette  Railroad  Co  -  .*00 

25,000,000 
3,000,000 

34,733,860 
11,184,100 

202,064,580 
47,716,180 

861,798,390 
61,900,280 

-* 

Mdlon  NaUonal  Bank,  Plttsjt. 
tciied  States  Steel  Corporati^ 


86,000,000 


81,499,550 


836,731,420 


844,230,970 


.-Ago 


liiamore  A  Ohio R.  R-  Co.  .te33 

Gi«go  &  Erie  R.  B.  Co -POO 

Cb/t»o,  Burlington  &  QulncyjiOO 
Qarimiitf ,  Hamilton  &  D^^"° 
CbdnnaU,  New  Orieana  A 

fiScBy.  Co 

Ibztberland  Corporation 

lrt*R.  R.  Co i----d^'*' 

ndd^.Pboeniz  Fire 

flat  Ntiiaoii  Bank  of  Chi 
tatvnatlonal  Harvester  Co. 
KetTopoUtan  Trust  Co.  of  N 

litiooal  BlBCUitCo ^ 

inr  York,  Susquehanna  & 

.ItB.  Co 

kwYatk.  Trust  Co 

^  Maranette  R.  R.  Co.. 
SthnAa  ZjO 

fai^l  states  Sted  Oorpprtai  . 
bboard  Air  Line  Ry.  Co. . .  4XW 

64946**— H.  I 


-)00 

.X)0 


82,500,000 
10,000,000 


2,000,000 


3,000,000 


83,385,745 
11,276,430 


8,107,000 


11,184,100 


8116,947,740 


28,664,000 


47,716,180 


85,885,745 
138,224,170 


88,771,000 


61,900,280 


Nameol 


flWdp/iteNsttonal  ^^ftj... 
\mi  TlUc  &  Tro«t  ^- » .  .  V^Ta" 
tS?8W»  Bted'Corpoiw 


Banks,  insurance  and  trust  companies. 


Capital. 


$1,600,000 
2,000,000 


Boxpliia. 


13,066,620 
8,644,060 


DepoBiti. 


$62,436,240 
7,779,060 


Total 


667,002,860 
13,424,000 


-•XX) 


iMaioa  Gnat  Bootbem  «-- 
iditen,Topeka&  San««^ 
6Btnl i  BfSNrf  J^^ W 

lMa«o  Great  Weatern  »•  ^f  16 
cESo.  IndianapoUfl  &  *-^™^ 

£0  ...-----•^00 

tt«'4'j«ey  B.  R.  Co -»0 

ftp&B.(i )47 

Ooml  Electric  Co^- .---- 1 .. . 

^national  HM^"!S,lSSaAi- 

urn  VaDey  B.  B-  ^''••'2^ 
SSe  &  Ohio  B.  B.  Co.. -  -eoo 
l>«  Jersey  &  New  York  B^70 


'  IR.CO 


Co..< 


irtiera  Pacific  By 
iKthemRy.  Co.... 

tedud  Trust  Co... --j| 

r^tof  States  Steel  Corpoi»q 


«#00 

4oo 


11,000,000 


81,406,600 


$22,431,S90 


824,840,300 


•I 
1 


iHrieaoCBDCo 

iaorTrastCo^ 

Itetmental  iDSCoaaee Co. 

ktedStatea  S^tl^^'    ' 
54946*' -H. 


81,400,000 
6,000,000 


2,000,000 
6,000,000 


260,000 
160,000 


1,000,000 


8747,220 
12,800,000 


14,246,478 
21,632,000 


431,310 
134,320 


2,831,860 


814,670,100 
166,000,000 


144,728,100 


1,611,170 
006,130 


18,841,860 


816,726,880 
172,860,000 


16,246,478 
171,960,100 


2,202,480 
1,180,460 


22,178,200 


ffaxn^oft 


O 


CO- 


bJ«»*S>od 


^•s^. 


t&Tr 


0^. 


tli«^ 


B??.iS^State5 


cotton  0 


Steel 


oliiui 


pj^ui^i: 


vrit^S  Snion  Tell 


N.  C. 


Banks,  Insurance  and  trust  companies. 


CapltaL 


$€00,000 


100,000 


Surplus. 


Deposits. 


12,229,200 


200,390 


111,742,820 


1,660,100 


TotaL 


$14,672,  OaO 


1,050,400 


-  Title  Truat  Cqi 


g2SS^s?5S 


$2,000,000 


$3,044,060 


$7,770,060 


$13,434,000 


farmers     Pepoan-   ... 
™^S^t  sal 

uSted  States  Stcciii.. 


$6,000,000 

100,000 

2,000,000 

"2,057,677 


$2,328,030 

227,630 
6,648,660 


$25,832,160 

4,450,840 
11,600,640 


$34,161,000 

4,786,030 
10,230,800 

2,067,en 


united  SUtes 


StceH. 


54946^ 


Name  of  company*^ 


Boston ConsoU<Utod  Gas  Co., 

BoBtonEteTAtedRy.Cp 000 

<>nnin«iweiatti  Trust  Co. .  . -J 
KBTstoM  Watch  Caae  Co- .- •! 


KeystoDoWatcli 

Tttchbarg  R.  »•  CO/jiL •  •  Vv;*!  ** 
Fore  Rhrer  fiBxipboUdlng  co-i 
Hartford  Carpet  Corporation. 
»t€i  Bonding  Alnj 
nits  Oas  CompanM^ 


MaBaohasetts  Oas  Compi 
Tootngton  Co.  ........-•--'•  J 

NAtkmal  Bhawmot  B^^- J 
New  Endand  Cotton  Yarn  q 

WMhbam  Wire  Co. . ...  y-  

WoBtan  Tdeplione  Ac  Telepi  000 
weatern  i^^^  Tetograph  Cof  968 

Trust  Co.  .....•••^-•■' 

64946^— H.  B 


Baojks,  tremrmnof  and  tnnt  compantow 


Capital. 


|1,000»000 


600,000 

ajsooiobb' 
"iobiobb 


Surplus. 


$778,230 


1,000,000 


237,800 
6i7W',00b' 

"iakyiiii 


Deposits. 


113,786,290 


562,780 


90,901,870 
"6]  647,600 


9,830.760 


ToCaL 


$16,663,820 


787,860 

ioiiiiiisTO 

"7i48ii600 


11,883,549 
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TiAiA  2. — StaUmmt  ttunemt  capital  iloek  and  iniiAUdiieM  (^  Oie  raOrwid  eompaniet 
of  iiMtk  At  prttidaU,  dtairman  (^  the  txteutive  bmmi,  and  dirteian  ^  Ihe  OniUdStalei 
SUtl  CorpontUm  an  aUo  ojletn  or  dntcton. 


■adbonded  In- 
debtuidaa  of 
subilillBry  GO 


AteU*aa,Top«kaAB:uuuR.  R.Co 

AUbdM  a  W<n  FolDt  R.  B.  Co. 

Utantla  Cant  L&w  0».,  TbK 

AUutkCoaitUmR.  B.  Co. 

BalUmmAOhloR.  B.Co 

ficoamir  A  Loka  Erto  E.  R.  Co. 

CUcico  A  N vtE  WMWn  R.lt.  Co 

Ondanatl,  New  Orkam  A  Texu  Paclflo  R.  R.  Co 

ChlcKa  Oraat  WcaUni  B.  B.  Co 

Chioco.  iBdbnqoUs  A  LonbrlUa  R;.  Co 

I   Ddiwara,  Lackavuuu  A  WlBtera  B.  R.  Co 

[    Dolnth  A  Irmi  lUniB  R.  R.Oo 

DnlaUi,  Uenbl  ANatbam  R.  R.  On 

UiiB, /olM  A  BMUn  R.  R.  do 

bitlLR.Oo. 

UhMi  VaUer  R- R.  CD 


ST,DMt,U3 

3,018,000 
SS,M1,304 


JeR.R.Co.__ 

Ftn  UwqiMtta  B.  R.  Co 

FluCTlnnk  R.  B.  Od 

BttdiH  Oo^  TIm:  ah  tateldlariM,  Intfndlnt  OBDtrel  R.  R.  of  Vtm  Jet- 

WT  »DJPhl1rii^p»'1»  A  Rndlni  R.  rTCo. 
B«A  Uwd  Co..  l^T CUbwi,  Rmk  '  '  ' 
RUiooad-WufaJDitan  CoT^K 

WaUnKtoo  Soattani  Rj.  Co 

SontliMs  BaUwar  Co. 


TMiI  oapltiUMtlaa  aivl  boudsd  Indebtadaea  of  railroad  DorpantEoiu  In  vhloh  a»  nea 
UnMonot  tlw  (Jnllad  Stataa  Steal  Ccrpontlim  are  DOosn  or  itinobn,  110 JSSiO?  1333. 

Total  oapltaUiatka  and  booted  Imtobtadpeg  of  all  nUroadi  la  DnUad  Statu  u  fin 
Cmun*  CommliriaBl  Repcrt,  tl8,UT,UIU38. 

The  forepoiDg  table  was  compiled  from  Moody's  Manual  of  Corporations,  Poor's 
Hanual  of  It^boada,  and  the  IQIO  report  of  the  Interetato  Commerce  Commission, 
Dving  gtatisticB  of  lailioads  in  the  United  States  for  the  year  ending  June  30,  1910. 
y.0  complete  BtatiBtics  for  the  year  ending  June  30,  1911,  were  available.    In  some 


ue  made  (or  this  fact  in  the  totals;  none  was  nu4e  by  the  Interstate  Commerce  Cont- 
Binion's  compilen.  Wbeie  a  lujding  company  only  controls  other  railroad  companies 
Uid  bos  no  milea^  of  ita  own,  its  capital  stock  is  not  riven.  For  instance,  the  Atlantic 
Coast  Line  Co.  owns  the  Atlantic  Coast  Line  Railroad  Co.,  which  in  turn  owns  a  major- 
itr  (^  the  stock  of  the  Louisville  &  Nashville  Bailroad.  Therefore  the  capital  stock 
01  the  Atlantic  Coast  Line  Railroad  Co.  is  given^  and  the  Louisville  &  I4asbville 
Bailnad  Co.'i  stock  is  included  in  that  of  its  subsidiary. 
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Tablb  ^.— Statement  thowingf  capital,  mtphu,  and  deposits  t^  (he  natUmal,  State,  and 
eamiffs  hanks,  (met  eompcmies,  and^  H/e  and  fire  imurance  companies,  if  tehieh  the 
officers  and  directors  of  the  United  States  Steel  Corporation  are  aleo  ojfuxrs  or  dSrectoes. 


Companies. 


Astor  Trust  Co 

Atlantic  Mutual  Insurance  Co 

Aetna  Inauranoe  Co.,  Hartford 

Bankers'Trust  Co 

Bank  of  North  America, Philadefphia 

Bank  of  Commerce,  CleveUnd,  Ot)io. 

Chase  National  Bank 

Continental  Fire  Insurance  Co 

City  Deposit  Bank,  PittsburKh,  Pa.. 

Continental  &  Commercial  National 
Bank,  Chicago 

Chatham  A  Phoenix  National  Bank, 
New  York 

Commercial  Trust  C/O..  Philade^hla. 

Cititens*  Savings  dr  Trust  Co 

Cleveland  Trust  Co 

Casualty  Company  of  America 

OHnmonwealtn  Trust  Co^  Boston . , . 

Farmers'  Loan  &  Trust  Co 

Fh^t  National  Bank  of  Chicaep 

First  Natiouai  Bank  of  N«>w  York... 

First  Security  Company  of  New  York 

Fidelity- Phoenix  Fire  Insurance  Co. 

Fourth  Street  National  Bank,  Phila- 
delphia  

Fidelity  Trust  Co.,  Philadelphia. . . . 

Farm(>irs'  Deposit  National  Bank, 
Pittsburrib,  Pa 

Fanners'  Deposit  Savings  Bank, 
Pittsburgh,Ta 

FIdeiitv  "nue  A  Trust  Co.,  Pitts- 
burgh   

Guaranty  Trust  Co..  New  York 

Gary-Wheaton  Bank.  Wbeaton. III.. 

German  A  illanoe  Insurance  Co 

German- American  Insurance  Co 

Industrial  Trust  Co.,  Pro^idenm, 
R.I 

Liberty  National  Bank,  New  York.. 


Capital,  snr- 
pius,  undi- 
vided profits, 
andd^xMits. 


tl6,726,380 
14.888.902 
12,360.016 

172,860.000 
1«,  021, 360 
18.279,000 

117,758.260 

16.246.478 

4,461,110 

206,739,010 

61,900,280 

13.610.560 

50.759,310 

31.290.400 

1.000.182 

15.563.520 

123.401.590 

138.224.170 

148.741.4% 

3.500.000 

6.885.745 

56.640.970 
39,214.200 

34,161.090 

4,786,970 

10.239,300 

171,»«.inO 

7.35.  f50 

1.190.740 

9.404,150 

40.601.750 
30,449.020 


CompaniflB. 


lAud  Title  Trust  Co... 

Manhattan  Trust  Co.,  New  York... 

Mutual  Life  Insurance  Co 

Melton  Natiooal  Bank,  Pittsburgh, 
Pa 

Home  Insurance  Co 

Merchants'  Loan  &  Trust  Co..  Chi- 
cago. Ill 

Metropolitan  Trust  C«.  of  New  York. 

Massachusetts  Bonding  A  Insuranoe 
Co 

National  Bank  of  Commerce,  New 
York 

Newport  Trust  C'O 

National  Union  Fire  Insurance  Co. . 

New  York  Trust  Co 

National  City  Bank,  New  York.... 

National  Shawmut  Bank,  Boston, 
Mass 

Old  Colony  Trust  Co.,  Boston 

Philadelphia  National  Bank 

Reliance  Life  Insurance  Co 

Standard  Trust  Co.  of  New  York... 

Second  Natiooal  Bank  of  KliJi- 
mond.  Ind 

Safe  Deposit  A  Trust  Co.  of  Balti- 
more  

Union  Trust  Co.,  Pittsburgh 

Union  insuranoe  Co..  Pittsburgh... 

Union  National  Bank,  Richmond, 
Ind 

Union  Trust  Co..  Springfield.  Mass. . 

Western  Saving  Fund  Society, 
Philadelphia 

Wilmington  Savings  A  Trust  Co., 
WUmlngton,  N.  C 

Total 


Capital,  sur- 
plus, imdi- 
vidAd  profits, 
and 


fl3.«4.000 

22.173.200 

544.135,206 

44.2S0.V70 

15,: 


72.415.480 
38,771.000 

737. 8B0 

210, 402.  on 

1.865.SI0 

1,308.102 

61.0no.280 

261,708.360 

100.101.830 

94.376.310 

37. 002.  WO 

2.057.  b77 

24.840.300 

2,202. 4n 

14.572, 0» 

66.230.220 

104.748 

1.UO.4S0 
7,481.600 

30,008,360 


1. 


3,314.811.178 


Table  ^.—Statement  showina  capital  and  funded  indebtedness  of  street  railways,  Urminal, 
steamMp.  express,  and  telegraph  companies  of  which  the  president,  dhnvrman  of  the 
executive  hoard,  aiid  directors  of  the  United  Slates  Steel  Corporation  are  also  officers  or 
directors. 


Companies. 


Adams  Express  Co 

AmericanTielephone  A  Telegraph  Co. 

Boston  Elevated  Ry.  Co 

Hudson  A  Manhattan  R.  R.  Co 

International  Mercantile  Marine  Co. . 

Mexican  Telegraph  Co 

Mesabi  Steamship  Co 

Marquette  A  Bessemer  Dock  A  Nav- 

SitionCo 
ledgevUle  Ry.  Co 

New  England  Navigation  Co 


Capitalization 

and  bonded 

indebtedness. 


148,000,000 

609,437,100 

33,250,000 

114,616,041 

173,124,706 

3,589,400 

1,391,000 

600,000 

60,000 

24,240,000 


Companies. 


Old  Dominton  Steamship  Co 

Pennsylvania  Tunnel  A  Terminal 

Co 

Philadelphia  Rapid  Transit  Co.... 

Philadelphia  Treetfam  Co 

Philadelphia  Go 

Terminal  R.  R.  of  BuiTalo 

\\'eBt  Pennsylvania  railroads 

Western  Union  Telegraph  Go 

Total 


CapKaJIsatioB 

and  bonded 

indebtedness. 


t2» 508,080 

26,020,000 
34,974,676 
20,338,000 
67,854»oaD 
1,000,000 
11,516,000 
140,358,968 


1,271,778,890 


HrVESTIGATlOK  OF  TTNITBD  STATES  STEEL  OOBPOBATIOK.      219 

Tablb  b.— Statement  showing  eapUal  <md  funded  indebtednen  of  tite  industrial  corpora' 
iioru  of  which  the  officers  and  avrectors  cf  the  United  States  Steel  Corporation  are  also 
officers  or  dxreetors. 


Companies. 


AiiMleao  BaakNoteOo 

AmerioBD  Qua  Co 

Atl»ChalroerRCo 

Amefioui  Stoel  Foundries  Co 

Arnerirao  Agricultural  Chemical  Co 

BlaaasCo.,. 

Brotdway  Realty  Co 

Bostoo  Gocttoliaated  OaaCo 

CooidiGated  Oas  Co.  of  New  York. 

Qetdaad-Clifl^  boo  Co 

Cumhertand  Corpoiation 

Etortrtc  Storace  Battery  Co 

East  Jersey  Water  Co 

GcDoal  EliBctrk;  Co 

Gulf  OQ  Corporation 

Harris  Bras.  A  Co.  (Inc.) 

Hartford  Oarpet  Corporatton 

InlKnatkmar  Harvester  Co 

iDtereatioDal  Nfckal  Co 

IntaraatioBal  Smelting  A,  Refining 

C» 

Kmtcne  Watcb  rase  Co 

Le£]Kh  A  Wflkesbarre  Coal  Co. . . . 

Larkawanna  Steel  Co 

Mfflttdair  Water  Co 

Uumini;,  Maxwell  A  Moore  <'Ino.). 

Mflbican  Oil  A.  OaaCo. 

Madisao  Square  Garden  Co. 


Capitalization 

and  bonded 

indebtedness. 


981  W3|3v4 

82.406,600 

47,018,000 

23,990,300 

43,577,700 

0,000,000 

4,000,000 

15.134,600 

108,618,600 

5,000,000 

58,500,000 

18,000,000 

800,000 

80,143,200 

18,  a-)?,  000 

3,800,000 

5»  000, 000 

140,000,000 

20,143,400 

10,000.000 
6,000,000 
28,890,  W) 
77,073,000 
1,000.000 
6,000,000 
2,000,000 
4,000,000 


Companies. 


CapitalizatlOD 

and  bonded 

indebtedness. 


Massachusetts  Oaa  0> 

New  Jersey  Oeoersl  Seoul ity  Co... 
New  Yoik  Edison  ro 

N<>w  York  Mutual  Om  Licht  Co.. 
National  Supply  Co.,  Toledo.  Ohio 

National  BIsouUCo 

New  Englaad  Cotton  Yam  Co 

Ohio  Iron  A  Steel  Co 

FeonsylTanla  Coke  dr  Coal  Co..  .. 
Pennsylvania  water  ic  Power  Co . 
Rook  biand-Rockport  Lime  Co... 

Sprtng  Brook  Water  Co 

Snefflekl  Coal  A  Iron  Co 

Seattle  ElBctrtc  Co 

Securities  Co 

Southern  Cotton  Oil  Co 

Texas  A  Pacific  Coal  Co 

Toledo  Furnace  Co 

Torrtncton  Co.,  Tha 

United  States  Steel  Corporation. . . 

United  States  Natural  Cas  Co 

United  States  Improvemeiit  Co. . . 

Vlncinia-Carolina  Chemtoal  Co 

Washburn  Wire  Co 

Pullman  Co 

Cuba  Co 

TotaL 


980,881,000 

2,000,000 
38,742,628 

8,436»600 

4,000^000 
54,040,500 
10,704,000 

5,000,000 
21,0«'.1,500 
16,076,000 

8,688.500 
10,969,000 

4,000,000 
25,266,000 

4,765,015 
10,000,000 

a,  500, 000 

2,000,000 

4,150,000 

1,464,935,467 

6,038,500 

56,502,950 

57,384,400 

3,760,000 

120,000,000 

11,426,000 


2,803,609,348 


HOraS  ON  TABLB  L 

Amakan  TeUpkone  A  Tdesraph  Cb.— This  campany  owns  a  majority  of  the  982,000,000  ootstandlng 
tsfm  stock  of  the  Western  Unfon  Telegraph  Co. 

iOtafic  Cbatt  Line  Cb.,  r*«.— The  AtianUc  Coast  Line  Co.  owns  960,000  of  the  9100,000  capital  stock  of 
the  Northwestern  Carolina  Ry.  of  South  Carolina.  'The  Atlantic  Coast  Lhie  R.  R.  Co.  owns  Jointly  with 
the  LoulsviUe  A  NashviUe  R.  R.  Co.  91,500,000  of  the  98,000.000  cspital  stock  of  the  Weatem  Ry.  of  Alab«ma. 

Atkntk  Coaal  Lint  Bailnad  Cb.— A  msjority  of  the  9200,000  capital  stock  of  the  Belt  Une  Ry.  of  Mont- 
nnery,  Ala.,  and  of  the  912,000  capital  stock  of  tha  Charleston  A  w  estem  Carolina  R.  R.  Go.  is  owned  by 
thh  comiDani^.    This  company  owns  980,600,000  of  the  960,000,000  capital  stock  of  tha  LoulsviUe  &  Nash- 

Bmm  bommmatei  Oat  Cb.— The  Massachosetts  Qas  Cos.  own  915,U0.600  of  the  916.124  600  capital  stock 
of  this  company. 

ClaeBf  o  Bfuiinetem  it  Qsffwy  Jt.  £.  Cb.— The  Northern  Pacific  R.  R.  Co.  and  the  Great  Northern  R.  R. 
Co.  own  johitly  9107.613.500  of  the  9110.839,100  outstanding  omital  stock  of  this  road.  The  Chicago,  Bur- 
linston  A  Quincy  R.  R.  Co.  owns  926,667,500  of  the  common,  91.130.000  of  the  first  pretoied.  and  96.078,700 
of  the  second  preferred,  a  total  of  983,786.200  of  the  948.000,000  outstanding  capital  stock  of  the  Colorado  h 
Soathein  R.  K.  Co. 

Oatamio  A  Soulkem  R.  R,  Cb.— The  Chicaco.  Burhngton  A  Qotnoy  R.  R.  Co.  owns  998,786.200  of  the 
ttt,000.000  outstanding  capital  stock  of  this  railroad. 

QmaoHOUd  Om  Co.,  rA«.— This  company  owns  91,886  200  of  the  99  500.000  capital  stock  of  the  New  York 
Matoal  Gas  Light  Co. 

Erii  A  Jeraeg  R,  B.  Cb.— This  road  is  leased  to  the  Erie  Terminal  Railroad  Co..  which  company  giants 
InckBge  rights  to  the  Erie  R.  R.  Co. 

She  12.  K.  Cb.— Tbis  company  ov^ns  the  entire  9100,000  capital  stock  of  the  Chicago  A  Erie  R.  B.  Co.;  it 
owns  926,594,844  of  the  926^,000  capital  stock  of  the  New  York,  Susquehanna  A  western  R.  R.  Co.  It 
ovDS  a  majority  of  the  92.228,600  outstanding  capital  stock  of  the  New  York  A  New  Jersey  R.  R.  Co. 

Kqfttome  H-'oleA  Out  u).— This  company  owns  and  operates  the  B.  Howard  Watch  Works,  of  which 
Robert  Winsor  Is  a  director. 

Idu  Share  A  MOMgan  SotUkem  R.  R,  Cb.— This  road  owns  96^,000  of  the  preferred,  UMiSM  of  the 
conunon  stock,  a  total  of  911,870,000  capital  stock  of  the  923,680,000  outstanding  capital  stock  of  the  Lake 
Erie  A  Western  R.  R.;  it  owns  92,503,000  first  preferred,  96»275,000  second  preferred,  and  96,240,000  common, 
a  total  of  915,018,000  of  the  930,000,000  outstanding  capital  stock  of  the  New  York,  Chicaco  A  St.  Louis 
R.  R.  Co.  TUs  road  owns  97,500,150  of  the  921,000,000  outstMiding  capital  stock  of  the  Pittsburg  A  Lake 
Erie  R.  R. 

LoninUU  A  NftOaiae  R.  R.  Cb.— The  Atlantic  Coast  Lhie  R.  R.  Ca  owns  930,600,000  of  the  960,000.000 
outstanding  capital  stock  of  this  company.  This  company  owns  97,177,600  of  the  910,000,000  outstanding 
caoital  stock  of  the  Nashville,  Chattanooga  A  St.  Louis  Ry.  Co. 

hminiae  A  NaehvUU  R.  R.  Cb.— This  company  and  the  Atlantic  Coast  Line  R.  R.  Co.  own  jointly 
11,500,000  of  the  93,000,000  capital  stock  of  the  wWem  Ry.  of  Alabama. 

liarfuette  A  Beuemer  Dock  A  Navigation  Cb.— The  950,000  capital  stock  of  this  company  is  owned  in 
eqnal  proportions  by  the  Bessemer  A  Lake  Erie  R.  R.  Co.  and  the  Pere  Marquette  R.  R.  Co. 

Pert  MoTfuMe  R.  R.  Cb.— This  company  owns  half  of  the  950,000  capital  stock  of  the  Marquette  A  Be^ 
Kmer  Dock  A  Navigation  Co. 

Jfanarttisrtft  Qa»  Cbt.- The  Masaaohnsetts  Gas  Cos.  own  tl6A10,600  of  the  916,124,600  capital  stock  of 
the  Boston  Consolidated  Gas  Co. 

MfAOi  A  OhhM.R.  Cb.— The  Soathem  Ry.  Co.  owns  96,070,200  of  the 96/^70,600 capital  stock  of  tihis 
eompanj. 
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VoaMOe,  OaftawoMtt  ^  8L  hmU  Bf.  C^-^ThB  hoakivfBtB  A  Ni^villB  B.  R.  Co.,  owns  VATiJBn  of 
the  $1,000,000  oatstandiog  oapitAl  stock  of  this  oompao/. 

New  Bhffland  Navlaation  Ob.,  The.— AH  of  the  163,000,000  oatBtaDdlng  capital  stock  of  this  oomiMUiy  Is 
owned  by  the  New  York,  New  Haven  it  Hartford  B.  B.  Ca 

New  Jene$  Junethn  B.  R.  Ok— All  of  the  flOO/XX)  ootstanding  capital  stock  of  the  New  Jersey  Jonctioa 
Railroad  Co.  is  owned  by  the  New  York,  New  Haven  A  Hartford  R.  B.  Ca 

New  York  Oentral  A  Hudaom  Rher  R,  R,  Cb.— This  company  owns  01}  per  cent  of  the  $45,760JOOO  out* 
standtoK  capital  stock  of  the  Lake  Shore  A  ICtohigan  Southern  B.  B.  Ca:  ft  owns  the  entire capitaletoek 
of  the  Carthage  A  Adirondack  By.  Co.,  the  entire  capital  stock  of  the  Mohawk  ic  Malone  By.  Ca,the 
entire  capital  stock  of  the  New  Jersey  Junction  B.  B.  Ca,  the  capital  stock  of  the  New  York  A  Putnam 
B.  B.  Ca,  which  in  turn  owns  the  New  York  A  Northsm  By.  Ca:  it  owns  the  entire  oqiital  stock  of 
the  St.  Lawrence  A  Adirondack  By.  Ca,  the  entire  capital  stock  of  the  West  Shore  B.  B.  Ca,  and  the 
enttrecapital  stock  of  the  New  York  A  Ottawa  By.  Co.  The  $1,000,000  capital  stock  of  the  Tenninal  Rail- 
road of  Buffalo  is  owned  in  equal  proportions  by  the  New  York  Centnl  A  Hudson  Biver  B.  B.  Ca,  and 
the  Lake  Shore  &  Vinhivun  Southern  B.  B.  Ca 

New  York  JfiUKaTdcf  14^  Cb.— The  Conaolldated  Oas  Co.  of  New  York  owns  $l,886;no  of  the 
$8^00,000  capital  stock  of  this  comiMmy. 

New  York,  New  Haven  A  Bgrtfori  R.  R.  Cb.—This  company  owns  tlJMOfiOO  of  the  $2,967/XK)  outstaml- 
ing  capital  stock  of  the  Hartford  A  Connectlout  Western  BaHioad,  which  road  is  leased  to  the  Central  New 
England  Co.,  a  subsidiary  of  the  New  York,  New  Haven  A  Hartford  B.  B.  Co.  This  company  owns 
KJUoi  the  $4,000  preferred  and  $13,106,185  of  the  $68,113,963  common  stock  of  the  New  York,  Ontario  A 
Western  Railway  Co.  This  company  coatiols  the  Millbrook  Co.,  whloh  in  turn  owns  the  New 
York,  Westchester  A  Boston  BaOway  Co. 

New  York,  Ontario  A  Weetem  Rw.  Cb.— The  New  York, New  Haven  A  Hartlbrd  B.  B.  Co.  owns  $3,213 
of  the  $4,000  preferred  and  $13,106,185  of  the  $58,113,983  common  stock  of  this  company. 

New  York,  Philadaphia  A  Norfolk  R.  R,  Cb.— Practically  all  of  the  $2,500/X)0  capital  stock  of  this  com- 
pany Is  owned  by  the  Pennsylvania  B.  B.  Co. 

New  York  A  Putnam  R  R.  Cb.— All  of  the  $6f600,000  capital  sto6k  of  this  comnany  b  owned  by  the 
New  York  Central  A  Hudson  Blver  B.  B.  Co.  The  New  York  A  Putnam  B.  B.  Co.  also  owns  the  New 
York  A  Northem  Bailway  Co. 

New  York,  Suequekanna  A  WttUm  R.  R,  Cb.— The  Erie  B.  B.  Co.  owns  $25/94^  of  the  $36,000/100 
outstanding  capital  stock  of  this  road.  This  company  owns  $10,577,200  of  the  $19,312,500  capital  stock  of 
the  Northem  Central  By.  Co. 

New  York,  Westchetter  A  Boeton  Railwap  Cb.— All  of  the  $5,000,000  outstanding  capital  stock  of  this  com- 
pany is  owned  by  the  Millbrook  Co.,  which  is  controlled  by  tne  Kew  York,  New  Haven  A  Hartford  B.  B. 

Northem  Pacific  R.  R.  Cb.— This  company  owns  $53,800,750  of  the  $110,839,100  outstanding  capital  stock 
of  the  Chicago,  Burlington  A  Quincy  B.  B.  Co. 

Northern  Qtntral  Rp.  Cb.— The  Pennsylvania  B.  B.  Co.  owns  $10,577,200  of  the  $19,343,500  capital  stock 
of  this  company. 

Northweetem  Rp.  cf  South  Cbrolina.— The  Atlantic  Coast  Une  Co.  owns  $50,000  of  the  $100,000  capitsl 
stock  of  this  comnanv. 

Pennevlvania  k.  R.  Cb.— This  company  owns  practically  all  of  the  $2,500,000  capital  stock  of  the  New 
York,  Philadelphia  A  Norfolk  R.  R.  Co.;  it  owns%5,000,od0  of  the  $35,000,000  outstanding  capital  stock  of 
the  Peimsylvanla  Tunnel  A  Tenninal  R.  R.  Co. 

The  Reading  Co.  owns  the  entire  capital  stocks  of  the  Philadelphia  A  Reading  R.  R.  Co.  and  the  Phila- 
delphia A  Reading  Coal  A  Iron  Co.,  and  $14,504.000 of  the  out8tanding$27,436,800  capital  stodc  of  the  Central 
R.  R.  of  New  Jersey.  It  also  owns  the  $30,000,000  puicbMe  money  oonds  of  the  Philadelphia  A  Readmg 
Railroad. 

PciMwyfiwnia  Tumui  A  Termiitui  R.  R.  Cb.— The  Pennsylvania  R.  R.  Co.  owns  $15,000,000  of  tfas 
$36,000,000  outstanding  capital  stock  of  this  company. 

PhOadeipMa  Cb.,  r£»-The  United  Rys.  Investment  Co.  owns  $24,200,000  of  the  $38,626,000  outstaodlnf 
capital  stock  of  this  company.  The  Philadelphia  Co.  owns  all  of  the  $5,000,000  oatsCandiBg  capital  stook 
of  the  Pittsburgh  Rvs.  Co. 

Philadelphia  Rapid  Troneit  Cb.— This  company  leases  the  Union  Tractloa  Co.,  of  Philadelphia,  which  la 
turn  leases  the  Philadelphia  Traction  Co. 

PUtttmrgh  A  Lake  Erie  R.  R.  Cb.— The  Lake  Shore  A  Michigan  Southern  R.  R.  Ca  owns  $7,500,150  of 
the  $21,000,000  outstanding  capital  stock  of  this  company. 

Philadelphia  Traction  Cb..  7*Ae.— This  company  u  leased  by  the  Union  Traction  Ca  of  Philadelphia, 
which  in  turn  Is  leased  bv  tne  Philadelphia  Rapid  Tianait  Ca 

PUtelmrgh,  Beeeemcr  A  Lake  Erie  R.  R.  Cb.— The  Carnegie  Co.,  a  subsidiary  of  the  United  States  Steel 
Corporation,  owns  $5,500,000  common  and  $5,100,000  preferred  of  the  $10,000,000  oonmioa  and  $2,000,000 
preferred  capital  stock  of  this  company. 

PUUtmrgh  Rye.  Co.,  rk«.— All  of  the  $5,000,000  outstanding  capital  stock  of  this  company  is  owned  by  tlis 
Philadelphia  Co. 

Southern  Railway  Cb.— This  company  owns  $5,670,200  of  the  $6,070,000  capital  stock  of  the  Mobile  A 
Ohio  R.  R.  Co. 

Terminal  Railroad  c{  Buffalo,  7^.— The  $1,000,000  capital  stock  of  this  company  is  owned  in  equal  pro- 
portions by  the  New  York  Central  A  Hudson  River  R.  R.  Co.  and  the  Lake  Shore  A  Michigan  Southeni 
K.  R.  Co. 

Union  Traction  Cb.— This  company  leases  the  Philadelphia  Traction  Co.  and  is  leased  by  the  Philadelphia 
Rapid  Transit  Co. 

United  Rys.  Invettment  Cb.— This  company  owns  $24,200,000  of  the  $38,636,000  outstanding  capital  stock 
of  the  Philadelphia  Co. 

Western  Ry.  of  Alabama.— 1\i»  $3,000,000  capital  stock  of  this  company  is  owned  Jointly  by  the  Louis- 
ville A  Nashville  R.  R.  Co.  and  the  Atlantic  Coast  Line  R.  R.  Co. 

We9t  Shore  R.  R.  Cb.— The  entire  $10,000,000  capital  stock  of  this  company  la  owned  by  the  New  York 
Central  A  Hudson  River  R.  R.  Co. 

Western  Union  Telegraph  Cb.— The  American  Telephone  A  Telegraph  Co.  owns  a  majority  of  the 
$32,000,000  outstanding  capital  stock  of  this  company. 
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kxhibit  f. 

Pl^tb  Aorbxmxnt. 
aorbbmbnt  a. 

Tilis  agreement,  made  and  entered  into  this  9th  day  of  November,  1900,  by  and 
between  Carnegie  Steel  Co.,  Jonee  &  Laughlins  (Ltd.)t  Illinois  Steel  Co.,  Crucible  Steel 
Go.  of  America,  Otis  Steel  Co.,  Tidewater  Steel  Co.,  Lukens  Iron  &  Steel  Co.,  Worth 
Bras.  Co.,  Cential  Iron  A  Steel  Co.,  the  American  Wire  &  Steel  Co.,  the  Glasgow  Iron 
Co.~ 

Witnesseth  that  the  above  said  parties  have  mutually  agreed  to  and  with  each  other 
to  form  an  association  for  mutual  interests,  and  to  enable  them  to  pay  liberal  wages  to 
their  workmen,  to  be  known  as  the  Steel  Plate  Aaaociation  of  the  United  States: 

FiiBt.  Each  of  the  parties  above  named  being  manufacturers  and  sellers  of  steel 
plates,  shall,  by  reason  of  such  manufacture  and  sale,  be  entitled  to  membership  in 
this  asBodation,  and  each  of  the  parties  hereto  shall  be  entitled  to  portion  of  all  ehip- 
ments  in  the  following  proportions: 

Ottnegie  Steel  Co 46.25 

Jones  Sc  Laughlins  (Ltd.) 4. 75 

Illinois  Steel  Co 11.00 

Crucible  Steel  Co.  of  America 4. 50 

OtisSteelCo 2.50 

Tidewater  Steel  Co 3.00 

Lukens  Iron  d  Steel  Co ^ 7.50 

Worth  Broe.  Co 7.00 

Central  Iron  A  Steel  Co 8.00 

American  Steel  d  Wire  Co 5. 50 

Glasgow  Iron  Co.  to  the  extent  of  sales  and  output  up  to  40,000  tons,  should  they  be 
able  to  accomplish  them,  prior  to  December  31, 1901. 

Second.  The  officers  of  this  association  shaU  be  as  follows:  A  president,  a  treasurer, 
t  commissioner,  and  an  executive  committee  consisting  of  six  members,  including  the 
president.  The  conclusions  of  the  executive  committee  meetings  shall  be  at  once 
communicated  to  all  the  members  of  this  association. 

Third.  Each  member  of  this  associatbn  shall,  on  or  before  the  10th  day  of  December, 
1900,  and  on  or  before  the  tenth  day  of  each  and  every  month  thereafter  during  the 
tenn  of  this  agreement,  or  any  extension  thereof,  render  to  the  commissioner  of  this 
iSBodation  a  statement,  which  statement  shall  be  sworn  to,  or  affirmed  to,  by  one  of 
the  principal  executive  officers  of  the  member  so  making  the  report,  or  in  case  the 
member  so  making  the  report  is  a  copartnership,  then,  in  that  case,  the  report  shall 
be  sworn  to,  or  affirmed  to,  by  one  of  the  firm  holding  membership  in  this  association, 
which  oath  or  affirmation  shall  be  to  the  e£fect  that  the  report  so  made  is  a  true  and 
correct  report  of  all  the  material  described  in  the  first  clause  of  this  agreement,  which 
was  shipped  by  the  member  making  the  report  during  the  month  for  which  the  report 
is  made;  the  form  of  the  report  and  oath  of  affirmation  as  to  its  correctness  shall  be 
fumikhed  by  the  commissioner  and  shall  include  a  statement  of  the  rolling  production 
for  each  month;  and  upon  the  commissioner's  receiving  from  the  respective  members 
their  reports,  as  aforesaid,  he,  the  commissioner,  shall  render  to  each  member  monthly, 
IS  soon  as  possible  after  the  receipt  of  all  the  statements  of  all  the  members,  copies  of 
statements  last  rendered  by  each  member,  and  shall  forthwith  "state  an  account," 
cfaaiging  each  member  who  has  shipped  during  the  month  more  than  its  or  their 
percentage  of  the  total  amount  shipped  by  all  the  members  of  the  association,  the 
nun  of  thirty-five  hundredths  of  a  cent  per  pound  on  each  and  every  pound  of  such 
excess,  and  crediting  each  member  who  has  not  shipped  its  or  their  percentage  of  the 
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total  amount  shipped  by  all  the  memben  of  the  aMOciation,  with  the  sum  of  thirty-fi^re 
hundredths  of  a  cent  per  pound  on  each  and  every  pound  which  it  or  they  £ail  to  ship 
during  the  month  for  which  the  reports  are  made,  as  aforesaid,  and  as  a  basia  of  cal- 
culation making  such  ''statement  of  account,"  the  commissioner  shall  use  the  table 
of  percentages  as  set  forth  in  the  first  clause  of  this  agreement;  and  upon  the  statement 
of  such  account  by  the  commissioner,  he  shall  immediately  mail  a  copy  thereof  to 
each  member  of  this  association,  and  within  five  days  after  the  receipt  of  any  account 
by  the  member  of  this  assodataon,  which  account  shaU  diow  diat  the  member  receiving 
the  same  is  indebted  to  tiie  association,  tbe  member  so  receiving  its  or  their  account, 
showing  its  or  their  indebtedness,  ahall  forward  to  the  treasurer  a  check  or  sig^t  draft 
dnkwn  to  the  order  of  T.  Mellon  A  Sons,  in  payment  of  sudi  indebtedness,  which  check 
or  sig^t  draft  the  tpeasuiw shall  d^xMt  in  the  said  T.  Mellon  A  Sons*  bank,  Pittsburgh, 
F^.,  to  the  crsdit  of  this  association  and  remain  to  the  credit  of  the  member  paying 
on  excess  of  riiipawnts  and  being  increased  or  diminished  as  each  month's  business 
rfiows.  It  shall  be  the  right  and  privilegeof  each  member,  who  shall  not  have  diipped 
his  full  percentage,  to  call,  through  the  commissioiier,  on  the  members  who  have  made 
an  excess,  to  transfer  to  the  short  member  a  sufficient  amount  of  tonnage,  or  otherwise 
enable  him  to  fill  up  his  order  book.  It  being  the  intent  of  this  agreement  that  each 
member  shall  ship  his  entire  percentsge,  and  at  the  end  of  each  year  it  shall  be  the 
duty  of  the  commissioner  to  so  arrange  between  the  members  as  to  have  the  pool 
balanced;  but  any  member  unable,  at  the  end  of  each  year,  to  produce  his  allotm^it, 
after  first  deducting  his  exempted  tonnage,  shall  forfeit  such  unproduced  toimage, 
which  shall  be  divided  among  the  other  members  of  the  pool  in  propoition  to  their 
respective  tonnage  allotments. 

Fourth.  To  insure  the  rendering  of  the  statements  and  the  foithful  adherence 
ol  each  party  to  the  terms  of  this  agreement,  a  guarantee  fund  of  $100,000  shall 
be  formed  by  the  payment  on  or  before  December  3,  1900,  of  $1,000  for  each  per 
cent  of  allotment,  as  provided  for  in  the  first  clause  of  this  agreement,  to  the  treasurer, 
which  fund  shall  be  deposited  or  invested  as  directed  by  the  executive  committee, 
in  trust  for  the  members  in  the  same  proportion  as  received,  subject,  however,  to 
such  forfeiture  or  penalty  as  may  be  declared  by  a  vote  of  a  remainder  ol  the  mem- 
hers  against  any  member  violating  the  terms  of  this  sgreement,  and  as  hereinafter 
provided. 

Fifth.  Whereas  it  has  been  agreed  by  and  between  all  the  members  of  this  asso- 
ciation to  exempt  certain  tonnage  to  cover  orders  already  taken,  it  is  agreed  that 
such  exemption  shall  be  as  follows: 


Carnegie  Steel  Co 140,000 

Jones*  Laughlins  (Ltd.) 9,400 

lUinois  Steel  Co 15,394 

Crucible  Steel  Co.  of  America 2,687 

Otis  Steel  Co 1,740 

Tidewater  Steel  Co 2,520 

Lukens  Iron  &  Steel  Co 5,778 

Worth  Bros.  Co 8,863 

Central  Iron  &  Steel  Co 15,116 

The  American  Steel  &  Wire  Co 7,965 

Glasgow  Iron  Co 

It  is  understood  that  those  who  hold  exemptions  under  this  agreement  are  to  pro- 
portion the  shipments  applying  to  them  in  monthly  allotments,  between  the  date  of 
this  arrangement  and  January  1, 1902,  and  such  shipments' shall  not  be  subject  to  the 
pool  assessment. 

Sixth.  It  is  required  that  all  plates  shipped  into  the  States  bordering  on  the  Pacific 
coast,  and  to  be  actually  used  in  the  territory  into  which  they  are  shipped,  and  also 
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an  platee  actoaUy  exported  for  nae  outside  the  liznits  of  the  Uxuted  States,  to  be  re- 
ported to  the  commissioner,  together  with  bills  of  lading,  or  other  evidence  of  expor- 
lalioo,  for  actual  use  abroad,  sati^actory  to  him  (said  evidence  to  be  confidential  and 
not  to  be  diculated  among  the  membeiB).  Such  tonnage  will  be  deducted  from  the 
BMiber's  report,  and  the  agieed  pool  tax  chaiged  on  the  balance. 

fievsnth.  Upon  receiving  the  written  request  of  two  members  of  the  association, 
stating  the  object,  the  commissioner  shall,  upon  the  approval  of  the  executive  com- 
mittse,  call  a  meeting  of  the  parties  to  this  agreement,  to  be  held  within  five  days 
ten  date  of  his  receiving  such  written  request. 

Eighth.  If  at  any  time  any  of  the  parties  heroto  shall  have  reason  to  suppose  that 
any  other  paity  or  parties  to  the  agreement  have  violated  any  of  the  provisions  of 
&is  sgnement,  the  said  party  so  supposing  the  agreement  has  been  violated,  shall 
fiis  with  the  oommiasioner  of  the  association,  a  bill  of  complaint  against  the  party  or 
parties  so  suspected  of  such  violaticm,  which  bill  of  complaint  shall  fully  set  forth 
ths  act  or  acts  complained  of,  together  with  all  the  matters  or  things  connected  there- 
with; the  said  bill  of  complaint  diall  be  in  writing,  and  shall  furnish  all  the  evidence 
that  can  be  submitted  in  connection  with  the  alleged  violation,  and  upon  receipt  by 
the  coDuniasoner  of  any  and  all  bills  of  complaint,  as  aforesaid,  he  shall  forthwith 
use  his  best  offices  to  have  the  accuser  and  accused  arrive  at  an  amicable  settlement, 
fadHag  in  which  he  shall  then  submit  all  the  information  he  may  have  to  the  execu- 
tiYS  committee  for  action;  if  the  said  executive  committee  shall  determine  that  the 
dttiges  have  been  sustained,  they,  the  executive  committee,  shall  impose  a  penalty 
afoot  leas  than  $1,000,  nor  more  than  the  amount  standing  to  the  credit  of  the  member 
so  panidied,  in  the  guaranty  fund  at  the  time  the  fine  is  imposed  upon  the  party  so 
tdjudged  as  having  violated  the  agreement,  but  if  the  executive  committee  diall 
detsimine  that  the  charges  have  not  been  sustained,  they  shall  dismiss  the  complaint 
from  further  consideration  by  them.  It  is  further  understood  and  agreed  that  no 
member  of  the  executive  committee  shall  act  upon  any  bill  of  complaint  made  by, 
or  made  against  the  member  of  the  association  which  he  represents,  nor  shall  any 
lepresentative  of  a  member  of  the  association  vote  upon  any  bill  of  complaint  brought 
by  or  brought  against  the  member  of  the  association  he  represents.  Any  penalty 
imposed  by  the  executive  committee  will  be  collected  by  the  treasurer,  deducting 
the  amount  thereof  from  the  deposit  made  by  the  member  against  whom  the  penalty 
11  imposed,  to  the  guaranty  fund,  as  provided  for  in  clause  fourth  of  this  agreement, 
within  two  weeks  after  such  penalty  is  thus  imposed,  the  sum  thereof  shall  be  trans- 
fened  pro  rata  as  per  allotments  to  the  accounts  of  the  members  of  the  association, 
excluding  the  member  against  whom  the  penalty  is  imposed,  by  the  treasurer  of  the 
•snciation,  in  which  case  the  member  so  punished  shall  immediately  remit  an  amount 
aiflSdent  to  make  good  the  sum  taken  from  the  guaranty  fund. 

Id  case  the  offending  member  shall  appeal  to  the  association,  and  the  action  of 
the  executive  committee  shall  not  be  sustained  by  a  majority  vote  of  membere  of  the 
add  association,  then  the  fine  imposed  shall  be  remitted,  and  any  s\mi  that  the  member 
may  have  paid  into  the  association  by  reason  of  this  shall  be  returned. 

Nmth.  No  consideration,  in  the  nature  of  brokerage  or  commission,  shall  be  paid 
to  anyone  on  sales  of  plates  on  and  after  January  1,  1901. 

All  Bales  between  parties  to  this  agreement  shall  be  at  pool  prices,  as  provided  in 
Igreement  "  B,"  and  aU  shipments  shall  be  reported  by  tiie  manufacturer  on  which 
pool  tax  will  be  charged  the  same  as  to  outside  parties,  the  purchaser  also  to  report 
ih^menta  of  all  such  materials  so  bought,  for  which  they  shall  claim  and  receive 
credit. 

Tenth.  At  any  meeting  of  the  members  of  this  association,  called  by  the  commis- 
nmer,  as  herein  provided,  any  party  or  parties  may  give  three  months'  notice  of 
withdrawal  herefrom,  but  no  such  notice  shall  take  eltect  prior  to  January  1,  1902. 
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Statements  shall  amtinue  to  be  rendered  of  all  platee  shipped  op  to  date  of  audi  witli- 
drawal,  the  x>ool  aaseaBment  to  be  chaiged  thereon. 

Eleventh.  In  caee  other  firms  or  corporations  are  admitted  as  partnem  to  thk  agree- 
ment, the  percentage  of  the  pool  allotted  to  each  shall  be  deducted  pro  fata  from  the 
percentages  of  the  members  immediately  prior  to  the  time  of  its  admissicm;  and  in  case 
any  of  the  parties  hereto,  or  any  of  the  parties  hereafter  admitted,  shall  witlfdxaw,  the 
percentage  of  the  pool  allotted  to  such  withdrawing  party  or  parties  ahaU  be  added 
pro  rata  to  the  percentages  of  the  parties  remaining.  In  such  case,  the  commisnoiier 
shall  compute  and  report  the  new  percentages  to  the  nearest  one-hundredth  oi  I  per 
cent,  which  degree  of  accuracy  shaU  be  deemed  sufficient. 

Twelfth.  The  agreement  herein  made  of  percentages,  the  amount  of  the  guaraiity 
fund  as  herein  provided,  and  the  agreement  to  maintain  minimum  fixed  rates  as  cov- 
ered in  agreement  "B,"  shall  not  be  altered,  amended,  or  changed  in  aay  respect, 
except  by  the  unanimous  consent  of  all  parties  to  this  agreement. 

Thirteenth.  To  provide  for  the  prompt  payment  of  all  salariss,  rents,  and  other 
expenses,  a  general  expense  fund  shall  be  called  in  as  needed  by  the  tssasuxar,  in 
proportion  to  the  percentage  allotted  each  member  of  the  association. 

Fourteenth.  No  matter  of  account,  or  tmderstanding  outside  of  this  agreement, 
shall  affect  the  settlements  herein  provided  for,  either  as  an  offset  or  otherwise,  nor 
shall  any  written  or  unwritten  agreement  of  the  parties  hereto,  at  any  of  them,  to 
establish  and  maintain  uniformity  of  prices,  or  any  controversy  arising  out  of  any  such 
agreement,  or  any  failure  to  carry  out  any  of  its  provisions,  or  te  maintain  prioes,  affect 
in  any  way  the  rendering  of  the  statements  and  the  making  of  the  settlements  herein 
required. 

Fifteenth.  Whenever  this  agreement  shall  have  been  terminated,  the  balance  of 
the  deposit,  with  accumulated  interest  remaining  in  the  hands  of  the  treasurer  to 
the  credit  of  each  party,  after  provision  shall  have  been  made  for  the  payment  of 
all  expenses,  shall  be  returned  to  it,  provided  it  shall  have  rendered  all  the  state- 
ments required  from  it  under  this  agreement,  and  have  paid  all  its  debtor  balances. 
In  case  any  party  hereto  shall  not  have  fulfilled  its  money  obligations  under  this 
agreement,  the  amount  it  has  on  deposit  in  the  guaranty  fund  shall  be  applied  toward 
the  fulfillment  of  those  obligations,  and  the  excess,  if  any,  returned  to  it.  But  in 
case  any  party  shall  not  have  fulfilled  its  agreement  to  render  the  monthly  statement 
under  this  agreement,  the  amount  it  has  on  deposit  in  the  guaranty  fund,  or  the 
excess  thereof,  as  above  stated,  shall  be  divided  among  the  parties  who  shall  have  ful- 
filled their  obligations  under  this  agreement,  in  the  propotion  of  their  respective 
percentages. 

Sixteenth.  For  all  purposes  of  this  contract,  a  ton  shall  be  taken  and  held  as  two 
thousand  (2,000)  pounds. 

In  witness  whereof  the  parties  hereto  have  signed  this  agreement  the  day  and  year 
first  above  written.    (Hearings  pp.  55&-668.) 


Strvctctral  Stbbl  Aouebmsmt. 
▲orbbment  a. 

This  agreement,  made  and  entered  into  this  1st  day  of  January,  1897,  by  and  between 
the  Passaic  Rolling  Mill  Co.,  Pottsville,  Iron  &  Steel  Co.,  A.  A  P.  Roberts  Co.,  Cambria 
Iron  Co.,  Phoenix  Iron  Co.,  New  Jersey  Steel  &  Iron  Co.,  Universal  Constmction  Co., 
the  Carnegie  Steel  Co.  (Ltd.),  Cleveland  Rolling  Mill  Co.,  Jones  &  LaughUn  Steel 
Co.  (Ltd.). 

Witnesseth  that  the  above  said  parties  have  mutually  agreed  to  and  with  eadi  other 
to  form  an  association  to  be  known  as  the  Structural  Steel  Association  of  tiie  United 
States. 
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First.  Each  of  the  above  parties  named,  being  manufacturers  and  sellers  of  steel 
X  beams  and  channels  of  sizes  not  less  than  3  inches  in  depth,  shall,  by  reason  of  such 
iBOTufactare  and  sale,  be  entitled  to  memberahip  in  this  association,  and  each  of  the 
parties  hereto  shall  be  entitled  to  such  portion  of  all  sales  by  parties  hereto  of  I  beams 
and  channels  of  sizes  not  less  than  3  inches  in  depth  (except  I  beams  and  channels 
for  use  in  car  construction  and  deck  or  bulb  beams)  as  is  allotted  to  it  under  the  follow- 
ing table: 

Percent. 
The  Cam^e  Steel  Co.  (Ltd.) 49} 

Joneed(Laughlin(Ltd.) 12f 

A.  d  P.  Roberts  Go llj 

Ptosaic  Rolling  Mill  Co 6 

Phoenix  Iron  Co 5 

Cambria  Iron  Co 6 

Univeraal  Construction  Co 4J 

Pottaville  Iron  A  Steel  Co 3 

Cleveland  Rolling  Mill  Co 3 

100 

It  being  understood  that  members  of  this  association  having  bridge  works  wherein 
beams  and  channels,  as  covered  by  this  agreement,  are  consumed  shall  report  to  this 
araociation  aU  shipments  to  such  departments  and  pay  the  agreed  pool  tax  as  herein- 
after provided  on  shipments  so  made  (except  such  as  are  used  in  the  construction  of 
buildings  for  their  own  respective  works,  which  tonnage  shall  be  reported  and  credit 
given  therefor). 

Second.  The  officers  of  this  association  shall  be  as  follows:  A  president,  a  treasurer, 
a  commissioner,  and  an  executive  committee  consisting  of  three  members  (the  presi- 
dent being  a  member  of  the  executive  committee  ex  officio). 

Third.  Each  member  of  thib  association  (the  New  Jersey  Steel  &  Iron  Co.  excepted) 
shall,  on  or  before  the  10th  day  of  February,  1897,  and  on  and  before  the  10th  day  of 
(«rh  and  every  month  thereafter  during  the  terms  of  this  agreement,  or  any  extension 
thereof,  render  to  the  commissioner  of  this  association  a  statement,  which  statement 
shall  be  sworn  to  or  affirmed  to  by  one  of  the  principal  executive  officers  of  the  mem- 
hcT  80  making  the  report,  or  in  case  the  member  so  making  the  report  is  a  copartner- 
ship, then  in  that  case  the  report  shall  be  sworn  to  or  affirmed  to  by  one  of  the  firm 
holding  memberahip  in  this  association,  which  oath  or  affirmation  shall  be  to  the 
effect  that  the  report  so  made  is  a  true  and  correct  report  of  all  the  material  described 
in  the  first  clause  of  this  agreement  which  was  shipped  by  the  member  making  the 
report  during  the  month  for  which  the  report  is  made;  the  form  of  the  report  and  oath 
or  affirmation  as  to  its  correctness  shall  be  furnished  by  the  commissioner.  And 
upon  the  conunissioner's  receiving  from  the  respective  members  their  reports,  as 
aforesaid,  he,  the  commissioner,  shall  render  to  each  member  monthly,  as  soon  as 
possible  after  the  receipt  of  all  the  statements  of  aU  the  members,  copies  of  statements 
last  rendered  by  each  member,  and  shall  forthwith  '* state  an  account,'*  charging  each 
member  who  has  shipped  during  the  month  more  than  its  or  their  percentage  of  the 
total  amount  shipped  by  all  the  members  of  the  association  the  sum  of  five-tenths 
cent  per  pound  on  each  and  every  pound  of  such  excess  and  crediting  each  member 
who  haa  not  shipped  its  or  their  percentage  of  the  total  amount  shipped  by  all  the 
members  of  the  association  with  the  sum  of  five-tenths  cent  per  pound  on  each  and 
every  pound  which  it  or  they  fail  to  ship  during  the  month  for  which  the  reports  are 
made,  as  aforesaid;  and  as  a  basis  of  calculation  in  making  such  ''statement  of  account" 
the  commissioner  shall  use  the  table  of  percentages  as  set  forth  in  the  first  clause  of 
this  agreement. 

And  upon  the  statement  of  such  account  by  the  commissioner  he  shall  immediately 
mail  a  copy  thereof  to  each  member  of  this  association,  and  within  five  days  after  th^ 

M»46"— H.  Rept.  1127,  62-2 15 


226       IKVESTIOATION  OF  UNITED  STATES  STEEL  COBPOBATION. 

X6oeipt  of  any  account  by  the  member  of  this  association,  which  account  shall  shoiw 
that  Uie  member  receiving  the  same  is  indebted  to  the  association,  the  member  00 
receiving  its  or  their  account  showing  its  or  their  indebtedness  shall  forward  to  the 
treasurer  a  check  or  sight  draft  drawn  to  the  order  of  T.  Mellon  &  Sons,  in  payment  of 
such  indebtedness,  which  check  or  sight  draft  the  treasurer  shall  deposit  in  the  said 
T.  Mellon  &  Sons'  bank  to  the  credit  of  this  association,  and  ioimediately  upon  the  treas- 
urer receiving  from  the  members  all  their  respective  remittances,  in  payment  of  their 
indebtedness  to  the  association,  for  any  month,  he,  the  treasurer,  shall  notify  the 
respective  members  whom  the  aforesaid  "account  stated"  shall  show  to  be  crediton 
of  the  association  for  any  month  to  draw  on  him  (the  treasurer)  for  the  amount  due  to 
them  as  shown  by  said  ''account  stated,"  and  upon  receipt  of  their  several  dialts  so 
made  the  treasurer  shall  accept  the  same  payment  at  T.  Mellon  &  Sons,  and  chaige  the 
amounts  thereof  to  the  fund  created  by  the  payments  made  by  the  members  who 
shipped  in  excess  of  their  proportion  during  the  month  for  which  the  "account  stated  ** 
was  made,  thus  closing  that  account  each  month. 

Fourth.  To  insure  the  rendering  of  the  statements  and  the  settlement  of  the  bal- 
ances due  between  the  members  of  this  association  at  the  time  required  by  the  provi- 
sions of  this  agreement,  each  member  (the  New  Jersey  Steel  &  Iron  Co.  excepted) 
shall,  immediately  after  the  signing  of  this  agreement,  remit  to  the  treasurer  its  or 
their  check  or  sight  draft  for  the  sum  of  $2,500,  and  shall,  on  or  before  the  lOth  day  of 
each  month  thereafter,  remit  its  or  their  check  or  sight  draft  for  $500;  the  said  checks 
or  sight  drafts  shall  be  made  in  favor  of  T.  Mellon  &  Sons,  who  shall  become  the  de- 
pository of  all  the  proceeds  of  such  checks  or  sight  drafts,  which  shall  form  a  guaranty 
fund  and  be  held  by  said  T.  Mellon  &  Sons  during  the  continuance  of  this  agreement, 
or  any  extension  thereof,  and  disposed  of  finally  as  hereinafter  provided. 

It  being  understood  that  when  the  said  guaranty  fund  reaches  the  sum  total  of 
$45,000,  that  the  payments  toward  said  fund  shall  thereupon  cease. 

Fifth.  Whereas  it  has  been  agreed  by  and  between  the  several  other  memben 
and  the  New  Jersey  Steel  &  Iron  Co.  that  the  works  of  the  said  New  Jersey  Steel  & 
Iron  Co.  shall  remain  inoperative  in  the  manufacture  of  I  beams  and  channels,  of 
sized  coming  imder  the  provision  of  and  during  the  life  of  this  agreement,  in  consid- 
eration of  which  the  New  Jersey  Iron  &  Steel  Co.  shall  receive  from  this  association 
the  sum  of  $5,000  per  month.  Said  sum  of  $5,000  to  be  paid  by  the  several  other  mem- 
bers in  proportion  to  their  allotments  as  shown  by  the  table  in  the  first  clause  of  this 
agreement.  On  the  tenth  day  of  each  month  the  treasurer  shall  draw  at  sight  on  the 
respective  parties  to  this  agreement  for  the  proportionate  amount  of  the  indebted- 
ness and  when  all  such  drafts  shall  have  been  paid,  he  shall  immediately  notify  the 
New  Jersey  Steel  &  Iron  Co.  to  draw  upon  him  at  sight  for  the  sum  of  $5,000, 
thud  closing  this  account  each  month.  In  case  any  draft  which  the  treasurer  shall 
make,  as  in  this  clause  provided,  shall  not  be  promptly  paid,  the  amount  of  such 
draft  shall  be  taken  from  the  deposition  the  guarantee  fund  of  the  party  failing  to 
pay  such  draft,  and  payment  made  to  the  New  Jersey  Steel  &  Iron  Co.,  the  same 
as  if  all  such  drafts  of  the  treasurer  has  been  paid,  and  such  party  shall  immediately 
remit  to  the  treasurer  an  amount  sufficient  to  make  good  the  sum  so  taken  from  the 
guarantee  fund. 

Sixth.  Whereas  it  has  been  agreed  by  and  between  all  the  members  of  this  asso- 
ciation (the  New  Jersey  Steel  &  Iron  Co.  excepted)  to  exempt  all  members  except 
the  Phoenix  Iron  Co.,  to  the  extent  of  5  per  cent  of  300,000  tons,  in  the  proportions 
expressed  in  the  table  of  allotments  contained  in  clause  1  of  this  agreement;  the 
aforesaid  Phoenix  Iron  Co.  to  be  exempted  to  the  amount  of  11,000  tons;  the  pool 
assessment  shall  not  be  charged  an  any  member's  shipments  until  it  or  they  shall 
have  completed  its  or  their  quota  of  exempted  tonnage. 

Seventh.  It  is  required  that  all  I  beams  and  channels  shipped  into  the  States  bo^ 
dering  on  the  Pacific  coast  and  to  be  actually  used  in  the  territory  into  which  it  10 
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dxq>ped  and  also  all  I  beams  and  channels  actually  exported  for  use  outside  the  limits 
of  the  United  States  be  reported  to  the  commissioner  together  with  bills  of  lading  or 
other  evidence  of  exportation  satisfactory  to  him  (said  evidence  to  be  confidential 
and  not  to  be  circulated  among  the  members).  Such  tonnage  will  be  deducted  from 
the  member's  report  and  the  agreed  pool  tax  chaiged  on  the  balance. 

Eighth.  Upon  receiving  the  written  request  of  any  one  member  of  the  association 
the  commissioner  shall  caU  a  meeting  of  the  parties  to  this  agreement,  to  be  held 
within  five  days  from  the  date  of  his  receiving  such  written  request. 

Ninth.  If  at  any  time  any  of  the  parties  hereto  shall  have  reason  to  suppose  that 
any  other  party  or  parties  to  the  agreement  have  violated  any  of  the  provisions  of  this 
sgreemeat,  the  mid  party  so  supposing  the  agreement  has  been  violated  shall  file  with 
the  comTnissioner  of  the  association  a  bill  of  complaint  against  the  party  or  parties  so 
inspected  of  such  violation,  which  bill  of  complaint  shall  fully  set  forth  the  act  or 
acts  complained  of,  together  with  all  the  matters  or  things  connected  therewith.  The 
said  bill  of  complaint  shall  be  in  writing  and  shall  furnish  all  the  evidence  that  can  be 
submitted  in  connection  with  the  alleged  violation,  and  upon  receipt  by  the  commie- 
sioner  of  any  and  all  bills  of  complaint  as  aforesaid,  he  shall  forthwith  use  his  best 
offices  to  have  the  accuser  and  accused  arrive  at  an  amicable  settlement,  failing  in 
which,  he  shall  submit  all  the  information  he  may  have  to  the  executive  conunittee 
for  action.  If  the  said  executive  committee  shall  determine  that  the  charges  have  been 
BQstained,  they,  the  executive  committee,  shall  impose  a  penalty  not  less  than  $1,000, 
nor  more  than  the  amount  standing  to  the  credit  of  the  member  so  punished  in  the 
guaranty  fund  at  the  time  the  fine  is  imposed  upon  the  party  so  adjudged  as  having 
violated  the  agreement,  but  if  the  executive  committee  shall  determine  that  the 
charges  have  not  been  sustained,  they  shall  dismiss  the  complaint  from  further  con- 
aideiation  by  them.  It  being  further  understood  and  agreed  that  no  member  of  the 
executive  committee  shall  act  upon  any  bill  of  complaint  made  by  or  made  against 
the  member  of  the  association  which  he  represents,  nor  shall  tfny  representative  of  a 
member  of  the  association  vote  upon  any  bill  of  complaint  brought  by  or  brought 
i^gainst  the  member  of  the  association  which  he  represents.  Any  penalty  imposed  by 
the  executive  committee  will  be  collected  by  the  treasurer,  deducting  the  amount 
thereof  from  the  deposit  made  by  the  member  against  whom  the  penalty  is  imposed  to 
the  guaranty  fimd,  as  provided  for  in  clause  fourth  of  this  agreement,  within  two  weeks 
after  such  penalty  is  thus  imposed,  the  sum  thereof  shall  be  transferred  pro  rata  as 
per  allotments  to  the  accounts  of  the  members  of  the  association,  excluding  the  member 
against  whom  the  penalty  is  imposed,  by  the  treasurer  of  the  association,  in  which  case 
the  member  ao  punished  shall  immediately  remit  an  amount  sufficient  to  make  good 
the  sum  taken  from  the  guaranty  fund. 

In  case  the  offending  member  should  appeal  to  the  association  and  the  action  of 
the  executive  conunittee  should  not  be  sustained  by  a  majority  vote  of  said  associ- 
ation, then  the  fine  imposed  shall  be  remitted  and  any  sum  that  the  member  may 
have  paid  into  the  association  by  reason  of  this  shall  be  returned. 

Tenth.  No  member  of  this  association  (the  New  Jersey  Steel  &  Iron  Go.  excepted) 
shall  make  any  lump-sum  bid,  nor  shall  they  or  it  erect  any  building,  directly  or 
indirectly.  This  applies  only  to  members  as  **  Rolling  Mills. "  Any  question  arising 
as  to  the  interpretation  of  this  clause  shall  be  referred  to  the  commissioner  for  his 
immediate  decision. 

Eleventh.  No  consideration  in  the  nature  of  brokerage  or  commission  is  to  be 
allowed,  except  to  the  accredited  agents  of  the  parties  to  this  agreement,  whose 
names  shall  be  on  file  with  the  commissioner;  and  in  no  case  will  it  be  permissible 
for  such  commission  to  be  divided. 

No  sales  or  contracts  shall  be  made  to  or  with  middlemen  except  on  specific  work 
fct  immediate  specifications. 
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All  Baled  between  parties  to  this  agreement  shall  be  at  pool  prices,  as  provided  in 
agreement  '*  B, "  and  all  shipments  shall  be  reported  by  the  manufacturer,  on  which 
the  pool  tax  will  be  charged  the  same  as  to  outside  parties,  the  purchaaer  also  to  report 
shipments  of  all  such  material  so  bought,  for  which  they  shall  claim  and  receive  credit. 

Twelfth.  At  any  meeting  of  the  members  of  this  aasociation,  called  by  the  com- 
missioner as  herein  provided,  any  party  or  parties  may  give  notice  of  withdrawal 
herefrom,  but  no  such  notice  shall  take  effect  until  January  1,  1898.  If  the  aggre- 
gate pool  percentages  of  the  parties  giving  such  notice  of  withdrawal  shall  amount  U> 
less  than  4  per  cent,  this  agreement  shall  continue  in  force  as  between  the  remaining 
parties,  but  if  such  aggregate  shall  amount  to  4  per  cent  or  more  this  agreement  shall 
terminate  at  the  time  so  fixed.  But  statements  shall  continue  to  be  rendered  of  all 
I  beams  and  channels  shipped  up  to  date  of  its  termination,  the  pool  assessment. 

Thirteenth.  The,  percentages  of  the  parties  hereto  or  of  their  successors  (including 
as  such  any  concern  mainly  owned  or  controlled  by  any  of  the  said  parties  or  any 
of  their  stockholders),  shall  be  maintained  in  the  same  relative  proportion  until 
otherwise  agreed,  and  if  any  party  shall  at  any  time  have  more  than  one  successor  or 
allied  concern,  the  aggregate  percentages  allotted  to  itself  and  all  its  successors  and 
allied  concerns  shall  not  exceed  the  percentage  that  the  original  concern  would  have 
been  entitled  to  if  it  had  continued  alone  its  relations  to  the  other  parties  under  this 
agreement,  and  the  parties  thereto  shall  include  in  their  statement  the  shipments 
for  such  successors  and  allied  concerns. 

Fourteenth.  In  case  other  firms  or  corporations  are  admitted  as  partners  to  this 
agreement,  the  percentage  of  the  pool  allotted  to  each  shall  be  deducted  pro  rata  from 
the  percentages  of  the  members  immediately  prior  to  the  time  of  its  admission;  and 
in  case  any  of  the  parties  hereto  or  any  of  the  parties  hereafter  admitted  shall  with- 
draw, the  percentage  of  the  pool  allotted  to  such  withdrawing  party  or  parties  shall 
be  added  pro  rata  to  the  percentages  of  the  parties  remaining.  In  such  case  the 
commissioner  shall  compute  and  report  the  new  percentages  to  the  nearest  one- 
hundredth  of  1  per  cent,  which  degree  of  accuracy  shall  be  deemed  sufllcient. 

Fifteenth.  The  allotment  herein  made  of  percentages,  the  amount  of  the  guaranty 
fund,  and  the  payment  made  to  the  New  Jersey  Steel  &  Iron  Co.,  as  herein  provided, 
shall  not  be  altered,  amended,  or  changed  in  any  respect,  except  by  the  unanimous 
consent  of  all  the  parties  to  this  agreement,  but  any  other  matten  or  things  whatso- 
ever which  concern  this  agreement  or  the  association  formed  thereby  or  any  regula- 
tions hereafter  adopted,  may,  at  any  time,  be  abrogated  or  amended  or  altered  at  any 
meeting  of  the  members  of  this  association,  provided  that  #wo-third8  of  the  members 
of  the  association  are  present  thereat,  that  they  represent  at  least  two-thirds  of  the 
percentage  allotted  to  all,  and  vote  in  fovor  thereof. 

Sixteenth.  To  provide  for  the  prompt  payment  of  all  salaries,  rents,  and  other 
expenses  (except  the  payment  which  is  to  be  made  monthly  to  the  New  Jersey  Steel 
&  Iron  Co.),  a  general  expense  fund  shall  be  called  in  as  needed  by  the  treasurer  in 
proportion  to  the  percentage  allotted  each  member  in  the  association. 

Seventeenth.  No  matter  of  account  or  understanding  outside  of  this  agreemenO 
shall  affect  the  settlements  herein  provided  for,  either  as  an  offset  or  otherwise,  nor 
shall  any  written  or  unwritten  agreement  of  the  parties  hereto,  or  any  of  them,  to 
establish  and  maintain  uniformity  in  prices,  or  any  controversy  arising  out  of  such 
agreement,  or  any  failure  to  carry  out  any  of  its  provisions,  or  to  maintain  prices, 
affect  in  any  way  the  rendering  of  the  statements  and  the  making  of  the  settlements 
therein  required. 

Eighteenth.  Whenever  this  agreement  shall  have  been  terminated  the  balance  of 
the  deposit,  with  accumulated  interest,  remaining  in  the  hands  of  the  treasurer  to 
the  credit  of  each  party,  after  provision  shall  have  been  made  for  the  payment  of  all 
expenses,  shall  be  returned  to  it,  provided  it  shall  have  rendered  all  the  statementi 
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required  from  it  under  this  agreement  and  have  paid  all  ita  debtor  balances.  In  caae 
any  party  hereto  shall  not  have  fulfilled  its  money  obligatione  under  this  agreement, 
the  amount  it  has  on  deposit  in  the  guarantee  fund  shall  be  applied  toward  the  ful- 
fillment of  thoee  obligations,  and  the  excess,  if  any,  returned  to  it.  But  in  case  any 
party  shall  not  have  fulfilled  its  agreement  to  render  the  monthly  statements  under 
this  agreement,  the  amount  it  has  on  deposit  in  the  guarantee  fund,  or  the  excess 
thereof,  as  above  stated,  shall  be  divided  among  the  parties  who  shall  have  fulfilled 
their  obligations  under  this  agreement,  in  the  proportion  of  their  respective  percent- 

Nineteenth.  At  the  expiration  of  this  agreement,  or  at  any  time  the  president  of 
the  asBociation,  together  with  the  majority  of  the  executive  committee,  determine 
that  it  is  advisable  that  all  or  any  part  of  any  funds  belonging  to  the  association  shall 
be  withdrawn  from  the  depository  then  holding  the  same,  Upon  notification  by  the 
president  and  a  majority  of  the  executive  committee  of  such  determination  being  given 
the  treasurer,  he,  the  treasurer,  shall  make  and  sign  a  sigjit  draft  or  check  upon  the 
depository  so  holding  such  funds  for  the  sum  named  in  such  notification,  which  check 
or  sight  draft  shall  then  be  countersigned  by  the  president  or  one  member  of  the 
executive  committee,  and  when  such  checks  or  sight  drafts  are  so  made  and  signed 
by  the  treasurer  and  countersigned  by  the  president  or  one  member  of  the  executive 
committee  and  duly  presented  for  payment  at  the  oflke  of  the  depository  holding  the 
funds  of  the  association,  all  such  checks  and  sight  drafts  shall  be  paid  by  such  depos- 
itory. 

Twentieth.  For  all  purposes  of  this  agreement  a  ton  shall  be  taken  and  held  of 
2,000  pounds. 

In  witness  whereof  the  parties  hereto  have  signed  this  agreement  the  day  and  year 
first  above  written.    (Hearings,  pp.  1813-1817.) 


VIEWS  OF  MS.  LITTLETON. 


Before  entering  on  a  discussion  of  the  general  question,  I  desire  to 
distinctly  dissent  from  the  bill  presented  by  the  majority. 

The  most  pretentious  bill  presented  by  my  Democratic  colleagues 
is  one  as  to  parts  of  which  there  has  been  much  discussion.  The 
fundamental  fault  manifest  throughout  this  bill  is  that  it  legislates 
primarily  and  directly  at  the  size  of  industrial  units.  It  preserves 
the  chief  fault  of  the  Sherman  law,  which  is  the  poUcy  of  a  belated 
attack  after  a  concern  has  grown  up  instead  of  providing  any  means 
of  prevention.  It  fails  utterly  to  confer  upon  any  governmental 
agency  the  power  to  see  to  it  that  concerns  in  restraint  of  trade  do 
not  grow  up.  It  distinctly  treats  the  symptoms  and  ignores  the 
disease.  It  dqes  not  establish  any  agency  which,  through  the  enforce- 
ment of  specific  statutes,  can  insist  upon  those  initial  saf guards 
without  which  all  effort  to  reach  the  wrong  must  fail.  Under  its 
provision  overcapitalized  concerns  with  the  power  of  holding  com- 
panies may,  without  challenge,  enter  and  continue  in  the  field  of 
interstate  conmierce.  The  real  truth  is  that  the  bill  is  simply  a  com- 
plicated rearrangement  of  the  rules  of  evidence  and  the  burden  of 
proof  under  existing  law,  without  a  serious  effort  to  meet  and  rightly 
solve  the  great  industrial  problems  which  have  grown  up  since  the 
existing  law  was  enacted;  and  even  this  rearrangement  of  the  rules  of 
evidence  is  contrary  to  every  notion  of  English  and  American  juris- 
prudence. It  has  been  compared  with  the  railroad  law  requiring 
raihx)ads,  when  challenged,  to  show  that  their  rates  are  reasonable. 
It  really  is  a  contrast  instead  of  a  comparison.  A  man  or  a  concern 
niay  obtain  control  of  30  per  cent  of  the  business  in  which  he  or  it 
is  engaged  by  sheer  efficiency.  He  or  it  may  have  no  way  of  knowing 
how  much  or  little  trade  is  restrained  or  extended  because  of  this. 
The  effects  of  these  acts  are  as  wide  and  infinite  as  all  the  ranges  of 
commerce  and  business.  The  effect  is  external  and  beyond  them. 
In  the  case  of  a  railroad  the  knowledge  of  the  reasonableness  is 
peculiarly  in  their  possession. 

In  the  proposed  bill,  under  section  9,  Subdivision  C,  **  restraint 
of  trade"  is  defined  as  follows: 

''The  words  *  restraint  of  trade'  mean  in  restraint  in  any  respect 
or  to  any  extent  of  trade  or  conmierce  among  the  several  States  or 
^th  foreign  nations." 
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Under  this  definition  no  business  could  be  conducted  that  is  not  a 
restraint  of  trade,  if  by  restraint  of  trade  is  meant  restriction  of  com- 
petition. If  10  men  start  in  the  same  line  of  business  and  2  of 
them  survive,  with  the  volimie  of  trade  of  that  business  increased  a 
hundredfold,  they  have  extended  the  trade,  but  they  have  undoubt- 
edly restricted  the  competition  to  the  extent  of  the  8  competitors. 

The  confusion  which  is  perpetuated  in  this  bill  between  restraint 
of  trade  and  restraint  of  competition  will  cause  no  end  of  difficulty. 
It  may  be  in  a  given  case  or  in  a  number  of  cases  that  the  extension 
of  trade  will  result  only  from  the  limitation  of  competition.  To  say 
that  when  it  shall  appear  that  any  concern  or  combination  of  con- 
cerns is  in  restraint  of  trade  and  that  it  controls  more  than  30  per 
cent  of  the  value  of  the  total  quantity  of  that  trade  sold  to  the  United 
States  or  more  than  30  per  cent  in  value  of  the  total  quantity  sold 
in  that  part  of  the  United  States  to  which  such  concern  extends,  in 
such  case  such  concern  wiU  be  required  at  the  suit  of  the  Govern- 
ment to  prove  that  the  restraint  is  reasonable,  is  to  multiply  the 
difficulties. 

We  have  endeavored,  after  months  spent  in  patient  inquiry,  to 
present  the  facts  concerning  the  organization  and  operation  of  the 
United  States  Steel  Corporation.  We  have  seen  how  from  the 
very  beginning  the  tendency  has  been  marked  toward  the  consoli- 
dation of  competing  concerns,  and  we  have  the  example  of  the 
largest  industrial  company  in  the  world  as  illustrative  of  a  tend- 
ency in  all  modern  industrial  life — a  tendency  which  seems  to  be 
moving  resistlessly  toward  the  substitution  of  some  sort  of  cooper- 
ation in  place  of  the  old  trade  war.  It  is  perfectly  clear  that  the 
good  which  may  be  done  by  the  development  of  this  tendency  may 
be  in  a  great  measure  nullified  by  the  evils  which  unchallenged 
power  in  the  hands  of  a  small  groups  of  men  would  invite.  The 
question  is  larger  than  the  simple  destiny  or  lifetime  of  the  United 
States  Steel  Corporation.  The  question  is  much  more  far-reaching 
than  a  simple  approval  of  its  good  points  or  an  occasional  animad- 
version upon  its  bad  points. 

The  lesson  which  this  record  teaches,  if  it  teaches  anything,  is 
that  the  American  Government  is  confronted  in  the  handling  of 
its  corporate  problems  with  the  most  difficult  economic  and  indus- 
trial problem  of  its  history — a  problem,  in  the  first  place,  which 
defies  the  narrow  limitations  of  partisanship  and  at  once  challenges 
the  patriotism  and  wisdom  of  men  of  all  parties ;  a  problem,  indeed, 
which  is  not  improved  by  the  dissolution  of  existing  concerns  except 
in  so  far  as  that  dissolution  furnishes  a  basis  for  constructive  legis- 
lation which  will  prevent  the  recurrence  of  the  evils  and  make  sure 
and  certain  the  good  which  cooperation  and  organization  can  do. 
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After  all,  the  question  which  we  first  meet  is,  What  is  to  be  the 
attitude  of  the  Goveniment  toward  business — business  in  its  corporate 
form,  business  in  its  large  corporate  form,  business  in  cooperatiye 
corporate  form  ?  Must  there  continue  to  be  a  war  of  extermination 
on  the  part  of  the  Goyemment  met  by  a  policy  of  evasion  and 
intrigue  on  the  part  of  business  ? 

The  first  requisite  of  any  policy  which  the  Grovemment  may  adopt, 
or  any  statute  which  it  may  enact,  is  that  that  poUcy  or  that  statute 
will  make  the  Government's  attitude  toward  modem  forms  of  indus- 
try absolutely  certain — an  attitude  defined  and  written  into  its  laws 
through  the  agencies  which  have  been  established  by  the  Constitu- 
tion for  writing  these  laws,  and  not  an  attitude  growing  out  of  the 
particular  humor  or  whim  of  any  department  of  the  Government  or 
bureau  under  that  department.  The  certainty  of  the  Government's 
policy  will  insure  respect  for  its  authority  on  the  one  hand  and 
create  and  maintain  stability  in  legitimate  business  upon  the  other. 

The  business  device  known  as  a  corporation  and  its  almost  uni- 
versal adoption  in  the  business  world  have  made  these  problems  grow 
much  more  rapidly  than  the  public  understanding  of  them.  The 
very  fact  that  the  grant  of  a  corporate  charter  comes  from  the 
sovereignty  of  the  State  made  in  some  measure  every  corporation 
organized  a  large  or  small  problem  in  the  policy  of  every  State.  As 
they  combined  or  extended  their  operations  into  other  States  these 
problems  increased  with  their  endless  complications.  How  to  keep 
them  within  their  corporate  charter,  how  to  prevent  oppression,  how 
to  fix  hability,  how  to  insure  honest  management,  how  to  prevent 
hurtful  overcapitalization,  how  to  prevent  combinations  of  concerns 
hurtful  to  commerce,  how  to  keep  separate  the  carrier  from  the  manu- 
facturer, these,  at  first  problems  for  the  State  in  which  the  corpo- 
ration was  organized,  grew  to  be  problems  for  every  State  into  which 
it  extended  its  business;  and  finally  became  a  great  national  problem 
in  so  far  as  it  was  located  in  the  field  of  interstate  commerce. 

The  advantage  of  legitimate  corporate  development  is  beyond  any 
intelligent  question.  The  true  corporation  has  the  advantage  of 
assembling  the  most  experienced  and  intelligent  men  to  direct  its 
affairs  and  shoulder  its  responsibilities.  It  has  the  advantage  of 
gathering  to  itself  a  Uttle  of  the  wealth  of  a  great  number  of  men  with- 
out embarrassment  to  them,  which  enables  it,  by  reason  of  the  total 
sum  thus  gathered,  to  do  big  things.  It  has  the  advantage  of  being 
able  to  distribute  in  shares  the  value  of  a  property  or  plant  or  enter- 
prise infinitely.  It  has  the  advantage  which  comes  with  concen- 
tration, the  economy  of  organization,  and  the  combination  of  the 
wealth  of  many.  Rightly  understood  and  honestly  administered,  it 
represents  the  cooperative  enlightenment  of  modern  business.  It 
stands  for  the  collective  energy,  intelligence,  and  wealth  of  modern 
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industry.  It  is  the  most  flexible,  resourceful,  conyenient,  and  ^ec- 
tive  instrument  yet  devised  by  msn  to  bring  forth,  manufacture,  dis- 
tribute, and  market  the  raw  wealth  of  the  earth. 

The  rapid  growth  of  corporations  in  the  United  States  is  seen  in  the 
report  of  the  Commissioner  of  Internal  Revenue,  in  which  it  is  shown 
that  270,202  corporations,  whose  iacome  is  in  excess  of  $5,000  annu- 
ally, report  to  him  for  the  purpose  of  taxation  under  the  corporation- 
tax  law.  These  have  an  aggr^ate  capital  stock  of  $57,886,430,519.04, 
a  bonded  and  other  indebtedness  of  $30,717,336,008.84,  and  an  aggre- 
gate net  income  of  $3,360,250,642.65.  We  may  make  Uberal  aUow- 
ance  for  the  overcapitalization  of  these  concerns  as  represented  by 
these  figures,  and  yet  we  can  not  fail  to  consider  the  true  character  of 
this  colossal  wealth.  It  is  being  administered  and  conserved  in  cor- 
porate form.  It  is  distributed  in  shares,  and  as  such  it  affords  the 
Qfurest  guaranty  of  the  inviolability  of  the  right  of  private  property 
because  of  the  easy  and  convenient  distribution  of  these  shares  and 
the  Uttle  care  required  in  their  possession  and  ownership.  These 
shares  and  bonds  offer  an  almost  unlimited  field  for  the  investment  of 
savings  by  the  individual,  who  can  hold  and  own  his  investment  and 
receive  its  returns  and  yet  pursue  daily  his  own  business  or  profession. 

What  are  the  other  kinds  of  properties  in  our  country  t  How  do  we 
judge  it  t  How  do  we  estimate  the  thrift  and  enterprise  of  the  people 
of  our  country  )  Over  against  this  corporate  wealth,  revealed  in  the 
figures  just  submitted,  let  us  set  down  that  property  which  is  dis- 
tinctly individualistic,  which  has  little  of  the  character  of  collective 
ownership — that  naked  individualism  for  which  agriculture  stands. 
The  estimated  value  of  the  farm  products  of  this  country  for  the 
year  1911  is  $8,417,000,000.  This  is  the  gross  value  of  farm  products, 
without  subtracting  the  cost  of  production.  No  estimate  has  been 
made  of  the  cost  of  this  production,  but  it  is  not^difficult  to  see  that 
the  net  income  from  the  farms  and  the  net  income  from  corporate  or 
collective  property  would  not  be  far  apart. 

Thus  we  have  on  the  one  hand  the  great  collective  ownership  of 
property  represented  by  these  270^202  corporate  agencies,  and  on 
the  other  hand  the  distinctly  individualistic  ownership  of  the  farm 
represented  by  this  gross  income  of  $8,417,000,000.  Each  of  these 
classes  of  property,  each  of  these  fields  of  human  activity,  is  necessary 
to  the  growth,  welfare,  and  continued  prosperity  of  our  country.  As 
the  ownership  and  use  of  all  property  in  an  orderly  government  must 
be  regulated  by  law,  we  are  confronted  with  the  question,  What 
shall  be  the  attitude  of  the  Government  toward  these  two  distinct 
classes  of  property?  How  shall  we  regulate  and  govern  the  use  of 
these  sources  of  wealth  in  the  hands  of  individual  citizens!  How 
shall  we  prevent  the  abuse  of  that  ownership  t 
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Of  these  two  classes  of  property  the  corporate  class  presents  the 
most  difficult  and  complicated  problem.  The  real  question  which 
ttogages  now  and  will  continue  to  engage  the  attention  of  those  in 
authority  is  the  question  of  how  to  preserve  centralized  industry, 
which  is  represented  in  the  great  corporate  development  of  the 
country,  and  at  the  same  time  insure  industrial  liberty.  In  order 
thoroughly  to  understand  and  correctly  solve  this  problem,  it  must 
be  approached  without  prejudice,  without  passion,  and  without  bias. 
In  the  distinctly  commercial  era  in  which  we  live  the  energy  and 
abihty  of  our  strongest  men  is  devoted  to  the  getting  of  wealth.  More 
than  in  any  other  period  of  the  world's  history  we  have  cultivated 
and  enlarged  the  creative  faculties  of  our  race,  and  while  conspicuous 
instances  of  oppression,  coercion,  and  wrongdoing  have  marked  the 
growth  and  development  of  this  era,  it  can  not  be  that  simple  greed 
is  the  single  impulse  which  drives  the  brains  and  hands  of  men  to  the 
great  task  which  they  have  undertaken.  It  can  not  be  that  the  mere 
love  of  ownership,  the  naked  lust  of  gain,  is  the  sole  inspiration  under- 
neath the  great  work  which  men  have  set  themselves  to  do. 

In  order  to  afford  the  fullest  freedom  to  the  people  of  our  country 
to  create  wealth  and  acquire  property,  we  have  established  and  main- 
tain economic  liberty — that  is,  the  right  to  work,  to  invent,  to  plan, 
to  acquire,  to  own,  and,  finally,  to  have  dominion  over  property.  We 
havesaid  to  the  individual,  If  you  put  your  blood  and  brain  and  muscle 
into  a  thing  called  property,  you  shall  become  its  owner,  and  shall 
enjoy  and  use  that  ownership  for  your  comfort  and  happiness  under 
a  government  of  law. 

So  long  as  this  was  done  by  the  individual  by  his  individual  labor 
and  ability  we  did  not  need,  and  hence  did  not  make,  many  laws  to 
regulate  his  ownership  and  control  of  property.  He  could  keep  what  he 
had,  and  the  range  of  his  economic  liberty  was  almost  unlimited.  But 
when  the  corporate  charter  came  into  general  use  and  men  engaged 
in  these  enterprises,  clothed  these  enterprises  with  these  charters, 
the  State,  acting  for  the  people  because  it  had  granted  the  privileges 
which  the  charters  conferred,  was  required  to  take  and  hold  super- 
vision of  these  corporate  enterprises,  and  it  was  just  here  that  corpo- 
rate development  became  involved  in  the  first  instance  in  the  politics 
of  the  country.  While  the  corporate  enterprise  remained  wholly 
within  a  single  State  its  regulation  and  control  was  exclusively  in  the 
hands  of  the  State  government,  for  the  domestic  sovereignty  of  the 
State  was  designed  to  deal  with  it  and  all  domestic  concerns.  As  a 
distinctly  State  problem  it  presented  questions  of  capitalization, 
private  monopoly,  and  taxation,  and  in  public-service  corporations 
the  additional  questions  of  eminent  domain,  freight  and  passenger 
rates,  and  all  features  common  to  the  regulation  of  railroads. 
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As  these  new  and  intricate  corporate  agencies  were  introduced  into 
new  States  they  were  challenged  at  each  step  in  their  progress  by 
the  public;  and  the  hostility  to  their  use  and  adoption  foimd  its 
efiFective  expression  in  many  crude  and  ill-considered  statutes  which, 
instead  of  being  directed  toward  a  rational  supervision  of  them,  were 
designed  to  indiscriminately  outlaw  them. 

In  1889  Kansas,  Maine,  Michigan,  Missouri,  Nebraska,  North 
Carolina,  Tennessee,  Texas,  and  the  Territories  of  Idaho,  Mon- 
tana, and  North  Dakota  passed  antitrust  lawB;  and  the  new 
States  of  Washington  and  Wyoming  introduced  similar  provisions 
into  their  constitutions.  In  .1891  Kentucky  and  Missouri  intro- 
duced antitrust  provisions  into  their  constitutions,  and  Alabama, 
Illinois,  Minnesota,  and  the  Territory  of  New  Mexico  enacted 
similar  laws.  New  York  and  Wisconsm  followed  in  1892;  and  in 
1893  California  forbade  combinations  in  hve  stock  and  Nebraska 
forbade  combinations  in  coal  and  lumber.  Thirty  States  and 
2  Territories  subsequently  passed  such  laws,  and  in  17  States 
antitrust  provisions  were  inserted  in  the  State  constitutions. 
(Gilbert  H.  Montague.) 

Notwithstanding  these  States  enjoyed  to  the  full  the  authority  of 
the  common  law,  which  for  hundreds  of  years  had  denounced  monop- 
olies, and  notwithstanding  the  fact  that  their  development  impera- 
tively called  for  the  employment  of  centralized  capital  in  convenient 
corporate  form,  these  States,  in  order  to  translate  their  rage  and 
resentment  into  an  offensive  weapon,  went  far  beyond  the  principles 
defined  and  settled  by  common  law  and  enacted  statutes  drastic 
in  character,  antagonistic  in  temper,  and  in  many  instances  largely 
the  product  of  political  wrath  rather  than  the  result  of  wise  delibera- 
tion, wholly  or  partially  unconstitutional. 

In  21  States  it  was  made  criminal  for  two  or  more  persons  to  enter 
into  any  agreement,  reasonable  or  unreasonable,  which  prevented 
competition  in  production  or  sale. 

In  17  States  it  was  made  criminal  conspiracy  for  two  persons 
to  agree  to  regulate  the  quantity  or  price  of  any  article  to  be 
manufactured,  mined,  produced,  or  sold,  regardless  of  whether 
prices  were  raised  or  lowered.  In  16  States  it  was  criminal  for 
two  or  more  persons  to  attempt  to  monopolize  any  commodity. 
In  Missouri  it  was  criminal  conspiracy  to  maintain  a  trust,  pool, 
combine,  agreement,  confederation,  or  understanding  to  r^^late 
prices  or  to  fix  the  premium  for  fire  insurance.  In  Mississinpi 
it  was  criminal  conspiracy  not  only  to  regulate  prices,  but  auso 
for  two  or  more  persons  to  settle  the  price  of  an  article  between 
themselves,  or  between  themselves  and  others.  (Gilbert  H. 
Montague.) 

There  were  three  States,  West  Virginia,  Delaware,  and  New  Jersey, 
which  kept  open  the  door  which  had  been  closed  by  the  other  States. 
A  corporate  franchise  can  not  be  forfeited  except  in  the  State  where 
the  charter  is  granted,  and  then  only  when  the  laws  of  that  particular 


INVESTIGATION  OF  UNITED  STATES  STEEL  COBFORATION.       237 

State  are  violated;  and  as  West  Vii^inia,  Delaware,  and  New  Jersey 
passed  no  antitrust  laws,  they  could  and  did  grant  almost  all  of  the 
charters  to  all  sorts  of  enterprises  which,  when  incorporatgd,  pro- 
ceeded into  other  States  to  do  business  at  will.  Thus  the  States  which 
had  enacted  the  most  prohibitive  laws  against  all  conceivable  forms 
of  agreements  and  arrangements  found  themselves  invaded  by  alien 
concerns  which  they  were  powerless  to  attack  or  dissolve. 

The  l^islation  which  had  been  enacted  in  all  but  three  of  the 
States  was  the  result  of  a  failure  to  carefully  study  and  fully  under- 
stand the  substantial  welfare  of  these  States.  To  be  sure,  it  was  just 
and  proper  to  safeguard  the  consumer  against  those  restraints  of  trade 
which  the  history  of  the  common  law  had  shown  were  against  their 
interest.  But  how  much  more  sensible  and  effective  it  would  have 
been  to  have  resorted  to  the  common  law  for  protection  than  to  have 
cluttered  up  the  statutes  with  this  unseasoned  assortment  of  political 
l^islation.  How  much  more  statesmanlike  it  would  have  been  to 
have  looked  the  problem  squarely  in  the  face  and  to  have  realized 
that  modem  civilization  had  taken  hold  of  these  industrial  and 
business  agencies  with  which  to  work  out  the  development  of  the 
country  and  to  have  exercised  a  cool  and  discriminating  judgment 
in  the  rejection  of  these  agencies,  instead  of  stirring  the  passions  of 
the  people  until  they  grew  into  prejudices,  and  clinging  to  these 
prejudices  until  they  were  enacted  into  laws.  The  very  fact  that 
these  States  did  not  content  themselves  with  the  ample  remedies 
afforded  by  the  common  law,  but  rushed  into  crusades  against 
corporate  business  which  eventuated  in  these  unreasonable  statutes, 
indicates  that  in  each  State  the  question  had  been  made  a  political 
one  and  leaders  were  driven,  by  the  storm  which  they  had  raised,  to 
do  foolish  and  extreme  things. 

No  one  will  ever  be  able  to  estimate  the  damage  done  to  the  growth 
of  these  States  nor  the  extent  of  the  restraint  imposed  upon  the 
prosperity  of  their  people  by  the  unthinking  prejudices  which  wrote 
these  laws  upon  their  books  and  fixed  these  policies  in  their  creed. 

In  1890  the  Federal  Congress,  under  the  constitutional  authority 
to  r^ulate  interstate  and  foreign  commerce,  enacted  what  has 
become  generally  known  as  the  Sherman  antitrust  law. 

It  may  be  assumed  that  one  of  the  controlling  reasons  for  the  asser- 
tion by  the  Federal  Government  of  its  unused  powers  conferred  by  the 
Constitution  was  the  fact  that  three  States  continued  to  grant 
charters  and  suffer  combinations  which  all  of  the  other  States  were 
powerless  to  prevent  and  without  ability  to  control,  and  that  as  these 
concerns  were  crossing  and  recrossing  the  lines  of  interstate  commerce, 
it  was  thought  expedient  and  necessary  to  draw  a  line  around  the  field 
of  this  interstate  commerce  and  set  up  a  standard  to  which  every 
interstate  concern  should  finally  conform. 
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Another  and  more  general  reason  is  to  be  found  in  the  fact  that 
the  close  knitting  together  of  the  whole  country  by  the  countless 
threadv>f  communication  had  drawn  the  commerce  of  the  States  out 
into  that  field  located  between  the  States;  and  the  activity  and 
volume  of  this  commerce  called  into  exercise  those  long-^lonnant 
powers  lodged  in  the  Federal  Constitution.  However  much  or  little 
these  two  reasons  contributed.  It  is  undoubtedly  true  that  the  imme- 
diate, acute,  and  irritating  cause  of  the  enactment  of  the  Sherman 
law  was  the  fact  that  concerns  doing  interstate  business,  and  hence 
not  wholly  within  the  reach  of  the  corrective  remedies  wielded  by  a 
single  State,  had  entered  into  and  were  continuing  to  enter  into 
secret  agreements  to  control  the  output,  advance  the  prices,  and 
lower  the  quality  of  their  products.  The  ungoverned  and  unguarded 
field  of  interstate  commerce  furnished  an  unmolested  territory  where 
these  hurtful  and  antisocial  practices  could  be  indulged  without  fear. 

The  Sherman  law  was  the  result  of  much  interesting  and  instructive 
debate,  followed  by  practically  unanimous  vote,  and  for  these  reasons 
alone  should  not  be  inconsiderately  condemned.  Furthermore,  it  has 
been  touched  upon  and  reviewed  in  as  many  as  100  opinions  of  the 
courts  of  our  country  in  a  serious  effort  to  make  its  meaning  clear  and 
its  provisions  effective. 

The  effect  of  the  enactment  of  this  statute  was  not  plain  to  be  seen 
until  the  opinion  of  Mr.  Justice  Peckham  in  the  Trans-Missouri 
Freight  Association  case  was  handed  down,  in  1897.  From  1890  until 
1897  nothing  occurred  either  in  or  out  of  court  to  indicate  what  the 
attitude  of  the  Government  would  be  in  regard  to  its  enforcement,  nor 
to  what  extent  its  enforcement  would  affect  the  then  organized  indus- 
tri^  and  business  affairs  of  the  country. 

The  decision  of  the  Trans-Missouri  Freight  Association  case,  in  1897, 
directed  the  attention  of  all  business  and  industry  to  the  fact  that 
pooling'  arrangements  and  loose  agreements  between  concerns  in 
restraint  of  trade,  whether  reasonable  or  unreasonable,  were  unlawful. 
The  effect  of  this  decision  upon  the  course  of  development  in  business 
and  industry  was  most  unexpected. 

The  Sherman  law  was  entitled  ''An  act  to  protect  trade  and  com- 
merce against  unlawful  restraints  and  monopolies."  Its  first  effective 
enforcement  resulted  in  a  united  effort  on  the  part  of  those  engaged  in 
business  and  commerce  to  do  the  very  thing  which  it  had  been 
designed  to  prevent.  It  had  been  supposed  that  this  act  of  Congress 
would  strike  asunder  the  vicious  agreements  in  restraint  of  trade  and 
restore  at  least  the  competitive  contest  between  the  lai^  concerns 
engaged  in  business  and  industry.  It  was  no  doubt  intended  to  make 
impossible  all  of  the  agencies,  the  vices,  and  subterfuges  by  which  com- 
petition was  being  eliminated  from  our  business  and  industrial  life. 

Just  as  soon  as  those  engaged  in  business  realized  the  effect  of  the 
decision  of  the  court  in  the  Trans-Missouri  Freight  Association  case, 
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and  that  it  construed  the  Sherman  antitrust  law  to  prohibit  every 
agreement,  contract,  trust,  or  combination  in  restraint  of  trade,  and 
that  there  could  be  no  arrangement  of  any  character  between  com- 
peting companies,  they  adopted  one  of  two  courses.  Either  they 
procured  the  oiganization  of  ''holding"  companies,  to  which  they 
transferred  the  stock  of  the  competing  companies  and  in  turn  re- 
ceived a  proportionate  amount  of  the  stock  of  the  holding  company, 
and  thus  consolidated  into  one  great  enterprise  a  number  of  smaller 
enterprises;  or  they  procured  the  organization  of  a  huge  corporation 
with  capital  sufhcient  to  embrace  the  combined  capital  of  any  num- 
ber of  competing  concerns,  then  dissolved  and  wound  up  the  constit- 
uent companies  and  transferred  the  physical  properties  to  the  newly 
oiganized  concern.  In  either  case,  the  result  was  the^ame,  for  we 
witness  then  the  coming  of  those  stupendous  corporations  whose 
dominance  has  alternately  been  the  wonder  and  apprehension  of  this 
great  corporate  era. 

It  has  been  pointed  out  by  Mr.  Gilbert  H.  Montague  in  his  excellent 
work  on  trusts  that  prior  to  1897  there  were  not  more  than  60  con- 
cerns that  were  dominant  in  their  respective  trades.  Within  the 
three  succeeding  years,  183  corporations,  dominant  in  their  respective 
trades,  were  organized.  In  the  year  1899  alone,  79  of  these,  with  a 
total  capitalization  of  $4,000,000,000,  were  organized.  It  has  been 
estimated  that  these  enormous  combinations  comprised  one-seventh 
of  the  manufacturing  industry  of  the  United  States;  one- twentieth 
of  the  total  wealth  of  the  Nation;  nearly  twice  the  amount  of  money 
in  circulation  in  the  country;  and  more  than  four  times  the  capitaliza- 
tion of  all  the  manufacturing  consolidations  that  were  organized 
between  1860  and  1893.  From  1897  and  throughout  the  years  fol- 
lowing, until  1904,  the  country  came  to  recognize  and  adopt  the 
method  of  holding  companies  and  huge  corporations;  and  these 
were  treated,  tacitly  at  all  events,  as  compliance  with  the  Sherman 
antitrust  law.  Not  until  1904,  when  the  Northern  Securities  case 
was  decided,  was  there  a  general,  if  not  universal,  revival  of  the 
antitrust  crusade.  The  decision  in  that  case  marked  the  second 
epoch  in  the  history  of  the  Sherman  antitrust  law  and  its  enforce- 
ment, and  set  on  foot  the  prosecutions  which  from  time  to  time  have 
been  conducted  by  the  Grovernment. 

If  the  Sherman  antitrust  law,  as  it  has  been  finally  interpreted  by 
the  Supreme  Court,  had  from  the  begiiming  been  strictly  enforced,  and 
the  policy  of  the  Nation  firmly  established,  one  of  two  things  would 
have  resulted.  Either  industry  and  business  would  have  taken  on 
some  new  and  competitive  form,  or  the  Sherman  law  would  have  been 
amended  or  supplemented.  In  any  event,  the  tumult  resulting  from 
its  interpretation  and  enforcement  would  have  less  of  a  nation's 
industrial  structure  to  disturb  and  less  of  a  nation's  habits  to  change. 
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When  the  Qoyemment,  either  because  of  its  failure  or  refusal  to 
enforce  the  law,  had  from  1897  to  1904  openly  allowed  the  formation 
of  holding  companies  and  the  creation  of  huge  corporations  in  which 
untold  wealth  was  invested,  and  to  which  incalculable  interests  had 
become  attached,  it  was  natural  that  the  whole  country  should  view 
with  apprehension  the  sudden  and  drastic  enforcement  of  the  Sherman 
law. 

The  country  waited  with  obvious  impatienr  >  the  final  decisions  of 
the  Supreme  Court  in  the  Standard  Oil  and  Tobacco  cases.  The 
Standard  Oil  opinion  was  delivered  on  May  15,  1911,  and  around  this 
has  revolved  all  industrial  discussion  since  that  time.  The  whole 
country,  with  patriotic  unanimity  and  with  a  fine  regard  for  the  pre- 
eminence of  that  great  court,  has  accepted  its  last  word  as  law;  but 
the  economic  conditions  resulting  from  that  interpretation  is  one 
which  the  country  is  struggling  with  as  it  never  struggled  before. 

We  have  seen  what  the  effect  of  the  decision  in  the  Trans-Missouri 
Freight  Association  case  in  1897  was  upon  the  industrial  and  business 
development  of  the  country.  We  have  observed  how  an  inactive 
Government  from  1897  to  1904  permitted  the  country  to  come  to  the 
conclusion  that  huge  industrial  and  business  holding  companies  were 
legitimate  agencies  for  the  development  and  conduct  of  business 
generally.  Let  us  now  examine,  as  far  as  we  are  able  to  do  so,  the 
legal  effect  of  the  decisions  in  the  Standard  Oil  and  Tobacco  cases; 
and  this  can  perhaps  be  better  stated  by  reference  to  the  opinion  of 
Mr.  Justice  White,  in  which  he  declares  the  conclusive  meaning  of 
the  Sherman  Act  as  follows: 

In  view  of  the  common  law  and  the  law  in  this  country  as  to 
restraint  of  trade,  which  we  have  reviewed,  and  the  illummating 
effect  which  that  history  must  have  under  the  rule  to  which  we 
have  referred,  we  think  it  results: 

(a)  That  the  context  manifests  that  the  statute  was  drawn  in 
the  light  of  the  existing  practical  conception  of  the  law  of 
restramt  of  trade,  because  it  groups  as  withm  that  class,  not  only 
contracts  which  were  in  restraint  of  trade  in  the  subjective  sense, 
but  all  contracts  or  acts  which  theoretically  were  attempts  to 
monopolize,  yet  which  in  practice  had  come  to  be  considered  as 
in  restraint  of  trade  in  a  broad  sense. 

(6)  That  in  view  of  the  many  new  forms  of  contracts  and 
combinations  which  were  being  evolved  from  existing  economic 
conditions,  it  was  deemed  essential  by  an  all-embracing  enumera- 
tion to  make  sure  that  no  form  of  contract  or  combination  by 
which  an  undue  restraint  of  interstate  or  foreign  commerce  was 
brought  about  could  save  such  restraint  from  condemnation. 
The  statute  under  this  view  evidences  the  intent  not  to  restrain 
the  right  to  make  and  enforce  contracts,  whether  resulting  from 
combmations  or  otherwise,  which  did  not  unduly  restrain 
interstate  or  foreign  commerce,  but  to  protect  that  commerce 
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from  being  restrained  by  methods,  whether  old  or  new,  which 
would  constitute  an  interference  that  is  an  undue  restraint. 

(c)  And  as  the  contracts  or  acts  embraced  in  the  provision 
were  not  expressly  defined  since  the  enumeration  addressed 
itself  simply  to  classes  of  acts,  those  classes  being  broad  enough 
to  embrace  every  conceivable  contract  or  comjoination  which 
could  be  made  concerning  trade  or  commerce  or  the  subjects  of 
such  commerce,  and  thus  caused  any  act  done  bv  anv  of  the 
enumerated  methods  anywhere  in  the  whole  field  of  human 
activity  to  be  illegal  if  in  restraint  of  trade,  it  inevitably  foDows 
that  the  provision  necessarily  called  for  the  exercise  of  judgment 
which  required  that  some  standard  should  be  resorted  to  for  the 
purpose  of  determining  whether  the  prohibitions  contained  in 
the  statute  had  or  had  not  in  any  given  case  been  violated. 
Thus  not  specifjring  but  indubitably  contemplating  and  requiring 
a  standard,  it  follows  that  it  was  mtended  that  tne  standard  or 
reason  which  had  been  applied  at  the  common  law  and  in  this 
*  country  in  dealing  with  subjects  of  the  character  embraced  by 
the  statute,  was  intended  to  be  the  measure  used  for  the  purpose 
of  determining  whether  in  a  given  case  a  particular  act  had  or 
had  not  brought  about  the  wrong  against  which  the  statute 
provided. 

In  other  words,  the  first  section  denounces  ''combinations,  con- 
tracts, conspiracies,  etc.,"  not  of  a  particular  class  but  of  a  general 
character;  and  whether  or  not  they  are  unlawful  can  only  be  determined 
by  accurately  foretelling  their  ultimate  effect  on  trade.  It  does  not 
denounce  contracts  or  agreements  which  do  or  attempt  to  do  some 
specific  thing,  but  it  denounces  contracts  and  agreements  whose  effect 
is  general  and  well-nigh  countrywide;  so  that  a  violation  of  the  first 
section  does  not  depend  upon  (1)  the  intent  of  the  person  doing  the 
act,  nor  (2)  upon  the  knowledge  of  the  person  doing  the  act,  nor  (3) 
upon  the  motive  of  the  persons  doing  the  act.  But  it  depends  upon 
whether  the  person  making  the  contract  is  able  to  survey  the  whole 
field  of  interstate  trade  and  to  calculate  with  accuracy  the  final  effect 
of  his  contract,  and  this  final  effect  which  he  must  be  able  to  foresee 
must  be  so  precisely  foreseen  and  estimated  as  to  enable  him  to  say 
whether  the  effect  is  reasonable  or  unreasonable,  due  or  undue,  direct 
or  indirect. 

Having  done  this,  he  is  not  yet  finished.  He  must  make  the  con- 
cluding and  all-important  calculation  as  to  whether  his  two  estimates — 
to  wit,  the  general  effect  of  his  contract  on  trade,  and  whether  that 
effect  is  reasonable  or  unreasonable — will  coincide  with  the  opinion  of 
the  court  before  which  his  contract  is  to  be  construed. 

The  second  section  abandoned  all  effort  at  classification  and,  as 
construed,  declares,  in  effect,  that  if  any  person  does  anything  what- 
soever which  would  result  in  the  same  thing  that  the  acts  denounced 
in  the  first  section  do  result  in,  he  has  violated  the  law,  so  that  a  per- 
son capable  of  the  foresightedness  demanded  by  the  first  section, 
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having  diBmissed  ihat  sectioii  from  his  mind  and  honestly  endeavor- 
ing to  meet  the  requirements  of  the  second  section,  is  confronted 
with  this  problem:  That  anything  which  he  may  do,  although  no 
mention  is  made  in  the  second  section  of  the  kind,  quality,  charac' 
ter,  or  extent  of ^  the  thing  he  may  be  doing,  which  is  afterwards  held 
to  be  an  attempt  to  monopolize  any  part  of  trade  or  commerce,  is 
an  unlawful  act  and  subjects  him  to  punishment.  The  law  in  the 
first  section,  as  construed,  does  not  declare  what  sort  of  contracts  are 
to  be  considered  as  in  restraint  of  trade.  It  does  not  declare  what,  in 
the  mind  of  the  lawmaker,  would  amount  to  a  restraint  of  trade. 
The  lawmaker  has  no  idea  himself  as  to  what  should  be  deemed  a 
contract  in  restraint  of  trade.  But  he  leaves  it  to  the  man  making 
the  contract  to  judge  for  himself  as  to  whether  it  is  in  restraint  of 
trade  and  to  judge  at  his  peril.  All  that  the  Supreme  Court  has 
accomplished  is  to  require  the  person  making  the  contract  to  go  one 
step  further  and  ascertain  whether  the  effect  of  his  contract  upon 
trade  is  reasonable  or  unreasonable  restraint.  Having  to  some 
extent  ascertained  the  strictly  legal  effect  of  this  decision  in  the 
Standard  Oil  case,  let  us  inquire  just  what  has  been  the  general  effect 
of  the  decision  on  the  business  upon  the  country. 

For  a  time  at  least,  even  if  not  at  the  present  time,  the  distinctly 
business  section  of  the  country  stood  still  in  a  state  of  uncertainty 
and  doubt;  those  concerns  already  organized,  in  many  instances 
fearful  of  prosecution;  those  concerns  which  were  in  contemplation, 
arrested  lest  they  should  transgress  the  law.  The  immediate  bewil- 
dering consequence  was  that  a  dense  fog  of  uncertamty  settled  down 
upon  and  completely  enveloped  American  enterprise.  This  condi- 
tion resulted  in  much  discussion  and  many  proposals  of  remedies. 

When  the  result  of  the  dissolution  of  the  Standard  Oil  Co.  and 
the  Tobacco  Co.  had  finally  been  worked  out  and  the  country 
came  to  understand,  as  fully  as  it  could  understand,  the  compli- 
cated readjustment  which  took  place  in  the  affairs  of  each  of  these 
companies,  the  weight  somewhat  shifted  to  the  other  foot.  The 
leaders  of  radical  thought  in  the  country  and  those  most  extreme  in 
their  desires  to  restrain  and  repress  the  organization  of  large  indus- 
trial units  suddenly  took  alarm.  Their  view  was,  in  homely  speech, 
that  "the  mountain  had  labored  and  brought  forth  a  mouse,"  and 
they  began  to  bitterly  complain  of  the  ineffective  and  impotent  ma- 
chinery of  the  Sherman  law,  so  that  to-day  we  have  two  distinct 
antagonistic  classes  of  public  opinion  in  regard  to  the  wisdom  and 
efficiency  of  the  Sherman  law  as  enforced.  One  class  rather  leans  to 
the  opinion  that  if  its  worst  is  no  worse  than  the  result  in  the  Stand- 
ard Oil  and  Tobacco  cases,  then  its  worst  can  be  endured.  The  other 
class  maintains  that  if  its  best  and  highest  efficiency  is  exemplified  in 
the  Standard  Oil  and  Tobacco  cases,  then  at  its  maximum  enforce- 
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ment  it  is  impotent  and  inadequate.  It  fact,  organized  business 
generally,  while  welcoming  a  short  period  of  peace,  lives  in  dread  of 
the  future;  organized  politics  stands  confused  in  front  of  the  problem; 
and  organized  labor  incessantly  demands  the  amendment  of  the 
Sherman  antitrust  law.  Neither  the  radical  nor  the  conservative  in 
politics  is  satisfied  with  it.  Neither  organized  labor  noroiganized 
capital  approves  it. 

With  the  question  in  this  unsatbfactoiy  condition  and  the  public 
mind  in  this  unsettled  state,  and  the  welfare  of  our  country  vitally 
interested  in  the  right  and  just  settlement  of  the  problem,  we  are 
confronted  with  the  specific  question  as  to  what  step  should  be  taken 
by  the  l^islative  branch  of  the  Government  to  bring  about  its  solu- 
tion. What  we  stand  in  need  of,  what  we  most  desire,  is  not  felici- 
tous phrases,  incisive  epigrams,  or  turgid  editorials,  but  a  clear  pointing 
out  of  the  steps  which  can  be  taken,  and  which  should  be  taken,  which 
will  be  effective  in  reaching  a  right  solution. 

The  question  is  one  which  reaches  down  through  the  very  vitals  of 
business  and  commerce  to  the  foundation  of  the  country's  prosperity, 
and  its  remotest  influence  finds  its  way  to  the  very  farthest  end  of  the 
detail  of  the  lives  of  our  people.  The  thoughtless  disturbance  of  this 
great  and  extensive  fabric  sends  a  tremor  of  uncertainty  and  fear  far 
down  to  the  very  ends  of  human  interest  and  employment.  No  one 
man  knows  enough  to  know  the  full  and  final  influence  of  a  change 
in  the  established  policy  of  dealing  with  these  concerns.  There  is  no 
such  organized  difference  of  opinion  between  the  political  parties 
as  would  require  the  settlement  of  this  question  either  properly  or 
necessarily  as  a  political  adjustment.  There  is  no  line  of  cleavage 
between  political  parties  upon  this  industrial  question,  either  as  to 
what  the  end  desired  is  or  the  means  adequate  to  reach  that  end.  It 
is  of  the  utmost  importance  that  the  question  as  a  whole  should  be 
cut  dean  loose  from  the  agitation  and  uncertainties  of  politics  and 
dealt  with  upon  the  bare  questions  of  intrinsic  merit.  Therefore  it  is 
my  opinion  that  the  legislative  branch  of  the  Federal  Government, 
in  whose  hands  the  question  is  exclusively  lodged,  should  create  a 
joint  body  of  the  Senate  and  the  House  for  the  purpose  of  considering 
the  whole  question. 

This  conmiittee  should  be  created  without  regard  to  the  political 
affiliations  of  its  members.  This  would  provide  a  rational,  constitu- 
tional method  of  treating  the  question.  The  committee  should  take 
counsel  and  advice  of  organized  capital  and  organized  labor.  It 
should  consult  the  interest  of  every  class  of  citizens  and  should  ascer- 
tain as  far  as  possible  the  effect  of  legislation  upon  each  class.  It 
should  inquire  into  the  experience  of  other  countries  in  dealing  with 
industrial  growth  and  corporate  development,  study  the  measures 
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adopted  by  these  countries,  analyze  the  results  of  these  measures,  and 
profit,  as  far  as  possible,  by  their  experience.  Its  sole  aim  and  object 
should  be  sound  legislation.  This  committee  should  examine  care- 
fully all  of  the  judicial  interpretations  of  the  various  courts  of  our 
country  of  the  Sherman  law  in  order  to  fully  understand  its  judicial 
history  and  its  judicial  growth.  The  committee  should  caiefully 
analyze  the  result  of  the  enforcement  of  the  law,  particularly  the 
result  as  illustrated  in  the  reorganization  in  the  Standard  Oil  and  To- 
bacco Co.  cases — this  with  a  view  of  determining  whether  its  enforce- 
ment has  cured  the  evils  denounced  by  the  Supreme  Court  in  its 
opinion. 

The  selection  of  such  a  committee  would  concentrate  the  energy 
and  abiUty  of  the  legislative  branch  of  the  Government  upon  the 
solution  of  this  problem.  It  would  focus  the  attention  of  the  whole 
country  upon  the  committee  and  its  work  and  reduce  under  its  impar- 
tial and  judicial  inquiry  the  agitation  of  this  country  to  orderly  and 
constitutional  treatment. 

This  committee  could  draw  a  line  around  the  field  of  interstate 
commerce  and  consider,  first,  under  what  terms  and  conditions  con- 
cerns desiring  to  do  interstate  business  should  enter  this  field,  whether 
by  Federal  Ucense,  Federal  incorporation,  Federal  registration,  or 
Federal  certification.  Second,  just  how  elaborate  and  exacting  these 
terms  and  conditions  should  be.  Third,  this  committee  should  con- 
sider what  laws  should  be  enacted  to  govern  concerns  in  this  field  of 
interstate  commerce  after  they  had  complied  with  the  terms  and  con- 
ditions of  their  entry.  Fourth,  the  committee  could  consider  the 
manner  in  which  an  offendii^  concern  should  be  excluded  from  the 
field  of  interstate  commerce  and  devise  an  orderly  and  constitutional 
method  by  which  the  concern  condemned  in  the  eyes  of  the  law 
should  be  excluded  from  this  field  and  wound  up. 

In  fact,  such  a  committee,  giving  its  time,  industry,  and  intelligence 
to  the  solution  of  this  problem,  would  insure  order  in  the  place  of 
chaos,  impartiality  in  the  place  of  partisan  appeal,  and  judicial  temper 
in  the  place  of  political  rancor. 

If  you  should  ask  me  what  I,  as  an  individual,  think  would  be  a 
solution  of  the  question,  I  can  give  you  a  general  indication  of  my 
views,  conscious  that  they  fall  short  of  a  complete  remedy  and  anxious 
that  they  shall  be  considered  only  as  a  suggestive  contribution  rather 
than  a  perfected  program. 

The  real  vice  in  the  treatment  of  the  whole  problem  heretofore  has 
been  the  attempt  to  legislate  solely  against  the  result  or  effect  of  a 
series  of  acts  instead  of  specifically  defining  and  prohibiting  these 
acts.  In  an  effort  to  prevent  and  punish  confessedly  conspicuous 
evils  ^  we  have  set  all  business  groping  and  feeling  about  with  uncer- 
tain step  like  a  man  in  the  dark.  We  must  first  realize  that  compe- 
(rition  is  the  final  law  of  ail  life,  but  that  it  is  a  growth,  just  as  coopera- 
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tioB  IB  a  growth;  that  it  is  the  law  of  trade  and  barter  and  not  the  law 
of  statutes;  that  no  government  ever  had  roots  so  deep  or  standards 
80  high  as  to  be  able  to  enforce  compulsory  competition  any  more 
than  the  mightiest  man  is  able  to  make  the  right  hand  the  earnest 
competitor  of  the  left.  It  will  always  exist  at  one  time  or  another,  but 
it  can  not  be  legislated  into  commerce  any  more  than  it  can  be  legis- 
lated out  of  commerce.  To  be  exact,  it  is  not  competition  which  we 
seek  to  maintain  but  the  unhindered  right  to  compete.  We  do  not 
make  men  go  into  business  to  compete  with  others.  We  maintain 
just  laws  so  that  if  a  man  chooses  to  go  into  business  and  has  the 
efficiency  to  win  in  the  contest  he  shall  not  be  molested  in  his  pur- 
suit. Competition  is  not  a  concrete  and  stationary  thing  to  be 
preserved.  It  is  an  ebbing  and  flowing  tide  of  industrial  life  which 
may  run  high  upon  the  shores  in  one  period  and  ebb  into  the  middle 
of  the  sea  in  another 

To  change  the  figum,  it  may  be  strangled  to  death  by  superior 
strength  unjustly  used.  It  is  an  ever-changing,  ever-diminishing, 
ever-enlM^ing  condition  of  industry.  It  is  a  state  of  industrial 
liberty  and  economic  freedom.  It  must  be  free  but  not  by  coddling 
the  inefficient  or  holding  everyone  back  for  the  laggard.  It  is  bound 
to  mean  a  reduction  in  the  number  of  competitors  but  not  a  perma- 
nent appropriation  of  the  thing  competed  for.  In  the  hard  struggle  of 
industry  and  business  life  there  must  be  an  elimination  of  those  who 
are  unable  to  endure  it,  but  this  elimination  should  be  solely  upon 
the  inability  of  those  eliminated  to  survive  an  honest  contest  waged 
under  the  most  enlightened  rules  of  business  warfare. 

When  corporations  found  that  it  was  necessary  jand  profitable  to 
combine  and  either  turn  themselves  over  to  a  holding  agency  or  dis- 
solve and  unite  in  one  huge  corporation,  they  did  it  in  order  to 
economize  in  the  expense  of  administration  and  to  enable  them  to 
control  prices.  Whatever  the  purpose  was,  the  effect  in  many  cases 
was  to  give  the  holding  company  or  the  huge  corporation  the  monopoly 
of  the  business  in  which  it  was  engaged.  We  were  confronted  then 
and  we  are  confronted  now  with  the  question  as  to  how  we  should 
deal  with  the  monopoly,  and  it  is  by  no  means  an  easy  task. 

In  many  of  our  constitutions  and  most  of  our  laws  we  have  for- 
bidden the  creation  of  monopolies  by  the  Qovemment;  that  is,  we 
have  said  that  no  concern  should  be  granted  the  exclusive  right  to 
do  a  particular  kind  of  business  and,  except  in  the  case  of  allow- 
ing exclusive  patent  rights,  we  do  not  grant  such  rights;  but  the 
withholding  of  such  grants  by  the  Government  has  not  prevented 
monopoly. 

We  have  monopolies  which  have  been  created  by  individual  ingenu- 
ity and  effort,  and  it  is  this  individual  ingenuity  and  effort  with 
which  the  Government  must  deal  in  attempting  to  prevent  or  regulate 
monopoly. 
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There  are  monopolies  which  have  been  built  up  by  unfair  practices 
employed  against  competitors,  such  as  the  getting  of  rebates,  the  use 
of  large  amounts  of  capital  to  starve  out  the  competitor,  the  sellmg 
below  cost  to  drive  a  less  resourceful  competitor  out  of  business,  the 
getting  control  of  the  sources  of  supply  of  necessary  raw  material 
so  that  no  competitor  could  get  it  except  at  prices  which  would 
bankrupt  him,  the  advantages  of  high  tariff  so  that  no  similar  article 
could  be  brought  from  abroad. 

Then  there  is  the  monopoly  which  is  created  in  the  first  instance 
by  the  promoter  who  collects  a  large  sum  for  the  work  of  putting 
several  or  many  concerns  into  one,  and  this  is  made  possible  by  the 
hope  of  the  different  owners  that  they  will  add  to  the  value  of  what 
they  have  the  combination  value,  and  that  they  will  get  a  larger 
dividend  without  the  great  cost  and  trouble  and  maintaining  several 
establishments.  This  monopoly  also  offers  the  attraction  of  specu- 
lation, which  to  many  is  a  great  temptation.^ 

Now,  these  two  classes  of  monopoly  are  abnormal  and  result  from 
the  desire  of  a  few  people,  by  fair  means  or  foul,  to  take  a  short  cut 
in  getting  money.  They  do  not  represent  the  efficiency  of  combina- 
tion nor  do  they  promise  any  benefit  to  the  public. 

There  is  still  another  and  third  kind  of  monopoly  which  presents 
a  much  more  difficult  problem  and  which  must  not  be  confused  with 
the  first  mentioned  two  classes.  This  kind  of  monopoly  is  the  result 
of  an  intelligent  organization,  skillful  combination,  and  proven 
efficiency.  There  can  be  no  doubt  that  organization  when  intelligent 
and  systematic;  combination  when  brought  about  for  the  purpose  of 
embracing  all  of  the  processes  from  the  beginning  to  the  end  of  the 
manufactured  thing;  and  proven  efficiency  in  the  actual  work  of 
production  or  manufacture,  will  improve  the  quality  of  the  thing 
produced,  reduce  the  cost  of  production,  and  cheapen  the  price  to 
the  consumer.  Such  monopolies,  so  created,  stand  for  the  best  that 
is  in  our  civilization.  They  represent  the  survival  of  the  highest 
efficiency.  They  are  simply  the  wiimers  in  the  final  contest  of  com- 
petition. Because  of  all  these  qualities  which  they  have,  all  of 
these  advantages  which  they  enjoy,  such  monopolies  in  different 
fields  of  endeavor  may  come  into  exclusive  control  of  the  thing 
which  they  manufacture  or  produce.  In  other  words,  by  organi- 
zation, combination,  and  efficiency  they  may  drive  all  competitors 
from  the  field.  This  leaves  them  in  such  unchallenged  control  that 
they  are  able,  at  least  for  a  time,  to  do  much  harm  to  the  public  if 
unrestrained,  because  the  public  must  go  to  them  and  no  one  else  for 
the  thing  which  they  manufacture  or  produce. 

The  question  presents  itself,  then,  In  what  way  are  we  to  deal  with 
these  three  classes  of  monopolies ?  How  are  we  to  treat  each!  Can 
we  apply  the  same  laws  to  each ) 
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While  they  are  each  created  by  different  methods,  varying  in  their 
character  from  strangulation  of  competitors  to  simple  superiority  of 
work  and  skill,  they  each  at  last  come  to  control  the  thing  manufac- 
tured or  produced  so  as  to  be  able  to  extort  from  the  public  an  unrea- 
sonable price.  We  can  not  say  we  will  make  it  impossible  for  any 
one  of  the  three  classes  to  exist,  for  in  doing  so  we  throw  away  the 
very  fruits  of  organization,  combination,  and  efficiency.  We  can  not 
prosecute  skill  as  a  crime  along  with  coercion.  We  can  not  indict 
organization  as  an  offense  along  with  conspiracy.  We  can  not  punish 
efficiency  as  guilt  along  with  oppression. 

We  must  establish  some  rules  which  will  permit  the  best  that  is  in 
our  race  to  develop  and  yet  keep  in  check  the  worst  that  is  manifested. 

In  my  opinion,  we  should  make  definite  laws  governing  competi- 
tion. These  laws  should  be  specific  as  far  as  possible  in  defining  and 
punishing  imf air  methods  of  competition.  They  should  prevent  hold- 
ing companies,  secret  rebates,  underselling  for  the  purpose  of  driving 
out  competitors,  factors'  agreements,  and  exclusive  control  of  raw 
material,  such  as  ore,  coal,  or  oil;  and  they  should  prohibit  the  com- 
bination of  corporations  producing  the  same  things  in  the  same  way 
for  the  purpose  of  controlling  prices.  They  should  authorize  any  per- 
son injured  or  threatened  with  injury  to  apply  for  an  injunction  to 
prevent  the  threatened  injury.  Competitors  should  be  made  by  law 
to  play  fair,  and  the  means  of  enforcing  this  law  should  be  in  the 
hands  of  every  man  who  is  about  to  be  injured  by  the  unfair  play. 
We  should  so  enact  these  laws  as  to  make  it  impossible,  or  well-nigh 
impossible,  for  a  monopoly  of  the  first  two  classes  named  to  be  built 
up  on  unfair  practices  and  foul  tactics,  and  then  provide  that  if  by 
chance  one  should  escape  the  prevention  of  these  laws  and  grow  up 
the  Government  would  not  only  prosecute  it,  but  actually  destroy  it 
and  every  vestige  of  its  existence. 

Now  if,  with  these  laws  demanding  fair  play  in  competition 
thoroughly  enforced,  a  concern  belonging  to  the  third  class  should,  by 
intelligent  organization,  skillful  combination,  and  high  efficiency,  and 
without  resort  to  any  of  the  unfair  means  denounced  by  law,  produce 
the  best  and  cheapest  article  and  one  by  one  drive  all  competitors 
from  the  field  and  come  into  complete  control  of  that  field,  what  shall 
the  Government  say  to  that  concern  ?  If  it  should  undertake  to  pro- 
hibit the  steps  taken  by  the  concern,  it  would  be  legislating  against 
intelligence,  skill,  and  efficiency.  If  it  should  undertake  to  denounce 
the  concern  as  a  monopoly  when  it  had  come  into  complete  control  of 
the  field,  it  would  be  denoimcing  the  fruits  of  intelligence,  skill,  and 
efficiency.  In  whatever  way  the  Government  should  undertake  to 
prevent  the  growth  and  prosperity  of  such  a  concern,  it  would,  after 
all,  be  trying  to  prevent  the  useful  employment  of  the  best  that  is  in 
the  hiunan  race. 
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But  you  ask,  How  are  we  to  prevent  this  concern  when  it  has  come 
into  complete  control  of  the  field  by  driving  out  its  competitors  from 
raising  the  price  and  reducing  the  quality  of  the  thing  produced  f 
You  will  be  answered  by  some  that  tibe  only  way  is  for  the  Govern- 
ment to  regulate  the  prices  to  the  consumer.  This  contention  is  justi- 
fied on  the  ground  that  the  control  which  the  monopoly  has  obtained 
gives  it  such  a  power  for  pubUc  injury  that  the  Government,  acting 
for  the  public,  has  a  right  to  prevent  that  injury.  I  think  if  it  were 
true  that  the  monopolistic  control  thus  obtained  did  give  such  a 
permanent  power  to  injure  the  public  the  Government  would  have  a 
perfect  right  to  prevent  that  injury  even  by  the  regulation  of  prices; 
but  I  think  those  who  have  readied  this  conclusion  hai»  done  so 
hastily  and  without  considering  all  of  the  elements  of  the  situation. 

If  monopoly  is  the  result  solely  of  intelligent  oiganization,  skillful 
combination,  and  proven  efficiency,  and  if  unfair  methods  are  made 
unlawful  and  the  means  for  preventing  these  methods  are  made 
speedily  effective,  if  the  unhindered  right  to  compete  is  preserved 
in  full  and  the  field  kept  entirely  open  and  the  monopoly  may  not 
prevent  or  check  the  coming*  of  competition,  then  by  the  very  law 
and  logic  of  its  creation  the  monopoly  must  charge  reasonable 
prices  and  keep  up  the  standard  quality  of  the  article;  for  as  it 
could  not  have  driven  competitors  from  the  field  except  by  break- 
ing the  law  on  the  one  hand,  or  by  the  highest  efficiency  and  the 
lowest  prices  on  the  other,  it  can  not  prevent  the  return  of  com- 
petitors except  by  breaking  the  law  on  the  one  hand  or  maintaining 
the  highest  efficiency  and  the  lowest  prices  on  the  other.  And  if, 
in  each  instance,  the  law  requiring  fair  play  is  enforced,  the  monop- 
oly must  keep  its  control  by  the  same  means  that  it  got  control- 
that  is,  by  intelligent  organization,  skillful  combination,  and  proven 
efficiency — all  within  the  law  governing  competition.  The  moment 
that  a  monopoly  raises  the  prices  or  reduces  the  quality  of  its  article 
it  invites  into  a  free  and  open  field  all  of  the  competitive  ability  and 
ingenuity  in  the  country — that  very  same  competitive  ability  and 
ingenuity  which  it  drove  out  of  the  field. 

The  point  is  keeping  the  field  free,  protecting  competition,  making 
the  rules  of  competition  fair.  No  doubt  for  a  short  time  the  monopoly 
could  reap  a  harvest  of  high  prices,  but  with  this  protected  compe- 
tition its  harvest  would  soon  be  cut  short. 

It  is  my  beUef  that  the  Federal  Govenliment  should  resolutely  chal- 
lenge every  corporate  concern  seeking  entrance  into  the  field  of  inter- 
state conmierce,  and  compel  it  to  conform  to  a  standard  which  will 
insure,  first,  that  the  concern  has  behind  every  issued  share  of  stock 
the  real  value  which  the  share  represents,  not  only  for  the  protection 
of  those  who  buy  the  stock,  but  to  insure  that  it  will  not  lower  the 
standard  of  its  product  to  force  a  dividend  on  excessive  capitalization^ 
and  thus  tend  to  demoralize  the  industry  in  which  it  is  engaged.    To 
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do  this  effectiyelyy  both  as  a  security  to  the  public  and  as  a  reacting 
influence  upon  the  policy  of  the  States,  the  Federal  Government  should 
require  corporate  concerns  entering  the  field  of  interstate  commerce 
to  submit  their  status,  their  true  condition,  to  a  board  created  for 
that  purpose.  A  report  of  each  company,  examined  with  full  and 
authentic  data  should  be  kept,  and  the  rules  governing  the  conduct  of 
the  board  should  be  enacted  into  law  by  Congress;  and  no  concern 
should  be  allowed  to  enter  the  field  of  interstate  commerce  imtil  the 
board  had  issued  a  certificate  to  the  effect  that  the  concern  had  com- 
plied with  tiie  law  governing  its  admission.  The  board  should  not 
have  the  slightest  discretion  as  to  what  classes  or  kinds  of  concerns 
should  be  admitted,  but  only  the  right  to  say  that  it  had  complied 
with  the  laws  enacted  by  Congress.  This  certificate  issued  by  the 
board  should  contain  a  statement  of  the  laws  governing  their  admis- 
sion and  should  stand  for  and  in  the  pl^ce  of  a  charter  entitling  the 
concern  to  do  interstate  commerce.  It  ought  to  be  provided  that 
this  certificate  should  be  forfeited  for  a  violation  of  the  conditions  of 
entry,  as  well  as  for  a  violation  of  any  law  governing  the  transaction 
of  interstate  commerce  or  business — this  forfeiture  to  be  upon  notice 
and  after  a  hearing.  Thus  at  the  very  foundation  of  interstate  com- 
merce the  Federal  Government  would  take  a  good  grip  upon  the 
instruments  and  agencies  engaged  in  it,  and  would  hold  that  grip 
against  the  conmiission  of  economic  wrongs  and  evils. 

We  are,  of  course,  confronted  with  the  still  more  difficult  problem 
as  to  how  to  treat  the  vast  number  of  concerns  already  engaged  in 
interstate  conmierce.  In  other  words,  to  make  drastic  regulations  as 
to  all  future  concerns  entering  into  interstate  commerce  and  leave 
unregulated  and  undisciplined  those  already  engaged,  which,  without 
restriction,  have  been  allowed  to  enter  into  that  field,  would  produce 
discrimination  at  once  unjust  and  harmful  to  the  new  concerns  seek- 
ing admission  as  well  as  to  the  commerce  of  the  country.  The  acts  of 
Congress  governing  the  admission  of  concerns  into  interstate  com- 
merce could  be  so  framed,  no  doubt,  as  to  require  a  gradual  com- 
pliance with  them  by  those  concerns  already  in  the  field,  so  that  the 
readjustment  would  make  them  all  equal  in  the  eye  of  the  law,  equal 
in  their  regulation,  and  at  the  same  time  be  accomplished  without 
too  sudden  a  disturbance  of  those  which  have  entered  without 
challenge. 

One  of  the  fundamental  difficulties  is  the  slipshod  way  in  which 
companies  go  into  interstate  commerce  and  the  loose  and  unsound 
way  in  which  they  are  incorporated.  Having  set  up  the  machinery 
through  which  companies  coming  into  interstate  commerce  must 
pass,  having  erected  a  standard  by  which  they  must  be  tested,  and 
put  upon  them  a  restraint  which  can  be  exercised  for  the  protection 
of  the  public,  it  seems  to  me  that  we  could  then  proceed  to  enact 
some  specific  laws  for  their  guidance  and  control.     They  should  not 
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be  directed  merely  toward  redudng  the  size  of  industrial  units.  Their 
purpose  should  not  be  to  make  the  contest  an  even  contest  by  l&w. 
There  should  be  no  handicap  placed  upon  genius,  efficiency,  and  skill. 
These  laws  should  be  drafted  as  an  industrial  code  prohibiting  spe- 
cifically the  well-known  devices  by  which  one  concern  takes  unfair 
advantage  of  another.  A  clear  distinction  should  be  made  between 
industrial  centralization,  which  brings  together  like  concerns  produc- 
ing similar  products  by  similar  means  for  the  purpose  of  controlling 
output  and  fixing  prices,  and  the  natural  and  orderly  combination  of 
enterprises  which  assembles  under  one  control  those  corporations 
which,  step  by  step  and  stage  by  stage,  do  their  respective  work  in 
making  a  finished  product  out  of  raw  material.  Li  other  words, 
there  may  be  a  very  efficient,  useful,  and  harmless  combination  of 
corporations,  each  of  which  performs  a  portion  of  the  whole  labor 
necessary  to  perfect  a  manyfactured  article — such  a  combination 
would  increase  profits  and  cheapen  the  article  to  the  consumer — 
while  a  combination  of  corporations  engaged  in  the  same  work  upon 
a  like  article  or  enterprise,  though  reducing  somewhat  the  cost  of 
production,  would  acquire  a  dangerous  control  of  output  and  prices. 
As  to  what  these  devices  are  the  joint  committee  could  ascertain  by 
inquiry  for  the  purposes  of  legislation.  Some  of  them  are  well  known. 
From  time  to  time  as  new  devices  for  unfair  competition  or  advan- 
tages should  be  developed,  they  should  be  added  to  the  prohibitions 
of  the  statute.  We  should  save  the  field  of  interstate  commerce  as  a 
territory  into  which  certain  corporate  concerns,  after  passing  a  proper 
examination,  should  be  allowed  to  enter,  and  having  entered  they 
should  be  governed  by  a  definite  code  of  industrial  regulations 
enacted  by  Congress.  Gradually,  by  the  careful  study  of  industrial 
development,  by  requiring  elaborate  reports,  and  by  wise  and  just 
control  a  system  of  rules  governing  interstate  commerce  could  be 
developed  and  these  rules  would  become  familiar  to  every  one 
engaged  in  it. 

Instead  of  lodging  the  exclusive  right  to  apply  for  and  obtain  an 
injunction  in  the  hands  of  the  Attorney  General,  it  should  be  provided 
that  any  person  whose  property,  estate,  business,  or  enterprise  is 
threatened  with  injury  or  damage  in  violation  of  any  one  of  the  pro- 
hibited acts,  or  in  violation  of  the  conditions  on  which  the  concern 
was  admitted  to  the  field  of  interstate  commerce,  could  apply  to  any 
Federal  court  having  territorial  jurisdiction  for  an  injunction  to 
restrain  the  person  or  corporation  threatening  the  injury.  If  a  con- 
cern adriitted  to  the  field  of  interstate  commerce  should  obey  the 
rules  and  laws  provided  for  its  government  in  that  field,  and  should  by 
skill,  efficiency,  and  energy  grow  to  enormous  size  and  earn  rich 
rewards,  I  would  count  these  rewards  as  the  fruits  of  that  industry,  the 
harvest  of  energy  and  genius,  and  the  crowning  triumph  of  a  civiliza- 
tion resting  upon  the  doctrine  of  individualism. 

O 


62d  CoNGBEflS,  )  HOUSE  OF  REPRESENTATIVES,  j  RBFr.1127, 
id  Session.       \  \     Part  2. 


INVESTIGATION   OF    UNITED  STATES  STEEL 

CORPORATION. 


Auanr  2, 1912. — ^Referred  to  the  House  Calendar  and  ordertd  to  be  printed  as  a 

separate  document. 


Mr.  Gardi^eb,  from  the  Special  Committee  to  Investigate  Violations 
of  the  Antitrust  Act  of  1890,  and  other  acts,  aabmitted  the  following 

VIEWS  OF  MINORITY. 

StJMMABY— FIKDINGS  OF  FACT. 

That  J.  P.  Morgan  &  Co.  and  the  underwriting  Byndicate  received 
S62,500;000  for  organizing  the  United  States  Steel  Corporation. 

That  the  corporation  was  capitalized  at  $1,400)000,000,  of  which 
nearly  one-half  was  ''water." 

That  the  average  annual  earnings  of  the  corporatipn  have  been 
from  11  to  12  per  cent  on  the  actual  value  of  its  assets. 

That  the  corporation  controls  a  little  over  one-half  the  crude  and 
finished  steel  business  of  the  United  States. 

That  the  average  wholesale  price  of  steel  products  has  fallen  oS 
since  the  corporation  was  organized. 

That  the  corporation  and  all  the  independents  have  an  under- 
standing as  to  prices. 

That  the  system  of  interlocking  directorates  has  insidious  conse- 
quences and  facilitates  "inside  management"  and  the  stifling  of 
competition. 

That  the  situation  as  to  iron-ore  supply  is  grave  and  may  become 
menacing. 

That  labor  conditions  in  certain  departments  of  the  steel  industry 
are  bad. 

BECOHMENDATIONS. 

i.  Constructive  legislation. — ^AU  corporations  exceeding  $50,000,000 
in  capitalization  or  valuation  must  become  United  States  corpora- 
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tions  before  entering  interstate  commerce.  For  smaller  corporations 
United  States  charters  are  voluntary. 

All  United  States  corporations  must  be  recapitalized  at  their  actual 
value. 

An  Interstate  Commission  of  Industry,  like  the  Interstate  Com- 
merce Conunission,  to  be  established.     Publicity  to  be  provided  for. 

When  the  price  fixed  by  a  United  States  corporation  has  been  found 
to  be  unreasonable,  the  Literstate  Commission  of  Industry  must  pub- 
licly declare  that  fact  and  reconunend  a  reasonable  price. 

Interlocking  directorates  and  ''holding"  companies  forbidden 
except  when  permitted  by  Interstate  Commission  of  Industry. 

If  foregoing  recommendations  shall  prove  insufiicient  to  meet  the 
trust  problem,  the  Interstate  Commission  of  Industry  ought  to  be 
given  a  carefully  guarded  power  to  decree  maximum  prices  when 
necessary. 

2.  Palliatwe  legislation, — ^Industrial  corporations  not  to  own  com- 
mon carriers. 

"Unreasonable  restraint  of  trade"  defined  and  burden  of  proof  of 
"reasonableness"  transferred  to  the  defendant. 

Individuals  and  States  to  have  the  opportunity  to  intervene  in 
Government  suits. 

Extensive  powers  and  instructions  for  courts  when  combinations 
are  adjudged  illegal. 

3.  Recommendation  to  the  United  States  Steel  Corporation. — ^That  in 
the  blast  furnaces  and  rolling  mills  three  shifts  of  men,  working  8 
hours  each,  ought  to  take  the  place  of  two  shifts  of  men  working  12 
hours  each. 

Pabt  I. 

FINDINGS  OF  FACT 

We  dispute  the  findings  of  fact  of  the  majority  without  attempting 
to  deal  specifically  with  their  allegations.  By  singling  out  unusual 
incidents  and  unusual  evidence,  selecting  unusual  years,  unusual 
prices,  and  unusual  practices  as  a  standard  of  comparison,  the  major- 
ity has  created  an  overdrawn  picture  portraying  diabolical  ingenuity 
and  sinister  malevolence  as  the  characteristics  of  the  United  States 
Steel  Corporation  officials. 

J.  p.  MORGAN  Sc   OO. 

The  fact  is  that  a  very  sharp  line  of  discrimination  ought  to  be 
drawn  between  the  conduct  of  the  banking  house  which  promoted 
the  United  States  Steel  Corporation  and  the  conduct  of  the  exceed- 
ingly competent,  although  perhaps  not  altruistic^  managers  who  have 
subsequently  made  it  a  success. 
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In  return  for  promotion  services  and  risks  the  firm  of  J.  P.  Morgan 
&  Co.  exacted  $62,500,000  in  compensation  for  itself  and  the  under- 
writing syndicate  which  it  managed.  Such  a  sum  bore  no  relation 
whatever  to  the  service  rendered,  the  risk  run,  and  the  capital 
advanced.  We  do  not  hesitate  to  say  that  this  transaction  of  J.  P. 
Moigan  &  Co.  must  stand  condemned  before  the  more  enlightened 
business  ethics  of  later  years.  ^ 

HERBERT   KNOX   SMITH's   REPORT. 

For  statistical  statements  and  for  close  analysis  of  figures,  the 
minority  mainly  relies  on  the  report  of  Herbert  Ejiox  Smith,  until 
recently  Commissioner  of  Corporations.  We  have  examined  each 
table  prepared  by  the  commissioner,  and  with  slight  variations  we 
are  convinced  that  his  figures  are  correct.  Only  in  the  matter  of 
our  iron  ore  resources,  as  hereinafter  noted,  do  we  take  serious  issue 
with  him. 

OAPrrALIZATION   AND   *' WATER." 

In  substantial  agreement  with  the  commissioner,  we  find  that  the 
United  States  Steel  Corporation  was  organized  in  April,  1901,  with 
about  $1,400,000,000  capital,  of  which  approximately  $600,000,000 
to  $700,000,000  was  ''water." 

AVERAGE  EARNINGS. 

In  substantial  agreement  with  the  commissioner,  we  find  that  the 
earnings  of  the  corporation  for  the  decade  from  1901  to  1910,  in- 
clusive, averaged  from  11  to  12  per  cent  annually,  on  the  actual 
value  of  the  property. 

PROPORTION  OP  ouTPxrr. 

In  substantial  agreement  with  the  commissioner,  we  find  that  in 
1901  the  Steel  Corporation  produced  about  42}  per  cent  of  the  total 
output  of  pig  iron  of  the  United  States.  It  produced  about  43  per 
cent  in  1910.  In  1901,  the  Steel  Corporation  produced  about  60 
per  cent  of  all  the  crude  and  finished  steel  output  of  the  United 
States.  By  1911,  its  percentage  of  that  output  had  dropped  to  a 
little  over  50  per  cent. 

WHOLESALE   PRICES. 

The  Commissioner  of  Corporations  has  as  yet  published  no  findings 
as  to  the  course  of  wholesale  prices  for  steel  products  since  the  organi- 
zation of  the  corporation  in  1901. 

For  our  facts  in  this  division  of  the  question,  we  rely  on  the  figiu*es 
giving  in  Hearings  Nos.  6,  36,  52,  and  63,  on  the  annual  reports  of 
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the  American  Iron  &  Steel  Association,  on  the  Iron  Ore  Manual,  and 
on  the  Statistical  Abstract  of  the  United  States. 

We  find  that  in  the  decade  from  1901  to  1910,  inclusiYe,  the  whole- 
sale price  of  eight  representative  steel  products  fell  off  from  an  aver- 
age of  t38.80  per  ton  to  an  average  of  S36.ll  per  ton. 

We  subjoin  a  table  of  Pittsbuigh  wholesale  prices  for  each  year  of 
the  decade. 


Year. 

Steel 
nUh 

Ship 

Wixe 
Pitte- 

111 

Beaxna, 
Pitte- 
burgh. 

Tln- 
pUte 
mill. 

Bessenier 
iron, 
Pitts- 

Ste^ 

biUetB, 

Pitte- 

AT«g.. 

buzgh. 

boxigh. 

boiiBh. 

boish. 

boish. 

IMO. 

28.00 

88.60 

40.09 

32.03 

82.92 

80.64 

17.19 

96.89 

m.vL 

1800 

28.00 

81.70 

40.70 

29.66 

31.68 

78.40 

17.41 

94.68 

at.  94 

1906 

28.00 

86.84 

44.36 

33.16 

86.73 

82.88 

17.07 

26.31 

S8L17 

1907 

28.00 

38.06 

46.02 

36.84 

38.06 

87.96 

22.84 

99.28 

40.68 

1906 

28.00 

86.84 

41.66 

86.39 

38.08 

88.66 

19.64 

27.41 

19.91 

1906 

28.00 

86.61 

39.42 

36.39 

36.28 

78.40 

16.36 

24.69 

9B.M 

1904 

28.00 

34.62 

40.32 

29.66 

34.49 

76.38 

13.76 

28.  OB 

84.89 

1903 

28.00 

36.84 

44.12 

34.94 

86.84 

89.76 

18.88 

27.93 

».54 

1908. 

28.00 

36.84 

44.67 

87.40 

36.38 

88.03 

20.16 

80.82 

80.09 

1901 

27.40 

34.87 

60.40 

32.93 

86.89 

89.60 

16.72 

24.13 

».80 

cx)ALrnoNs  in  the  trade. 

We  find  that  there  is  a  complete  accord  as  to  prices  between  the 
United  States  Steel  Corporation  and  aU  the  independents.  In  general, 
the  United  States  Steel  Corporation  sets  the  prices  and  the  independ- 
ents follow  suit. 

Although  from  time  to  time  so-called  "Gary"  dinners  have  been 
held,  we  regard  these  functions  as  the  gastronomic  shadow  of  the 
price  understandings  rather  than  as  their  substance. 

As  a  matter  of  common  sense,  it  is  obvious  that  in  times  of  pros- 
perity no  ''Gary"  dinners  are  necessary  to  bring  about  uniformity 
of  steel  prices.  When  orders  are  satisfactory  no  independent,  unless 
secretly,  would  lower  prices  for  the  purpose  of  getting  more  orders. 
Obviously,  the  Steel  Corporation  could  readily  distance  any  inde- 
pendent in  a  price-cutting  race.  It  needs  no  interpreter  to  explain 
that  situation  to  aU  concerned.  It  is  equally  plain  that  no  independ- 
ent can  raise  prices  so  long  as  the  corporation  refuses  to  do  so. 

INTEHa:.OCKING  DIBEOTORATE8. 

The  system  of  interlocking  directorates  has  insidious  consequences 
which  no  man  can  gauge.  Yet  we  venture  to  say  that  the  evil  is  not 
so  great  to-day  as  it  was  five  years  since.  "Inside  management"  la 
a  term  used  to  express  a  certain  reprehensible  practice  which  a  few 
years  ago  was  all  too  prevalent  in  the  business  world.  When  in 
administering  the  affairs  of  any  corporation,  the  directors  pursue  a 
policy  more  favorable  to  their  own  financial  interests  than  to  those 
of  the  corporation  which  they  are  chosen  to  represent — to  characterize 
such -practices  men  use  the  expression,  "inside  management." 
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Interlocking  directorates  facilitate  ''inside  management."  Inter* 
locking  directorates  often  haye  been  used  for  the  purpose  of  stifling 
competition.  Yet  in  many  conununities  it  is  a  distinct  adyantage 
not  to  limit  the  sphere  of  usefulness  of  any  business  man.  We  believe 
that  interlocking  directorates,  like  so  many  other  human  agencies,  are 
fit  subjects  for  regulation  rather  than  for  destruction.  We  doubt  the 
wisdom  of  their  absolute  prohibition,  unless  regulation  shall  fail  to 
abate  the  evil. 

THS  ntON-OBE  SUPFLT. 

The  situation  with  regard  to  the  iron-ore  supply  of  this  country  is 
Tery  serious.  Since  Herbert  Knox  Smith  made  his  report,  however, 
two  changes  for  the  better  have  occurred.  The  Steel  Corporation  has 
given  notice  of  the  cancellation  of  its  lease  of  the  Hill  ore  lands,  con- 
taining approximately  250,000,000  tons  of  iron  ore.  Moreover,  the 
most  recent  report  of  the  Minnesota  Tax  Commission  shows  that  the 
quantity  of  high-grade  Lake  Superior  ore  has  hitherto  been  under- 
estimated. 

Commissioner  of  Corporations  Smith  found  that  the  United  States 
Steel  Corporation  by  ownership  or  lease  controlled  about  75  per  cent 
of  the  high-grade  ores  of  the  Lake  Superior  region.  The  estimate  was 
made  prior  to  the  notice  of  cancellation  of  the  Hill  leases.  The  com- 
missioner made  no  estimate  of  the  corporation's  proportional  holding 
of  southern  ores. 

Omitting  the  Hill  ore  lands,  we  find  that  the  United  States  Steel 
Corporation  owns  or  leases  from  50  to  55  per  cent  of  the  Lake  Superior 
Iiigh-grade  ores  and  owns  from  35  to  50  per  cent  of  the  ores  in  the 
Birmingham  district. 

This  ore  situation  is  grave  to-day  and  in  the  future  may  become 
menacing.  Who  can  doubt  that  the  strength  of  its  position  as  to  ores 
will  prove  a  potent  lever,  if  used  by  the  corporation,  for  the  exclusion 
of  future  competitors  from  the  field  of  steel  making  ? 

THE  LABOB  SrrUATION. 

The  labor  situation  in  certain  manufacturing  departments  of  the 
steel  industry  has  always  been  bad,  and  to-day  is  bad.  As  a  rule, 
in  the  plants  of  the  corporation  conditions  are  better  than  in  the 
plants  of  the  independents.  In  the  rolling  mills  and  blast  fumaces; 
men  often  have  been  required  to  work,  or  at  all  events  remain  on  more 
or  less  exacting  duty,  for  12  hours  a  day  for  7  days  in  the  week. 
Incredible  as  it  may  seem,  the  fact  is  indisputable.  It  is  true  that  a 
blast  furnace  must  be  kept  going  night  and  day.  If  it  is  extinguished, 
it  is  ruined.  We  believe  that  the  corporation  is  substantially  improv- 
ing this  situation ;  but  we  can  not  forbear  from  uttering  the  suggestion 
that  three  shifts  of  8  hours  each  ought  to  take  the  place  of  two  shifts 
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of  12  hours  each.  Although  strictly  speaking  beyond  the  scope  of 
our  report,  we  feel  that  this  recommendation  to  the  corporation  may 
with  propriety  be  made. 

THE  TENNESSEE   COAL   A  IBON   GO. 

Without  injecting  mto  this  report  a  poUtical  dispute  about  former 
President  Roosevelt,  it  is  impossible  adequately  to  discuss  the  absorp- 
tion of  the  Tennessee  Coal  &  Iron  Co.  by  the  United  States  Steel 
Corporation.  As  the  matter  has  but  little  practical  bearing  on  the 
serious  issues  of  which  we  are  treating,  the  minority  will  confine  itself 
to  the  general  statement  that  its  findings  relative  to  the  Tennessee 
Coal  &  Iron  Co.  are  not  in  accord  with  those  of  the  majority. 

Part  II. 

CONCLirSIONS. 

We  dispute  the  conclusions  of  the  majority  primarily  because  they 
are  based  on  the  tenacious  but  antiquated  assumption  that  the  true 
remedy  for  the  evils  of  industrial  combinations  lies  in  their  dissolu- 
tion into  greater  or  lesser  subdivisions.  Secondarily,  we  dispute  the 
majority's  conclusions  in  that  they  fail  to  suggest  adequate  means 
for  carrying  out  their  own  vie¥rs.  To  advocate  the  present  national 
policy  of  dissolution  while  neglecting  to  suggest  appropriate  legisla- 
tion compelling  it  to  be  fundamental  and  thorough  is  to  invite  the 
recurrence  of  dissolutions  unsatisfactory  to  the  people. 

TBUE   BEMEDY  LIES  IN   FEDERAL   CONTROL. 

While  we,  the  minority,  are  definitely  of  the  opinion  that  the  true 
remedy  for  the  trust  problem  lies  in  Federal  control  and  in  com- 
pulsory Federal  iucorporation,  with  an  imwatered  recapitalization, 
nevertheless  we  are  prepared  to  admit  the  possibility,  or  even  prob- 
ability, that  the  American  people  have  by  no  means  as  yet  come  to 
our  conclusion. 

ONE   MORE  TRY   FOR   OLD-FASHIONED  COMPETITION. 

On  the  assumption  that  the  American  people  will  insist  on  one  more 
attempt  to  restore  the  competition  of  bygone  days,  we  sincerely 
believe  that  they  ought  to  demand  a  thorough  revision  and  strength- 
ening of  the  Sherman  Act. 

In  case  the  Nation  decides  to  continue  the  existing  policy  looking 
to  the  dissolution  of  the  trusts,  we  recommend  that  instructions  to 
the  Federal  courts  be  so  extended  as  to  insure  the  thoroughness  and 
completeness  of  these  dissolutions. 


INYXBTIGATIOK  OF  UNITED  BTAXBS  8TRB|.  COBPOBATIOK.  7 

Of  the  legislation  proposed  by  the  majority  we  have  little  uufavor- 
abie  criticism  to  make  other  than  of  its  inadequacy  to  meet  the 
situation. 

The  Nation  gasps  for  the  permanent  trade  wind  of  constructive 
measures  rather  than  for  the  summer  zephyr  of  palliative  devices. 

However,  the  principles  contained  in  the  bills  drafted  by  the 
majority  are  distinctly  worthy  of  commendation,  and  we  give  them 
our  approval.  But  if  the  policy  of  dissolution  favored  by  the 
majority  is  to  be  pursued,  much  additional  legislation  is  required 
before  proper  dissolution  can  be  obtained.  This  legislation  the 
majority  has  scarcely  outlined. 

OONSTRUOrrVE   LEGISLATION. 

If,  on  the  other  hand,  as  we  hope,  the  country  should  be  favorably 
impressed  by  the  views  of  the  minority,  then  a  series  of  fundamental 
legislative  changes  must  be  adopted.  To  the  far-reaching  con- 
structive measures  which  we  advocate  the  legislation  proposed  by 
the  majority  may  well  be  added  as  a  desirable  embellishiinent. 

(1)  We  recommend  that  all  corporations  or  combinations  equaling 
m  valuation  or  in  capitalization  the  amount  of  $50,000,000,  or  such 
other  sum  as  may  be  determined  upon,  shall  be  compelled  to  acquire 
an  United  States  charter  before  engaging  in  interstate  commerce. 
We  recommend  that  voluntary  Federal  incorporation  shall  be  pro- 
Tided  for  lesser  organizations.  The  day  has  gone  by  when  any 
niceties  of  historical  policy  should  be  permitted  to  blind  us  to  the 
economic  obliteration  of  State  lines. 

(2)  We  recommend  the  establishment  of  an  Interstate  Commission 
of  Industry,  which  shall  have  control  over  all  corporations  operating 
under  an  United  States  charter.  This  control  shall  be  similar  to 
that  which  is  exercised  by  the  Interstate  Commerce  Commission  over 
the  railroad  companies,  and  shall  insure  the  requisite  publicity. 

(3)  Whenever  the  price  charged  by  an  United  States  corporation 
for  one  of  its  products  shall  have  been  found  to  be  unreasonable  by 
some  competent  authority  to  be  determined  hereafter,  we  recommend 
that  it  shall  be  the  duty  of  the  Interstate  Commission  of  Industry 
to  make  public  declaration  of  the  fact  and  to  recommend  a  price  in 
lieu  of  that  found  unreasonable. 

(4)  We  recommend  that  all  corporations  when  they  acquire  an 
United  States  charter  shall  be  required  to  recapitalize  at  an  amount 
not  to  exceed  the  true  value  of  their  assets.  In  the  valuation  of 
their  assets,  we  recommend  that  nothing  be  reckoned  for  so-called 
** monopoly"  value,  or  value  which  arises  merely  from  their  exclusive, 
majority,  or  substantial  control  of  the  industry  in  which  they  are 
engaged. 
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(5)  We  recommend  that  interlocking  directorates  in  United  States 
corporations  shall  be  forbidden  except  when  licensed  by  the  Inter- 
state Gommission  of  Industry. 

(6)  We  recommend  that  so-called  ''holding''  companies  sh&Il  be 
forbidden  except  when  licensed  for  temporary  pmposes  of  reorgani- 
zation by  the  Interstate  Commission  of  Industry. 

(7)  Should  the  powers  which  we  suggest  prove  insufficient  to 
enable  the  Interstate  Commission  of  Industry  to  exercise  a  salutary 
control  over  United  States  corporations,  we  reconmiend  that  further 
legislation  be  enacted  bestowing  on  the  commission  a  carefully 
guarded  power  to  fix  a  maximiun  price  in  lieu  of  any  price  adjudged 
to  be  unreasonable. 

We,  the  minority,  are  fully  alive  to  the  fact  that  this  recommenda- 
tion runs  counter  to  the  time-honored  doctrines  of  the  greatest 
English-speaking  political  economists  of  the  past.  It  even  runs 
eoimter  to  much  historical  experience.  Nevertheless,  we  are  also 
aware  that  the  great  political  economists  of  the  past  contemplated 
no  situation  such  as  now  confronts  us.  In  this  twentieth  century 
combinations,  international  in  their  scope,  have  by  their  immense 
preponderance  of  power  distorted  the  operation  of  general  economic 
laws. 

After  the  most  serious  deliberation,  with  a  profound  consciousness 
that  this  doctrine  will  offend  many  a  deep  student  of  public  affairs, 
with  a  sincere  hope  that  such  a  step  may  not  prove  necessary,  never- 
theless it  is  our  belief  that  we  ought  not  to  shrink  from  violating  our 
traditional  policy  if  experience  shall  convince  us  that  the  trust  prob- 
lem can  not  otherwise  be  met. 

PALLIATIVE  LEGISLATION. 

(8)  We  concur  in  the  recommendation  of  the  majority  that  indus- 
trial corporations  shall  be  forbidden  to  own  common  carriers. 

(9)  We  also  concur  in  the  recommendation  of  the  majority  that 
parties  injuriously  affected  by  combinations  should  have  access  to 
the  courts  and  the  benefit  of  adequate  and  sufficient  remedies  for 
wrongs.  Individuals  or  a  State  ought  to  have  the  opportunity  to 
intervene  in  a  Government  suit. 

(10)  We  also  concur  in  the  view  of  the  majority  that  the  legal  ex- 
pression ** unreasonable  restraint  of  trade"  must  be  defined,  that 
certain  obnoxious  practices  shall  be  held  to  be  conclusive  evidence 
of  ** unreasonableness,"  that  in  certain  other  cases  the  burden  of 
proof  of  ** reasonableness"  must  rfest  with  the  defendant,  and  that 
the  courts  shall  have  extensive  powers  when  combinations  are  ad- 
judged illegal.  The  majority  presents  a  bill  covering  these  questions. 
When  redrafted  so  as  to  attain  the  ends  which  it  seeks  to  accomplish, 
we  give  it  our  approval,  except  as  regards  section  14.    Section  14 
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seeks  to  create  a  rebuttable  presumption  of  ''unreasonableness"  in 
cases  where  a  combination  controls  30  per  cent  of  the  domestic  trade 
in  a  given  article.  It  may  perhaps  be  true  that  this  bill  defines  aa 
''unreasonable"  a  number  of  acts  which  the  conmion  law  alread]^ 
interdicts;  but  it  is  as  well  to  crystallize  these  definitions  into  the 
form  of  a  statute. 

BXTBANEOUS   LEGISLATION.. 

(11)  As  to  the  recommendation  of  the  majority  to  the  effect  that 
the  Commissioner  of  Corporations  should  be  required  to  report  to 
Congress  as  well  as  to  the  President,  we  forbear  to  express  an  opinion 
until  we  have  had  an  opportunity  to  hear  the  question  adequately 
discussed. 

Augustus  P.  Gabdneb. 

Henby  G.  Danfobth. 

I  concur  in  the  above  report  except  that  I  believe  that  the  Inter- 
state Commerce  Commission  and  the  railroad  commissions  of  the 
several  States  are  clothed  with  sufficient  power  to  remedy  all  evils 
growing  out  of  the  ownership  of  common  carriers  by  industrial  corpo- 
rations. To  forbid  such  ownership  would  tend  to  decrease  economy 
and  efficiency  on  the  part  of  the  industrials.  Furthermore,  I  am  not 
convinced  that  the  power  to  fix  prices  is  necessary  to  the  efficiency  of 
Federal  control.  Should  experience,  however,  demonstrate  that  I 
am  wrong  in  this  conclusion  I  should  unhesitatingly  favor  the  grant- 
ing of  such  power. 

H.  O.  Young. 

o 
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Mr.  Toxn^o,  from  the  Special  Committee  to  Investigate  Violations  of 
the  Antitrust  Act  of  1890,  and  othor  acts,  submitted  the  following 

VIEV7S  OF  THE  MINORITY. 

SUPPLEHEHTABT  BEPOBT  OH  THE  FACTS  BT  H.  0.  TOXrETG,  A 
MEKBEB  OF  THE  SPECULL  COMMITTEE  TO  IHVESTIOATE  THE 
VHITED  STATES  STEEL  COBPOBATIOH. 

I  have  joined  with  my  Republican  colleagues  upon  the  United 
States  Steel  Committee  in  their  report  and  recommendations,  except 
that  I  do  not  agree  with  them  that  it  is  necessary  to  prohibit  indus- 
trial corporations,  under  all  circumstances,  from  owning  common  car-. 
riers,  nor  that  it  is  advisable  or  necessary  to  invest  the  Federal  agency 
to  be  intrusted  with  the  supervision  and  control  of  large  corporations 
engaged  in  interstate  commerce  with  the  power  to  fix  prices. 

Under  ordinary  circumstances  I  should  content  myself  with  such 
action,  but  the  majority  of  the  committee  have  united  in  a  report  of 
some  200  pages.  A  very  large  proportion  of  this  report  purports  to 
be  a  statement  of  the  facts  elicited  by  the  investigation  of  the  com- 
mittee. This  statement  is  so  overdrawn,  prejudiced,  inaccurate,  and 
exaggerated  that  I  feel  it  ought  not  to  go  unanswered. 

It  is  true  that  the  report  of  the  Republican  members  of  the  com- 
mittee, signed  by  me,  does  in  a  general  way  deny  emphatically  many 
of  the  misrepresentations  of  the  majority  report,  but  I  feel  that  it  is 
necessary  in  order  that  a  correct  picture  of  the  situation  may  be 
given  to  go  further  than  this;  hence  this  supplementary  report. 

The  special  committee  to  investigate  violations  of  the  antitrust 
act,  usually  known  as  the  Steel  Corporation  Committee,  was  appointed 
under  the  authority  of  House  Resolution  No.  148  of  the  present 
Congress.    That  resolution  is  as  follows: 

Resolved^  That  a  committee  of  nine  Members,  to  be  elected 
by  the  House,  be,  and  is  hereby,  directed,  to  make  an  investi- 
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gation  for  the  purpose  of  ascertaining  whether  there  have  occur- 
red violations  oy  the  United  States  Steel  Corporation,  or  other 
corporations  or  persons  as  hereinafter  set  out^  of  the  antitrust 
act  of  July  second,  eighteen  hundred  and  ninety,  and  the  acts 
supplementary  thereto,  the  various  interstate-commerce  acts, 
and  the  acts  relative  to  the  national-banking  associations,  which 
violations  have  not  been  prosecuted  by  the  executive  officers  of 
the  (jovemment;  and  if  any  such  violations  are  disclosed  said 
committee  is  directed  to  report  the  facts  and  circumstances  to 
the  House. 

Said  committee  is  also  directed  to  investigate  the  United  States 
Steel  Corporation,  its  oi^anization  and  operation,  and  if  in  con- 
nection therewith  violations  of  law  as  aforesaid  are  disclosed,  to 
report  the  same. 

Said  committee  shall^  inquire  whether  said  Steel  Corporation 
has  any  relations  or  affiliations  in  violation  of  law  with  the  Penn- 
sylvama  Steel  Company,  the  Cambria  Steel  Company,  the  Lack- 
awanna Steel  Company,  or  any  other  iron  or  steel  company. 

Also  whether  said  Steel  Corporation  through  the  persons  own- 
ing its  stock,  its  officers  or  agents,  has  or  has  had  any  relations 
with  the  Pennsylvania  Railroad  Company,  or  an]^  other  railroad 
•  company,  or  any  coal  companies,  national-banKng  companies, 
trust  companies,  insurance  companies,  or  other  corporate  organi- 
zations or  companies,  or  with  the  stockholders,  directors,  or  other 
officers  or  agents  of  said  companies,  or  with  any  person  or  persons, 
which  have  caused  or  have  a  tendency  to  cause  any  of  the  results 
following: 

First.  The  restriction  or  destruction  of  competition  in  produc- 
tion, sale,  or  transportation.^ 

Second.  Excessive  capitalization  and  bonding  of  corporations. 

Third.  Combinations  created  by  ownership  or  control  by  one 
corporation  or  the  stockholders  or  bondholders  thereof  of  the 
stock  or  bonds  of  other  corporations,  or  combinations  between 
the  officers  or  agents  of  one  corporation  and  the  officers  or  agents 
of  other  corporations  by  duplication  of  directors  or  other  means 
and  devices. 

Fourth.  Speculations  in  stocks  and  bonds  by  agreement  among 
officers  and  agents  of  corporations  to  depress  the  value  of  the 
stocks  and  bonds  of  other  corporations  for  the  purpose  of  acquir- 
ing or  controlling  same. 

Fifth.  Profits  through  such  speculation  to  officers  or  agents 
of  such  corporations  to  the  detriment  of  the  stockholders  and  the 
public. 

Sixth.  Panics  in  the  bond,  stock,  and  money  markets. 

Said  committee  shall  in  its  report  recommend  such  further 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

Said  committee  as  a  whole  or  by  subcommittee  is  authorized 
to  sit  during  sessions  of  the  House  and  the  recess  of  Congress,  to 
employ  clerical  and  other  assistance,  to  compel  the  attendance 
of  witnesses,  to  send  for  persons  and  papers,  and  to  administer 
oaths  to  witnesses. 

The  Speaker  shall  have  authoritv  to  sign  and  the  Clerk  to 
attest  su  Dpoenas  during  the  recess  of  Congress. 

After  the  committee  had  proceeded  some  time  with  its  investigation 
the  Department  of  Justice  brought  a  proceeding  against  the  United 
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States  Steel  Corporation,  chax^giiig  it  with  violations  of  the  antitrust 
ftct  and  praying  for  its  dissolution.  After  the  commencement  of  this 
suit  the  United  States  Steel  Corporation,  through  its  attorneys, 
appeared  before  the  committee  and  protested  against  the  further 
continuance  of  the  investigation  on  the  ground  that  the  whole  matter 
was  involved  in  the  suit  begun  by  the  Government.  The  committee, 
at  a  meeting  held  on  December  11,  1911,  bya  unanimous  vote  took 
the  action  set  out  in  the  following  extract  from  its  proceedings: 

The  committee  has  had  under  careful  consideration  the 
objections  made  by  the  United  States  Steel  Corporation,  through 
its  counsel,  to  the  further  prosecution  of  tnis  investigation. 
The  resolution  imder  which  this  committee  is  proceeding  directs 
the  conmiittee: 

First.  To  inquire  into  and  report  as  to  whether  the  United 
States  Steel  Corporation  is  in  its  organization  or  operations  acting 
in  violation  of  tne  antitrust  law. 

Second.  To  inquire  into  and  report  violations  of  the  interstate- 
commerce  acts  and  amendments  thereto  and  to  the  acts  relating 
to  national  banking  associations. 

Third.  To  inquire  into  the  restriction  or  destruction  of  com- 
petition by  reason  of  the  relations  of  the  United  States  Steel 
Corporation  and  its  officera  with  other  companies. 

Fourth.  The  excessive  capitalization  and  bonding  of  cor- 
porations. 

Fifth.  Combinations  created  by  holding  companies,  inter- 
locking directorates,  and  other  devices. 

Sixui.  Combinations  to  depress  the  value  of  stocks  and  bonds 
for  the  purpose  of  a^uiring  tnem. 

Seventh.  Panics  in  the  lK>nd  and  stock  market. 

And  the  conmiittee  is  also  directed  to  recommend  such  further 
legislation  by  Congress  as,  in  its  opinion,  is  desirable. 

The  objection  made  by  the  counsel  for  the  Steel  Corporation 
to  the  further  continuance  of  the  investigation  was  based  upon 
the  groimd  that  the  Government  had  filed  a  bill  in  the  coiuis  of 
New  Jersejr  against  the  United  States  Steel  Corporation  seeking 
its  dissolution  under  the  antitrust  law.  As  to  this  objection,  it 
is  our  unanimous  opinion  that  the  committee  should  continue  the 
investigation  as  if  no  proceeding  on  the  part  of  the  United  States 
Government  were  now  pending  against  said  corporation,  but  not 
for  the  purpose  of  determining  the  questions  involved  in  the 
action  brought  by  the  Government  against  the  United  States 
Steel  Corporation,  and  any  inquiry  into  the  subjects  embraced 
in  that  action  should  be  made  for  the  purpose  of  enabling  the 
committee  to  reconmiend  such  further  legislation  as  in  its  opmion 
is  desirable.  Touching  all  other  matters  the  committee  win  pro- 
ceed as  heretofore. 

The  committee's  authority  to  investigate  violations  of  the  law  was 
confined  to  such  as  had  not  been  prosecuted  by  the  executive  officers 
of  the  Grovemment.  Of  course,  speaking  with  technical  accuracy, 
the  resolution  excluded  from  the  investigation  only  such  violations  as 
had  been  prosecuted  by  the  Government  at  the  time  the  resolution 
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passed.  Bot  in  sabstance  and  in  reason  it  excluded  from  the  inYesti- 
gation  the  violations,  or  alleged  yiolations,  dealt  with  in  the  suit 
begun  after  the  committee  had  entered  upon  its  deliberations.  The 
committee  so  far  coincided  with  this  view  as  to  declare  tiiat  any 
investigations  they  might  make  into  the  subjects  embraced  in  the 
suit  of  the  Government  should  not  be  for  the  purpose  of  determining 
the  questions  involved  in  that  action,  but  only  for  the  purpose  of 
enabling  the  committee  to  reconmiend  such  further  legislation  as  it 
deemed  desirable.  We  believed  that  this  action  of  the  committee  was 
proper,  and  that  it  precludes  the  committee  from  any  finding  as  to 
whether  the  matters  involved  in  the  suit  by  the  Government  consti- 
tuted or  do  not  constitute  a  violation  of  the  law.  The  impropriety  of 
a  committee  of  Congress,  which  speaks  with  some  authority,  and 
which  would  naturally  to  some  extent  influence  public  opinion,  declar- 
ing, during  the  pendency  of  a  suit,  as  its  solemn  judgment  that  the 
defendants  were,  or  were  not,  guilty  of  the  acts  of  wrongdoing 
charged  id  the  Government's  complaint,  I  am  confident  must  appeal 
to  the  sound  judgment  of  every  lawyer  and  to  the  good  sense  of  every 
judicious  and  fair-minded  man.  Therefore  so  far  as  the  matters 
involved  in  the  suit  of  the  Government  are  concerned  I  shall  confine 
myself  to  a  statement  of  the  facts  as  they  appear  from  the  evidence 
taken  by  the  committee  without  drawing  any  conclusion  as  to  whether 
they  do  or  do  not  constitute  violations  of  tiie  law.  I  shall  begin,  there- 
fore, with  that  portion  of  the  resolution  which  directs  the  committee 
to  investigate  the  organization  and  operation  of  the  United  States 
Steel  Corporation. 

If  I  should  attempt  to  pdint  out  in  detail  aU  of  the  inaccuracies, 
exaggerations,  and  misrepresentations  in  the  report  of  the  majority  it 
would  draw  this  report  out  to  a  length  which  would  tax  my  endurance 
and  prevent  its  being  read  by  anyone.  I  shall  therefore  adopt  the 
course  of  calling  attention  to  a  very  few  of  the  distortions  and  mis- 
statements in  that  report  and  then  present  a  statement  of  what  I  con- 
ceive to  be  the  real  facts  in  the  case  upon  which  the  committee  were 
required  to  report. 

The  majority  report  contains  the  following  quotation  from  some 
testimony  given  by  Judge  Gary  before  the  Ways  and  Means  Com- 
mittee relative  to  the  United  States  Steel  Corporation: 

Mr.  Cochran.  Of  this  whole  sum,  $1^782,000.000,  was  not  one 
billion,  at  least,  capitalized  profits  as  distinguished  from  original 
investment  t 

Mr.  Gary.  I  should  have  to  guess  at  that,  but  I  should  guess 
yes,  including  increase  in  value. 

This  statement  is  perfectly  clear  that  both  Mr.  Cochran  and  Mr. 
Gary  had  in  their  minds  the  distinction  between  original  investment 
and  the  surplus  profits  made  in  the  business  which  were  later  capital- 
ized. 
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But  later  the  majority  of  the  committee,  in  referring  to  this  state- 
ment of  Judge  (rary,  transmutes  it  into  the  following: 

Judge  Gary  before  the  Ways  and  Means  Committee  euesses  that 
a  billion  dollars  of  this  capitalization  of  the  United  States  Steel 
Corporation  was  water.    His  guess  is  approximately  correct. 

And  again  it  is  stated,  referring  to  the  same  matter,  ''when  it  is 
remembered  that  the  'concern'  at  its  organization  was  already  bonded 
for  $303,450,000  more  than  the  actual  value  of  its  property,"  etc. 

Later  in  the  report  the  statement  is  again  repeated  that  the 
actual  value  of  the  United  States  Steel  Corporation  was  less  than 
$300,000,000. 

There  is  absolutely  no  testimony  in  the  record  upon  which  to  found 
this  statement.  The  United  States  Steel  Corporation  was  heavily 
overcapitalized,  as  will  be  shown  later  on,  but  liie  very  least  physical 
value  placed  by  anyone  upon  its  properties,  at  the  time  of  its  organi- 
zation, is  $676,000,000.  (Herbert  Enox  Smith  Kept.,  pt.  1,  pp.  15, 
19,  and  36.) 

At  another  part  of  the  report  the  statement  is  made  that  the  United 
States  Steel  Corporation  acquired  a  one-third  interest  in  the  Negaunee 
mine  for  $500,000.  This  statement  is  made  for  the  purpose  of  show- 
ing the  value  of  mining  properties  and  is  based  upon  a  statement  in 
McRae's  report,  page  3789,  that  the  United  States  Steel  Corporation 
negotiated  for  the  purchase  of  this  property  at  that  price.  As  a  mat- 
ter of  fact  it  never  acquired  this  interest  in  it,  and  the  property  was 
subsequently  leased  to  other  parties,  who  paid  a  bonus  of  $1,500,000 
for  a  lease  upon  a  30-cent  royalty. 

The  majority  in  an  argument  intended  to  prove  that  the  prop- 
erties purchased  by  the  United  States  Steel  Corporation  of  the 
Union  Iron  Co.,  which  had  lately  absorbed  the  Sharon  Steel  Co., 
were  purchased  to  eliminate  competition  urges  that  the  extrava- 
gant price  paid  for  that  property  is  only  proof  of  their  conclusion. 
They  state  that  the  price  was  $75,860,501,  and  compared  it  with 
the  value  of  seven  other  steel  companies  to  show  its  extravagance. 
As  a  matter  of  fact  the  price  paid,  instead  of  $75,860,501, 
was  $33,202,490,  and  this  included  liquid  assets  of  $2,341,989, 
leaving  the  amount  actually  paid  for  the  property  $30,860,501. 
This  error  is  the  more  astonishing  as  the  contract  under  which  this 
property  was  acquired  is  set  forth  in  full  in  the  McRae  Report, 
beginning  on  page  4348,  and  the  transaction  is  fully  explained  in 
Herbert  Ejiox  Smith  Report,  part  1,  on  page  283. 

This  transaction  in  brief  was  as  follows: 

The  Union  Steel  Co.  was  not  fully  organized  at  the  time  of  its 
purchase  and  the  contract  of  the  United  States  Steel  Corporation  was 
made  not  with  the  Union  Steel  Co.,  but  with  its  owners.  The  entire 
capital  stock  of  this  company  was  transferred  to  the  United  States 
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Steel  Corporation,  and  the  United  States  Steal  Corporation  in  con- 
sideration therefor  guaranteed  $45,000,000,  par  value,  of  bonds 
authorized  by  the  Union  Steel  Co.  These  bonds  had  not  been 
issued  but  were  used  as  follows:  $33,202,490,  par  value,  of  them 
were  issued  to  the  owners  of  the  Union  Steel  Co.  in  full  payment  for 
the  property.  The  remainder  of  the  $45,000,000  were  retained  by 
the  Union  Steel  Co.,  which  by  the  transfer  of  its  stock  became  the 
property  of  the  United  States  Steel  Corporation,  to  be  issued  to 
acquire  a  working  capital.  It  appears  that  a  considerable  portion 
of  them  never  were  issued.  Just  how  the  majority  arrived  at  their 
findings  I  am  unable  to  comprehend,  but  that  they  are  absolutely 
without  any  foundation  in  fact  is  patent. 

Again, 

In  reference  to  the  purchase  of  the  Tennessee  Coal,  Iron  &  Bail- 
road  Co.,  and  the  action  of  President  Roosevelt  therein.  The  letter 
of  President  Koosevelt,  dated  November  4,  1907,  addressed  to 
Attorney  General  Bonaparte,  is  set  forth  in  full.  Commenting  upon 
this  the  report  of  the  majority  says  among  other  things,  'Hhis 
letter  contains  the  following  alleged  statements  of  fact" — and  I  will 
confine  myself  to  the  first  of  these: 

1.  A  certain  business  firm  of  real  importance  in  New  York, 
having  among  its  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal,  Iron  &  Kailroad  Co.,  was  about  to  fail  if  help  was  not  forth- 
coming from  the  Steel  Corporation.  *  *  *  Such  were  the 
representations  made  by  Messrs.  Frick  and  Gary  to  the  President 
of  the  United  States  during  this  brief  20  minutes'  interview.  The 
same  number  of  palpably  incorrect  statements  were  probably 
never  couched  in  tne  same  number  of  words  before  or  since.  Xs 
to  the  existence  of  this  unknown  business  of  great  importance 
wliich  was  alleged  to  have  had  a  majority  of  the  assets  of  the 
Tennessee  Coal,  Iron  &  Railroad  Co.,  there  was  no  concern  in 
the  city  of  New  York  of  any  importance  which  had  among  its 
assets  a  majority  of  the  stock  of  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  or  which  would  in  any  way  have  been  affected  by  the 
exchange  of  such  stock  as  it  did  have  for  any  other  stock.  The 
President  was  evidently  laboring  under  the  impression  that  some 
great  financial  institution  burdened  with  its  load  of  Tennessee 
Coal,  Iron  &  Railroad  Co.  securities  was  tottering  to  its  ruin 
and  about  to  smash  up  other  concerns  by  its  fall. 

Now,  the  evidence  oefore  this  committee  shows  that  the  ma- 

Srity  of  this  stock  was  locked  up  in  the  strong  boxes  of  Ogleby, 
anna.  Gates,  and  others,  no  one  of  whom  was  in  any  wa3^ 
involved. 

Anyone  who  charges  another  with  falsification  should  themselves 
at  least  take  ordinary  pains  to  be  correct.  It  appears  from  all  of  the 
testimony  that  the  firm  in  question  was  Moore  &  Schley,  bankers 
and  brokers;  that  they  were  worth  about  $10,000,000  and  had  lia- 
bihties  of  about  $38,000,000,  while  approximately  the  same  amount 
was  owing  to  them.     To  the  ordinary  man  it  would  seem  clear  that  a 
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concern  with  this  capital  and  credit  was  one  ''of  real  importance  in 
New  York  business  circles." 

Now  then,  did  it  have  among  its  assets  a  majority  of  the  securities 
of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  ?  The  capitalization  of 
the  latter  company  was  294,000  shares,  approximately.  (Schley, 
hearings,  p.  1049.) 

In  regard  to  the  amount  held  by  Moore  &  Schley,  Mr.  Schley  testi- 
fied as  follows: 

Mr.  LiTTLBTON.  How  much  do  you  think  at  that  time  of  the 
stock  of  the  Tennessee  Coal  &  Iron  Co.  Moore  &  Schley  had 
loaned  money  on  to  their  customers  and  had  in  turn  hypothe- 
cated with  their  other  securities  in  making  loans  for  themselves ) 

Mr.  Schley.  I  could  only  estimate  that. 

Mr.  LrrrusTON.  Well,  give  us  the  best  estimate  you  can. 

Mr.  ScHUSY.  I  should  say  we  had  approximately  150,000 
shares. 

Mr.  Littleton.  One  hundred  and  fifty  thousand  shares  ? 

Mr.  Schley.  One  hundred  and  forty  thousand  or  one  hun- 
dred and  fifty  thousand  shares  on  our  books  subject  to  loan. 

Mr.  Littleton.  You  say  "subject  to  loan,"  and  those  short 
phrases  sometimes  we  do  not  understand. 

Mr.  Schley.  Well,  upon  which  stock  our  customers  were  bor- 
rowing money. 

Again  Mr.  Littleton  returned  to  the  subject  and  the  following 
colloquy  occurred: 

Mr.  LiTTLxnx>N.  It  says  here,  "among  its  assets  are  a  majority 
of  the  securities  of  the  Tennessee  Coal  Co."  Were  the  assets  of 
Moore  &  Schley,  or  did  they  contain,  a  majority  of  the  Tennessee 
Coal  Co.'s  stock?    I  mean  Moore  &  Schley  assets. 

Mr.  Schley.  I  should  not  think  so;  but  it  approximated  it. 

Mr.  LiTTLBTON.  Moore  &  Schley,  as  a  matter  of  fact,  did  not 
have  among  their  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal  Co.,  did  they? 

Mr.  Schley.  It  approximated  it.     (Hearings,  pp.  1095,  1096.) 

It  will  be  noted  that  Mr.  Littleton  specifically  confined  his  question 
to  the  assets  of  Moore  &  Schley  alone  and  got  the  final  answer  that 
those  holdings  approximated  a  majority  of  the  stock  of  the  Ten- 
nessee. Coalf  Iron  &  Railroad  Co. 

This  testimony  is  sufiSicient  to  show  that  the  statement  that  Moore 
&  Schley  were  a  financial  concern  of  importance  in  New  York  and  that 
they  had  among  their  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  was  at  least  substantially  correct. 

But  the  majority  report  says  further  that  no  concern  of  importance 
in  the  city  of  New  York  would  have  in  any  way  been  affected  by  the 
exchange  of  said  stock;  but  Mr.  Schley  swears  that  the  situation  of 
Moore  &  Schley  previous  to  the  sale  of  Tennessee  Coal,  Iron  &  RaiL 
road  Co.  was  as  if  ''a  sword  was  suspended  over  their  head;  it  might 
sever  it  at  any  moment."     (Schley,  hearings,  p.  1110.) 
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And,  speaking  of  the  effect  of  the  sale  upon  the  affau-s  of  Moore  & 
Schley,  he  says  "  that  it  put  S12,000,000  into  their  coffers.''    He  adds: 

The  effect  was  enormous,  Mr.  Littleton.  When  you  reduce 
$35,000,000  of  loans  h^  $12,000,000,  bringmg  it  down  to  $23,000,- 
000,  you  are  bringing  into  your  boxes  30  or  35  per  cent,  or  whatr 
ever  the  margin  was  you  had  up,  of  new  material  to  bring  into 
your  box  and  sell  it.  Thirty  per  cent  of  $12,000,000  is 
$3,600,000.  Thftt  strengthens  you,  and  your  loans  are  less; 
and  Moore  &  Schley  were  $5,000,000  riener,  with  much  less 
loans  and  within  35  days  impregnable.  (Schley,  Hearings, 
p.  1089.) 

In  view  of  this  testimony,  which  is  uncontradicted,  what  can  the 
majority  mean  in  their  report  when  they  state  that  there  was  no  con- 
cern in  the  city  of  New  York  of  any  importance  which  would  in  any 
way  have  been  affected  by  the  exchange  of  such  stock  t  But  this  is 
not  all.  The  majority  in  the  portion  of  the  report  already  quoted 
say  that  the  evidence  shows  that  the  majority  of  this  stock  was  locked 
up  in  the  strong  boxes  of  Ogleby,  Hanna,  Gates,  and  others,  intend- 
ing to  have  it  understood,  of  course,  that  if  it  was  in  the  possession  of 
these  gentlemen  it  could  not  have  been  in  Moore  &  Schley's  posses- 
sion. But  the  evidence  shows  nothing  of  this  kind.  It  accounts 
for  less  than  100,000  shares  of  the  Tennessee  Coal,  Iron  &  Railroad  Co. 
stock  as  not  being  in  the  hands  of  Moore  &  Schley,  and  as  to  the 
remainder,  if  any,  which  was  not  in  their  hands  the  record  is  utterly 
silent. 

It  must  not  be  thought  that  the  above  instances  of  inaccuracy, 
unfairness  and  misrepresentation  are  isolated  cases;  they  are  merely 
typical  cases  with  which  nearly  every  page  of  the  report  bristles. 

Now,  having  called  attention  to  the  fact  that  the  report  of  the 
majority,  as  presented  to  the  members  of  the  minority  members 
of  the  committee,  can  not  be  relied  on  as  to  its  statement  of  facts, 
and  that  one  who  wishes  to  know  the  facts  when  examining  that 
report  must  constantly  refer  to  the  record,  I  will  proceed  with  a  state- 
ment of  what  I  consider  to  be  the  facts  disclosed  by  the  testimony 
before  the  committee.  Doubtless  some  errors  will  creep  into  my 
statement,  but  they  will  be  unintentional,  and  I  shall  be 'glad  to 
have  them  pointed  out. 

The  organization  of  that  great  corporation  was  only  the  last  step 
in  the  evolution  of  the  iron  and  steel  industry  in  this  country.  It 
was  not  a  sudden  birth,  but,  on  the  contrary,  was  the  outgrowth  of 
a  slow  and  steady  development  and  grew  out  of  the  conditions  sur- 
rounding the  industry.  In  order  to  understand  the  causes  that  led 
to  the  promotion  of  this  great  corporation,  it  is  necessary  to  recall 
briefly  the  previous  history  of  the  industry.  From  very  humble 
beginnings  it  has  grown  to  gigantic  proportions* 
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Until  about  1867  the  manufacture  of  steel  was  insignificant.  The 
mdustry  was  confined  ahnost  entirely  to  iron.  The  history  of  the 
iron  industry  divided  itself  naturally  into  two  periods,  the  first  extend- 
ing from  the  beginning  until  about  the  year  1840.  During  this  period 
charcoal  was  the  only  fuel.  During  the  second  period,  which  begins 
about  1840,  the  industry  was  based  upon  anthracite  and  bituminous 
coal  as  a  fuel.  This  change  in  fuel  constituted  almost  a  revolution 
in  the  business  and  extended  it  by  leaps  and  boimds. 

THE  CHARCOAL  FBBIOD. 

During  the  charcoal  period  facilities  for  transportation  were  small 
and  the  ability  of  the  people  to  buy  was  slight,  so  the  business  was 
necessarily  conducted  in  small  plants,  cheaply  built  and  having  only 
a  local  custom. 

The  first  iron  furnace  in  this  country  of  which  we  have  any  authentic 
record  was  built  at  Lynn,  Mass.,  in  1645.  In  the  century  following  a 
large  number  of  small  furnaces  and  bloomeriee  were  erected  and  oper- 
ated in  New  England,  using  bog  ores  almost  exclusively.  In  1734  the 
richer  brown  ores  of  western  Connecticut  and  southern  New  York  were 
obtained  and  largely  replaced  the  bog  ores. 

After  the  close  of  tixe  Revolution  the  iron  industry  expanded 
rapidly,  following  the  western  progress  of  settlement,  and  had 
reached  western  Pennsylvania  and  the  Appalachian  Valley  of  Vir- 
ginia and  Tennessee  before  the  close  of  the  eighteenth  century. 
In  the  first  40  years  of  the  nineteenth  century  it  had  reached  as  far 
west  as  Missouri  and  north  to  Michigan. 

In  1810  the  entire  pig-iron  production  of  this  country  was  53,908 
tons,  or  a  little  less  than  19  pounds  to  each  inhabitant  of  the  country. 
In  1840  this  production  had  grovm  to  286,903  tons,  or  about  37 
pounds  for  each  inhabitant.  This  product  was  made  in  804  blast 
furnaces,  making  an  average  of  356  tons  per  annum  from  each  fur- 
nace.    (Hearings,  pp.  3577,  3578;  Encyclopedia  Americana,  vol.  9.) 

THE  ANTHBACITE  AND  BITT7MINOT7S  PEBIOB. 

David  Thomas  erected  the  first  furnace  for  the  making  of  anthra- 
cite pig  iron  at  Catasauqua,  Pa.  It  was  blown  in  July  3,  1840,  and 
made  an  average  of  50  tons  of  metal  a  week.  In  1846  the  first  bitu- 
minous furnace  was  constructed  at  Lowell,  Mahoning  County,  Ohio. 

The  substitution  of  anthracite  and  bituminous  coal  for  charcoal, 
as  has  been  said,  worked  a  revolution  in  the  iron  business.  The 
capacity  of  the  furnaces  was  greatly  increased.  With  improvement 
in  transportation  facilities,  the  industry  was  concentrated  at  fewer 
points,  which  were  advantageously  located  with  reference  to  the  fuel 
supply.    The  ore  was  brought  to  the  fuel,  hence  only  the  best  ore 
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and  the  largest  deposits  were  worked,  for  none  other  would  stand  the 
cost  of  transportation. 

The  change  was  marked  by  a  rapid  increase  in  the  amount  of  pro- 
duction and  the  concentration  of  the  business  at  points  fayorably 
located  for  obtaining  cheap  coal.  The  production  of  pig  iron  in  1860 
had  increased  to  821,223  tons,  or  about  59  pounds  per  inhabitant. 
This  compares  with  a  productiqn  in  Great  Britain,  for  the  same  year, 
of  3,826,752  tons. 

Of  the  amount  produced  in  this  country,  552,560  tons  was  manu- 
factured in  the  State  of  Pennsylvania  and  all  but  about  100,000  tons 
in  the  States  of  New  York,  Pennsylvania,  New  Jersey,  Maryland, 
and  Ohio,  combined. 

The  rapid  increase  in  the  iron  business,  as  well  as  its  tendency  to 
concentrate  at  fewer  places  and  in  fewer  hands,  is  well  illustrated 
by  the  fact  that  while  in  1840  there  were  804  furnaces  in  this  country, 
manufacturing  a  total  product  of  286,903  tons,  or  about  37  pounds 
for  each  inhabitant  and  about  357  tons  per  annum  for  each  furnace, 
in  1870  the  product  had  increased  to  1,665,179  tons,  or  an  average  of 
98  pounds  per  inhabitant,  and  this  product  was  produced  in  only 
386  establishments,  producing  an  average  of  4,314  tons  each  per 
annum,  or  about  twelve  times  the  average  product  per  establish- 
ment of  1840.  (EncyclopaBdia  Americana,  vol.  9;  hearings,  pp.  3507, 
3577,  3590;  Report  American  Iron  &  Steel  Association,  1905,  p.  119; 
Comp.  Ninth  Census,  pp.  8,  909.) 

LAKS  SXTPBBIOB  OBBS. 

During  this  period  occurred  the  discovery  of  iron  ore  near  Lake 
Superior,  which  was  destined  to  exert  a  marked  influence  on  the  iron 
and  steel  industry  of  this  country.  The  first  shipment  from  this 
district  occurred  in  1855,  immediately  after  the  opening  of  the  first 
canal  through  the  rapids  in  the  St.  MarjB  River,  opposite  Sault  Ste. 
Marie,  Mich.  The  shipment  was  from  the  Cleveland-CUffs  iron  mine 
at  Ishpeming,  Mich.  It  amounted  to  1,449  tons,  and  was  sold  in 
Cleveland,  Ohio,  at  $10  per  ton. 

In  1860  the  shipments  from  this  district  had  increased  to  114,401 
tons  and  in  1870  to  830,940  tons.  This  compares  with  a  total  pro- 
duction of  iron  ore  in  the  Uinted  States  for  the  same  years,  respec- 
tively, of  2,873,460  tons  and  3,813,891  tons.  (Mineral  Resources  of 
Lake  Superior,  by  A.  P.  Swineford,  p.  152;  hearings,  pp.  3462,  3463, 
3490,  3498.) 

The  following  tables  will  show  the  rapid  increase  in  the  consumption 
of  ore,  the  source  whence  it  is  now  drawn,  and  the  growing  impor- 
tance of  the  Lake  Superior  field: 
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The  first  steel  known  to  have  been  produced  in  this  country  was 
made  in  Connecticut  in  1728  by  Samuel  Highley  and  Joseph  Dewey. 
Crucible  steel  was  first  successfully  produced  in  the  United  States  in 
1832  at  the  works  of  William  and  John  H.  Carrard,  at  Cincinnati, 
Ohio.  But  this  industry  was  insignificant,  and  in  1860  the  production 
in  this  coimtry  had  only  reached  11,838  tons. 

In  1856  came  the  great  invention  of  Sir  Henry  Bessemer.  But  this 
process  was  not  perfected  until  a  number  of  years  later.  Bessemer 
steel  was  first  made  in  this  country  in  September,  1864,  by  William  F. 
Durfee  at  an  experimental  plant  at  Wyandotte,  Mich.,  and  the  first 
Bessemer  steel  rails  made  in  America  were  rolled  at  the  North 
Chicago  Rolling  MiU,  in  the  presence  of  the  American  Iron  and  Steel 
Institute,  in  May,  1865,  from  ingots  made  at  Wyandotte,  Mich. 

Oi>en-hearth  steel  was  first  made  in  1864  in  this  country  by  the 
New  Jersey  Steel  &  Iron  Co.  at  Trenton,  N.  J. 

The  first  plant  for  the  manufacture  of  Bessemer  steel  in  this  country 
in  commercial  quantities  was  erected  by  the  Pennsylvania  Steel.  Co. 
at  Steelton,  Pa.,  near  Harrisburg,  Pa.,  and  was  put  in  operation  in 
June,  1867. 

The  first  Bessemer  steel  rails  made  in  eastern  United  States  were 
rolled  by  the  Cambria  Iron  Co.  at  Johnstown,  Pa.,  in  August,  1867, 
from  ingots  made  by  the  Pennsylvania  Steel  Co.  in  its  plant  at 
Steelton,  Pa.    The  total  product  for  that  year  was  3,000  tons. 

The  Siemens-Martins  process  for  making  open-hearth  steel  was 
introduced  into  the  United  States  in  1868  by  F.  J.  Slade  for  Cooper, 
Hewitt  &  Co.  at  the  works  of  the  New  Jersey  Iron  &  Steel  Co.  at 
Trenton,  N.  J. 

The  basic  open-hearth  process  was  introduced  in  this  country  in 
1880  by  Carnegie,  Phipps  &  Co.,  at  Homestead,  Pa.  (Hearings,  p. 
3510;  Ency.  Brit.,  vol.  14,  p.  804,  11th  ed.;  "Iron  and  Steel  Indus- 
try," Ency.  Am.,  vol.  9.) 

The  rapid  growth  of  the  steel  industry  throughout  the  world  and 
the  steady  forging  to  the  front  of  this  country  therein,  until  it  had 
passed  all  its  rivals,  is  well  illustrated  by  the  table  following  (taken 
from  the  Ency.  Brit.,  vol.  14,  p.  834,  11th  ed.)« 
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Produdion  of  tied  in  IhouaandM  of  long  torn. 
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The  following  table  illustrates  the  same  moyement  in  this  industry. 
It  is  taken  from  the  Abstract  of  the  Twelfth  Census,  page  311,  and 
covers  the  entire  industry  of  manufacturing  iron  and  steel  in  this 
country. 

Comparative  tummary,  by  specified  indualriei,  1900, 1890, 1880. 


Number 
of  estab- 
lish- 
ments. 


1900 
1890 
1880 


668 

645 

1,005 


CapitaL 


3573,391,663 
372,678,018 
230,971,884 


Iron  axMl  steeL 


Wage  earners. 


Average 
number. 


222,400 
148,715 
140,978 


Total 


$120,820,276 
78,977,900 
66,476,785 


Cost  of 

materials 

used. 


$522,389,932 
295,777,843 
191,271,160 


Value  of 
prodncti, 
including 


work  and 
r^airiiig* 


$808,968,273 

430,954,348 
296, 567,  ess 


It  will  be  noticed  that  while  in  1880  there  were  1,005  establishments 
in  the  business,  in  1900  these  had  decreased  to  668,  while  the  capital 
invested  had  increased  from  a  little  over  230  millions  to  over  573 
millions  of  dollars.  The  employees  had  increased  from  140  thousand 
to  222  thousand.  Their  total  wages  had  increased  from  55  millions 
to  120  millions  of  dollars;  the  cost  of  material  from  191  millions  to 
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522  millions  of  dollars;  and  the  value  of  the  product  from  296  mil- 
lions to  803  millions  of  dollars. 

It  will  be  readily  seen,  from  the  facts  already  giyen,  that  immedi- 
ately upon  the  beginning  of  the  use  of  anthracite  and  bituminous  coal 
as  a  fuel  the  process  of  rapid  growth  and  concentration  in  fewer 
places  and  fewer  hands  began.  This  movement  was  greatly  accele- 
rated by  the  discovery  of  Sir  Henry  Bessemer  and  the  perfection  of 
the  Siemens-Martin  and  basic  open-hearth  processes,  which  resulted 
in  the  general  substitution  of  steel  .for  iron.  This  new  manufacture 
required  vastly  greater  plants  and  larger  investments  than  did  the 
simpler  manufacture  of  iron.  As  the  tonnage  of  the  product  increased 
by  leaps  and  bounds,  the  demand  for  greater  investment  and  more 
capital  was  incessant.  The  Carnegie  Co.  showed  by  its  example  the 
immense  advantage  of  complete  integration  from  the  ore  and  coal 
and  limestone  to  the  finished  product  with  facilities  of  transportation 
by  land  and  water. 

THE  OABNEaiE  STEEL  GO. 

The  history  of  this  company  is  so  typical  of  the  marvelous  growth 
of  the  iron  and  steel  business,  and  especially  of  the  tendency  to  ex- 
pansion and  integration,  and  it  became  so  important  a  part  of  the 
United  States  Steel  Corporation,  and  its  activities  were  so  intimately 
connected  with  the  movement  toward  the  formation  of  that  com- 
pany, that  it  deserves  a  more  extended  notice  than  is  necessary  in  the 
case  of  the  other  subsidiaries  of  that  corporation. 

In  1858  Andrew  EJoman  and  his  brother  Anton  built  a  small  forge 
m  Girtys  Run,  now  a  part  of  Allegheny.  This  was  the  nucleus  of 
the  Carnegie  Co. 

In  1859  Thomas  N.  Miller  and  Henry  Phipps  became  partners  in 
this  concern  with  the  Klomans. 

The  business  having  prospered,  a  new  partnership  agreement  was 
entered  into  between  the  Klomans  and  Phipps,  who  also  represented 
Miller,  under  the  date  of  January  1,  1862.  The  capital  of  the  firm 
was  stated  to  be  $80,000. 

The  new  firm  proceeded  to  build  a  new  mill  on  Twenty-ninth  Street, 
in  Pittsburgh,  which  was  given  the  name  of  the  Iron  City  forge. 

Some  difficulty  having  arisen  in  the  firm,  Miller  bought  out  the 
interest  of  Anton  Kloman,  April  16,  1863. 

A  little  later,  in  the  same  year,  difficulties  having  again  developed, 
m  the  company,  Miller  sold  his  interest  to  Thomas  M.  Carnegie,  who 
bought  with  money  furnished  by  his  brother,  Andrew  Carnegie. 

This  was  Andrew  Carnegie's  first  entrance  into  the  iron  business. 
He  himself  fixes  the  date  as  November,  1861.  But  the  facts  stated 
by  Bridge  seem  to  indicate  that  Mr.  Carnegie  was  mistaken  as  to  this 
date. 
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Miller  now  having  severed  his  connection  with  the  firm  of  EQoman 
&  Co.,  and  Andrew  Carnegie  not  appearing  in  that  firm  as  a  partn^, 
on  the  face  of  the  papeis,  he  and  Miller,  with  others,  oi^anized  the 
Cyclops  Iron  Co.,  and  in  1864  built  a  rival  mill  at  Thirty-third  Street, 
in  Pittsburgh. 

In  1865  the  Union  Iron  Mills  Co.  was  organized,  and  took  over  both 
the  Eloman  and  Phipps  mill,  at  Twenty-ninth  Street,  and  the  Cyclops 
mill  at  Thirty-third  Street,  which  were  thereafter  known  as  the  Upper 
and  Lower  Union  Mills. 

The  Twenty-ninth  Street  property  was  taken  over  by  the  Union  at 
a  valuation  of  1150,000,  and  the  Tliirty-third  Street  property  at  a 
valuation  of  1^0,000,  and  the  capital  of  the  company  was  fixed  at 
$600,000. 

In  the  meantime,  in  April,  1865,  the  Keystone  Bridge  Co.,  in  which 
Andrew  Carnegie  was  a  prominent  figure,  had  been  formed  to  take 
over  the  bridge  works  of  Piper  &  Schiffler,  at  Pittsburgh.  It  had  a 
capital  of  $300,000. 

On  December  1,  1870,  Andrew  Eloman,  Henry  Phipps,  and  the 
Camegies  organized  the  firm  of  Eloman,  Carnegie  &  Co.,  and  the  next 
spring  began  the  construction  of  the  famous  Lucy  furnace,  at  Fifty- 
first  Street,  in  Pittsburgh. 

This  furnace  began  with  a  production  of  350  tons  of  pig  iron  a  week, 
which  was  regarded  as  a  fair  average,  but  before  the  end  of  the  year 
its  production  had  arisen  to  500  tons  a  week,  and  the  next  year  a  new 
record  of  578  tons  a  week  was  reached.  In  October  of  this  year, 
1874,  it  reached  a  weekly  production  of  653  tons.  In  October,  1875, 
it  had  reached  a  production  of  762  tons  a  week.  In  1878  it  had 
raised  this  record  to  804  tons  in  a  single  week,  and  in  1880  to  945  tons 
a  week.     In  1883  the  production  reached  300  tons  a  day. 

This  astonishing  record  is  but  one  example  of  the  wonderful  effi- 
ciency that  in  the  end  characterized  all  of  the  Carnegie  plants. 

Tlie  year  1873  marks  the  entrance  of  Andrew  Carnegie  into  the 
business  of  manufacturing  steel.  William  Coleman,  father-in-law  of 
Thomas  M.  Carnegie,  had  obtained  an  option  on  what  was  known  as 
Braddock's  Field,  paying  some  $59,000  for  the  tract,  subject  to  a 
mortgage  of  $160,000.  In  January  of  that  year  the  firm  of  Carnegie, 
McCandless  &  Co.  was  formed  with  a  capital  of  $700,000,  of  which 
Coleman  furnished  $100,000;  Andrew  Eloman,  Henry  Phipps,  Mc- 
Candless, Scott,  Stewart,  and  Thomas  M.  Carnegie  each  subscribed 
$50,000  and  Andrew  Carnegie  $250,000.  Thus  was  started  the  great 
enterprise  which  afterwards  became  famous  as  the  Edgar  Thomson 
Steel  Works.  On  October  12,  1874,  the  firm  of  Carnegie,  McCandless 
&  Co.  was  dissolved  and  the  Edgar  Thomson  Steel  Co.  (Ltd.)  was 
incorprated  with  a  capital  of  $1,000,000  to  take  its  place,  and  the 
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unfinished  works  at  Braddock  were  transferred  to  the  latter  corpora- 
tion for  $631,250.43,  subject  to  a  mortgage  for  $201,000. 

In  1881  the  firm  of  Carnegie  Bros.  &  Co.  (Ltd).,  with  a  capital  of 
S5,000,000,  was  formed  to  take  over  the  Carnegie  iron  and  steel 
mterests.  The  properties  included,  and  their  estimated  value,  are  as 
follows: 


Mortgage. 


Ed^  Thamaon  Worlcs 

Coal  mines  and  coke  ovens  at  Unity 

Ore  lands  at  Patton 

Loej  furnaoes 

Union  Iron  Mills 

Foar-fllths  Interest  in  Larimer  coke  works . 


S2,386,000 

80,000 

35,000 

750,000 

630,000 

120,000 


$594,000 

166,666 


4,000,000 


The  remainder  of  the  capital,  $1,000,000,  was  to  be  subscribed  in 
cash,  and  the  interest  of  the  various  stockholders  was  as  follows: 

Andrew  Carnegie |2, 737, 977. 95 

Thomas  M.  Carnegie 878,096.68 

Henry  Phippe 878,096.68 

David  A.  Stewart 176, 318. 7S 

John  Scott 176, 318. 78 

Gardnier  McCandlesB 105, 191. 00 

John  W.  Vandervort 50, 000. 00 

It  is  interesting  to  note  that  the  profits  of  the  various  concerns 
composing  this  consohdation  for  the  last  year  previous  to  the  con- 
solidation was  $1,885,197.46,  of  which  amount  the  Edgar  Thomson 
Steel  Works  contributed  $1,625,000.  Steel  had  driven  iron  into  a 
very  subordinate  position. 

On  October  21,  1879,  the  Pittsburgh  Bessemer  Steel  Co.  (Ltd.)  with 
a  capital  of  $2,500,000,  was  organized  by  certain  gentlemen  in  Pitts- 
burgh, of  whom  Andrew  Eloman  was  one.  This  company  built  the 
original  Homestead  works.  The  first  steel  was  made  in  these  works 
March  19,  1881,  and  the  first  steel  rails  on  August  9  of  the  same  year, 
and  by  September,  1881,  the  Homestead  works  were  turning  out  200 
tons  of  rails  a  day.  This  company  became  very  much  embarrassed 
by  a  strike  among  their  employees,  and  in  October,  1883,  they  were 
glad  to  seD  the  property  to  the  Carnegie  group. 

On  June  4,  1886,  the  Duquesne  Steel  Co.  was  organized  to  build  the 
Duquesne  plant  as  a  rival  to  the  Carnegie  plants.  Its  capital  was 
$350,000.  The  enterprise  was  subsequently  reorganized  in  March, 
1888,  as  the  Allegheny  Bessemer  Steel  Co.,  with  a  capital  of  $700,000. 
This  company,  though  it  showed  great  superiority  in  the  mechanical 
construction  of  its  plant,  was  not  markedly  successfid  financially,  and 
in  October,  1890,  passed  into  the  hands  of  the  Came^e  interests  for  a 
consideration  of  $1,000,000  for  the  plant.    Mr.  Bridge  remarks  that 
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the  Carnegie  interests,  as  a  result  of  this  transaction,  once  more  were 
without  a  rival  rail  mill  in  their  own  territory. 

On  July  1,  1892,  the  Carnegie  Steel  Co.  (Ltd.)  was  oiganized  with 
a  capital  of  $25,000,000,  and  took  over  all  of  the  Carnegie  interests, 
namely.  Upper  and  Lower  Union  mills,  Lucy  furnaces,  Edgar  Thom- 
son Steel  Works,  Homestead  plant,  Duquesne  plant.  Keystone  Bridge 
Works,  Beaver  Falls  plant  (unsuc<^^ssful),  and  some  small  interests 
in  iron  ore  and  natural  gas. 

Mr.  Frick,  who  was  now  in  active  chaige  of  the  company,  huilt 
the  Union  Railway  to  connect  the  principal  works  with  each  other 
and  with  the  different  transportation  systems  entering  the  Pitts- 
burgh district. 

Li  1886  Mr.  Schwab  built  the  first  open-hearth  furnace  at  Home- 
stead. (Bridge,  pp.  1,  3,  4,  6,  8,  9,  10,  11,  17,  21,  23,  55,  57,  58,  76, 
77,  134,  151,  152,  159,  174,  175,  179,  264,  256;  Hearings,  pp.  2348, 
2465.) 

OIJVBB  IBON  MZNINa  GO. 

Previous  to  the  organization  of  the  Carnegie  Steel  Co.  (Ltd.)  in 
1892,  the  various  Carnegie  interests  that  were  then  united  in  that 
company  purchased  nearly  all  their  ore  supplies.  But  Mr.  Frick  was 
now  in  active  control  of  the  company  and  the  spirit  of  integration 
was  in  the  air.  Li  1892  Henry  W.  Oliver,  of  Pittsburgh,  organized 
the  Oliver  Iron  Mining  Co.  to  operate  the  Mesabi  Mountain  mine  on 
the  Mesabi  Range. 

Mr.  Frick  purchased  for  the  Carnegie  Co.  a  one-half  interest  in  the 
Oliver  Iron  Mining  Co.  for  a  loan  of  $500,000,  to  be  spent  in  devel- 
opment of  the  property.  And  a  little  later  the  interest  of  the  Car- 
negie Co.  was  increased  to  five-sixths  of  the  total  stock.  At  this 
time  the  capital  of  the  Oliver  Iron  Mining  Co.  was  $1,200,000. 

In  1896  the  Oliver  Iron  Mining  Co.  leased  from  the  Rockefeller 
interests  very  large  bodies  of  iron  ore  on  the  Mesabi  Range  in  Min- 
nesota. The  royalty  was  25  cents  a  ton  with  a  guaranteed  output 
of  600,000  tons  a  year,  to  be  shipped  over  the  Rockefeller  railroads 
and  steamships  on  the  lakes,  with  an  equal  amount  from  the  OUver 
mine.  This  amounted  to  1,200,000  tons  a  year  and  the  contract  ran 
for  50  years. 

Mr.  Carnegie  states  that  the  royalty  was  15  or  20  cents  a  ton,  but 
as  he  spoke  entirely  from  memory,  Mr.  Bridge's  statement  would  seem 
to  be  the  more  trustworthy.  Whatever  the  rate  was  Mr.  Carnegie 
was  anxious  to  consummate  the  bargain  and  regarded  it  as  a  great 
victory.  He  says,  "  When  we  discovered  that  we  could  put  Rocke- 
feller ore  into  that  open-hearth  steel,  as  I  described  to  you  this  morn- 
ing, I  said  to  Mr.  Gayley,  who  is  with  you  now  and  I  think  has  testified 
before  you :  'Gayley,  you  go  and  sleep  in  New  York  and  do  not  come 
home  until  you  bring  us  a  lease  of  the  whole  Rockefeller  ore.'     Gayley 
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went."    Mr.  Carnegie  adds:  "Don't  you  know  it  does  my  heart  good 
to  think  I  got  ahead  of  John  D.  Rockefeller  on  a  bargain." 

After  the  acquisition  of  the  Rockefeller  ore,  and  before  the  organi- 
zation of  the  United  States  Steel  Corporation,  the  Ohver  Iron  Mining 
Co.  had  greatly  added  to  its  already  immense  ore  holdings. 

It  is  deeply  to  be  regretted  that  the  investigator  for  the  committee, 
Mr.  MacRae,  did  not  see  fit  to  obtaia,  when  he  had  ample  opportunity 
to  do  so,  a  complete  statement  of  the  properties  so  acquired,  and  their 
cost.  This  is  but  one  example  of  the  utter  worthlessness  of  very  much 
of  the  information  collected  by  the  investigators  of  the  committee. 
It  appeared  in  the  hearings,  that  as  first  organized,  the  Oliver  Iron 
Mining  Co.  had  a  capital  of  $1,200,000,  nominal.  The  inference  is 
fair  that  only  a  smaU  portion  of  this  amount  was  actually  paid  in  at 
that  time,  for  the  Carnegie  Co.  acquired  a  one-half  interest  in  the 
Oliver  Iron  Mining  Co.  for  a  loan  of  $500,000,  which  was  to  be  repaid. 
Soon  after  the  organization  of  the  United  States  Steel  Corporation 
that  company  acquired  a  one-sixth  interest  in  the  Oliver  Iron  Mining 
Co.  for  $9,250,000  of  its  preferred  stock  and  an  equal  amount  of  its 
common  stock,  which  at  its  then  market  value  would  amount  to  about 
$12,000,000.  The  committee  was  naturally  much  interested  in  the 
question  how  a  company,  a  one-half  interest  in  which  could  be 
acquired  in  1892  for  the  loan  of  $500,000,  should  have  so  increased 
in  value  that  a  one-sixth  in  it  sold  in  1901  for  about  $12,000,000. 

Mr.  McRae  examined  the  minutes  of  the  Oliver  Iron  Mining  Co., 
which  would  have  shown  all  of  the  facts  relating  to  this  enormous 
increase  in  value.     But  he  contented  himself  with  the  statement  that 
"the  minutes  of  the  OUver  Mining  Co.  consist  of  twelve  or  thirteen 
hundred  closely  written,  or  typewritten,  pages  replete  with  the  pur- 
chase of  ore  lands,  or  leases  of  ore  lands,  or  leased  ore  lands'' ;  and 
then  follows  a  brief  and  fragmentary  statement  of  the  names  of  a 
few  of  the  properties  acquired,  and  in  a  very  few  instances  of  the 
price  paid.     But  from  this  fragmentary  and  unsatisfactory  state- 
ment, and  from  other  bits  of  testimony  cropping  out  here  and  there 
in  the  hearings,  it  is  clear  that  the  amount  and  value  of  the  property 
acquired  by  this  company  between  the  date  when  the  Carnegie  Co. 
ftcquired  a  half  interest  therein  and  the  acquisition  of  a  one-sixth 
interest  by  the  United  States  Steel  Corporation  was  enormous.     In 
addition  to  the  Rockefeller  lands,  the  acquisition  of  which  so  re- 
joiced Mr.  Carnegie,  this  company  acquired  between  the  dates  men- 
tioned the  Tilden  and  Norrie  groups,  a  three-fourths  interest  in  the 
Queen  or  Negaunee  group,  the  Aurora  mine,  the  Aragon  mine,  a 
three-fourths  interest  in  the  Lake  Superior  Iron  Co.,  which  in  addi- 
tion to  its  mines  owned  a  fleet  of  boats  upon  the  Lakes;  the  Chapin 
mine,  a  one-half  interest  in  the  Pewabic  mine,  the  Mansfield  mine, 
and  the  Race  Track  property,  all  of  which  mines  are  in  Michigan. 
Also  the  Pioneer  and  Zenith  mines,  on  the  VermiUon  Range,  and 
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the  Pittsburgh  Steamship  Co.,  with  a  capital  of  $5,000,000,  $1,000,000 
of  which  was  represented  by  stock  and  $4,000,000  by  bonds.  This 
list,  it  is  evident,  is  very  incomplete;  but  it  at  all  events  shows  that 
the  property  which  the  United  States  Steel  Corporation  acquired 
in  1901  was  an  entirely  different  and  immensely  greater  property 
than  that  in  which  the  Carnegie  Co.  acquired  an  interest  in  1892. 
In  fact,  practically  all  of  the  property  of  this  company  was  acquired 
between  these  two  dates.  That  these  great  ore  holdings  had  added 
many  millions  to  the  value  of  the  Carnegie  Co.  is  evident. 

The  latter  company  having  acquired  a  large  amount  of  ore  in  the 
Lake  Superior  district,  with  a  fleet  of  vessels  for  transporting  its 
ore  from  Lake  Superior  to  Lake  Erie  ports,  in  1896  acquired  the 
nearly  bankrupt  and,  but  for  its  franchises,  practically  worthless 
Pittsburgh,  Shenango  &  Lake  Erie  Railroad,  and  rebuilt  and  con- 
tinued the  same  to  Conneaut,  thus  completing  its  transportation 
line  for  its  ore  from  Lake  Superior  to  its  various  plants  in  and  about 
Pittsburgh.  It  also  owned  part  of  the  stock  of  the  Henry  C.  Frick 
Coke  Co.  (Bridge,  pp.  257,  259,  260,  261,  267,  272,  273,  308.  Car- 
negie, hearings,  pp.  2391,  2392,  2466;  Hearings,  pp.  2363,  2395, 3803, 
3921,  4098,  4109,  4110.) 

Mr.  Gayley  describes  the  growth  of  the  Carnegie  Co.  from  the  time 
he  entered  its  service  in  1885  to  its  absorption  by  the  United  States 
Steel  Corporation  as  '*  tremendous/'  and  adds  that  'the  improve- 
ments in  methods  during  that  period  had  increased  the  eaniing 
capacity  of  the  plant  "tremendously."  The  Carnegie  Co.  in  1901, 
owing  to  its  location,  ownership  of  raw  materials,  and  splendid  organ- 
ization was  easily  the  leading  steel  company  in  this  country. 

Light  is  thrown  from  a  diflFerent  angle  upon  its  wonderful  growth 
by  an  examination  of  its  earnings  from  1876  to  1900,  both  inclusive, 
as  set  forth  by  Mr.  Bridge,  in  the  Inside  History  of  the  Carnegie 
Steel  Company.     The  figures  follow: 

Profits  Carnegie  interests,  finally  merged  in  the  Carnegie  Co. 


1876 :..  $181,007.18 

1877 190,379.33 

1878 '401,800.00 

1879 512,068.46 

1880 1,885,197.46 

1881 2,000,377.46 

1882 2,128,422.91 

1883 1,019.233.04 

1884 1,301,180.28 

1885 1.191,993.54 

1866 2,925,350.08 

1887 3,441,887.29 

1888 1,941,555.44 

(Bridge,  pp.  97,  99,  100,  102,  134,  295.) 


1889 $3,540,000.00 

1890 6,350,000.00 

1891 4,300,000.00 

1892 4,000,000.00 

1893 3,000,000.00 

1894 4,000,000.00 

1895 5,000,000.00 

1896 6,000,000.00 

1897 7,000,000.00 

1898 11,500,000.00 

1899 21,000,000.00 

1900 40,000,000.00 


Edgar  Thomson  Stael  Worla  slone. 
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In  1900  the  remainder  of  the  stock  of  the  Henry  C.  Frick  Coke 
Co.  was  acquired,  and  all  the  Carnegie  interests,  which  had  been 
greatly  increased  in  extent,  value,  and  earning  power,  were  merged 
into  a  new  company,  created  for  that  purpose  and  named  the  '' Car- 
negie Co."  It  had  a  capitalization  of  $160,000,000  in  bonds  and 
$160,000,000  in  stock  and,  in  addition,  $25,081,813  in  purchase- 
money  obligations  and  underlying  indebtedness.  This  company 
was  organized  under  the  laws  of  the  State  of  New  Jersey. 

Truly,  Andrew  lOoman's  Uttle  forge,  in  Girtys  Run,  had  developed 
marvelously,  and  the  modest  company,  which,  in  1862,  was  capital- 
ized at  $80,000,  had  increased  in  value  with  comfortable  celerity. 

All  of  the  increase,  however,  had  not  come  from  within.  Capital 
had  been  added  from  without  from  time  to  time;  but  making  due 
allowance  for  the  added  capital,  the  growth  from  within  had  been  so 
remarkable  as  to  read  Uke  a  story  from  the  Arabian  Nights. 

While  this  company  had  at  times  made  agreements  with  its  com- 
petitors as  to  prices  and  percentage  of  output  (to  be  oiscussed  in  a 
later  part  of  this  report),  its  general  policy  had  been  to  rely  on  its 
superior  advantages  as  to  location,  plant,  and  capital,  coupled  with 
the  abiUty  of  its  organization,  and  keep  its  mills  running  without 
much  reference  to  the  wishes  or  interests  of  its  competitors. 

While  it  had  at  times  bought  out  its  competitors,  as  in  the  cases 
of  the  Homestead  and  Duquesne  companies,  it  had  only  done  so 
where  it  could  buy  cheaper  than  it  could  build.  There  can  be  no 
question  that  the  main  purpose  of  its  extensions  was  the  enlargement 
of  its  business,  and  in  later  years  the  complete  integration  of  the 
plant,  raw  material,  and  transportation  facilities,  the  avoidance  of 
paying  profits  to  others,  and  the  cheapening  of  production.  It  did 
not  pay  overmuch  attention  to  its  competitors,  but  reUed  on  its 
strengUi  to  meet  all  challenges  and  come  off  best  in  the  encounter. 

OTHEB  ZBON  AND  STEEL  COHPAKIE8. 

While  the  Carnegie  Co.  was  developing  in  the  manner  described, 
others  engaged  in  the  same  industry  had  not  been  idle.  The  tend- 
ency to  concentration  in  fewer  plants  with  larger  capitalization, 
which  b^an  with  the  substitution  of  anthracite  and  bituminous  coal 
for  charcoal,  proceeded  at  an  accelerated  pace  as  the  industiy  grew 
in  importance. 

From  the  beginning  of  the  manufacture  of  Bessemer  steel,  in  1867 
until  1883,  there  had  been  no  halt  in  the  industry,  each  year  showing 
a  greater  tonnage  than  the  preceding.  The  efforts  of  all  engaged  in 
the  business  were  taxed  to  the  utmost  to  keep  up  with  the  growing 
demand.  The  output  had  grown  from  19,643  tons  of  steel  in  1867 
to  1,736,692  tons  of  steel  in  1882.  This  ever-increasing  demand  was 
met  in  the  main  by  the  extension  of  existing  plants,  though  the  con- 
solidation of  the  plants  of  separate  owners  was  not  unknown. 
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The  industry  received  two  setbacks — one  in  1883  and  the  other  in 
1888 — but  notwithstanding  this  the  production  had  greatly  increased 
in  the  entire  period,  and  in  1889  there  was  a  sharp  recovery. 

THE  EBA  OF  CX)NSOLIDATION. 

Simultaneously  with  this  recovery  an  era  of  consolidation  set  in. 
This  reached  a  climax  in  the  period  from  1898  to  1901.  Mr.  Herbert 
Knox  Smith  gives  two  tables  showing  the  consolidations  in  the  years 
1898-99  and  1900,  the  first  being  those  that  were  later  merged  in 
the  United  States  Steel  Corporation  and  the  second  those  that  were 
not  so  merged. 

Those  tables  are  as  follows: 

Table  1 . — Leading  consolidations  in  the  iron  and  steel  industry,  1898^1900. 
[A.  ConaoUdatlon  later  mergad  into  the  United  States  Steel  Corpotatlon.| 


Name  and  year  of  (H^ganltattoD. 


1808. 

American  Steel  and  Wire  Co.  of  nilnoia. 

Federal  Steel  Co 

American  Tin  Plate  Go 


1899. 

American  Steel  and  Wire  Co.  of  New  Jersey 

American  Steel  Hoop  Co 

National  Steel  Co 

National  Tube  Co 


igoa 


American  Bridge  Co 

American  Sheet  Steel  Co. . . 
Carnegie  Co.  of  New  Jersey . 
Shelby  Steel  Tube  Co 


Total. 


Preferred 
■took. 


912,000,000 

100,000,000 

20,000,000 


40,000,000 
14,000,000 
27,000,000 
40,000,000 


35,000,000 
26,000,000 


6,000,000 


820,000,000 


Common 
stock. 


812,000,000 
80,000,000 


80,000,000 
19,000,000 
82,000,000 
40,000,000 


85,000,000 

26,000,000 

160,000,000 

0,000,000 


513,000,000 


Bonda 


$30,217,179 
273,000 


130,656 


2,561,000 


156,000 

2,000,000 

185,061,813 


220,419,648 


In  most  cases  practically  all  of  the  authorized  securities  were 
actually  issued.  The  most  conspicuous  in  this  list  were  the  Federal 
Steel  Co.,  which  issued  originally  about  $30,500,000  of  each  class; 
and  the  American  Tin  Plate  Co.,  which  retained  in  its  treasury  about 
$2,000,000  preferred  and  $2,000,000  common  stock. 

[B.  CoDfioUdatloiiB  not  sabeeqaently  merged  Into  the  United  States  Steel  Corporation.] 


Name  and  year  of  organization. 


1809. 


American  Car  &  Foundry  Co 

American  Iron  &  Steel  Manufactmlng  Co 

Empire  Steel  &  Iron  Co 

National  Enameling  &  Stamping  Co 

Pressed  Steel  Car  Co 

Repabliclron  <&  Steel  Co 

Sloes-Sheffield  Steele  Iron  Co 

United  States  Cast-Iron  Pipe  &  Foundiy  Co. 
Virginia  Ixxm,  Coal  4t  Coke  Co 


1900. 


Cmcible  Steel  Co.  of  America. 
Total 


Preferred 
stock. 


830,000,000 
3,000,000 
6,000,000 
10,000,000 
12,500,000 
25,000,000 
10,000,000 
1£,  000, 000 


Common 
stock. 


25,000,000 


135,800,000 


180,000,000 
17,000,000 
5,000.000 
20,000,000 
12,500.000 
80,000,000 
10,000,000 
15,000.000 
10,000,000 


25,000,000 


Bonds. 


n4, 500,000 


8000,000 


8,835.000 

'io,'666,'66o 


14,435,000 
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<X>N80IJDATZON8   8T7BSBQX7BNTI.Y  MSBGBD  IN  THB  UNITBD 

STATS8  STBEIi  OOBPOBATION. 

THE  ILLINOIS   STEEL  CO. 

The  first  important  consolidation  was  the  Illinois  Steel  Co.,  which 
was  formed  by  combining  the  North  Chicago  Rolling  Mill  Co.,  which 
owned  a  branch  plant  at  South  Milwaukee,  the  South  Chicago  Roll- 
ing Mill  Co.,  the  Union  Rolling  Mill  Co.,  and  the  Joliet  Rolling  Mill  Co. 
It  was  capitalized  at  $25,000,000,  $18,000,000  of  which  was  issued. 
These  plants  had  competed  previous  to  the  consolidation,  but  with 
the  growth  in  the  industry  a  larger  organization  for  economy  and 
efficiency  was  necessary.  And  while  the  desire  to  eliminate  com- 
petition may  have  been  one  of  the  motives  in  this  consolidation, 
undoubtedly  the  main  motive  was  the  desire  for  a  better  and  more 
efficient  organization  and  promotion  profits,  which  now  seem  very 
moderate. 

THE   FEDERAL  STEEL  CO. 

In  September,  1898,  the  Federal  Steel  Co.  was  organized.  It  was 
a  merger  through  stock  purchase  of  the  Illinois  Steel  Co.,  heretofore 
referred  to,  and  the  Minnesota  Iron  Co.,  which  owned  extensive  ore 
properties  on  the  Vermillion  Range,  estimated  at  about  250,000,000 
tons  of  ore.  It  owned  the  stock  of  the  Duluth  and  Iron  Range  Rail- 
road, which  extended  from  Lake  Superior  to  both  the  Vermillion  and 
Mesabi  Ranges.  It  also  owned  the  Minnesota  Steamship  Co.,  thus 
providing  for  the  transportation  of  the  ore  from  its  mines  to  lower 
lake  ports. 

To  these  two  principal  corporations  were  added  the  Lorain  Steel 
Co.  at  Lorain,  Ohio,  and  the  Johnstown  Steel  Co.  at  Johnstowii,  Pa. 

The  Federal  Steel  Co.  also  acquired  the  stock  of  the  Elgin,  Joliet 
&  Eastern  Railway,  a  belt  line  of  180  miles,  connecting  with  nearly 
every  railroad  entering  Chicago.  This  road  directly  served  the 
Joliet  plant  of  the  company  and  formed  a  connection  with  its  other 
plants.  The  Illinois  Steel  Co.  also  controlled  the  Chicago,  Lake 
Shore  &  Eastern  Railway  Co.,  which  connected  its  various  plants 
in  and  about  Chicago. 

The  principal  companies  in  this  consolidation  had  been  closely 
connected  through  common-stock  ownership  and  business.  Some 
friction  had  arisen  in  regard  to  the  price  of  ore  charged  the  Illinois 
Steel  Co.  by  the  Minnesota  Iron  Co.,  between  those  stockholders  of 
the  Illinois  Steel  Co.  who  were  interested  in  the  Minnesota  Iron  Co. 
and  those  who  were  not.  A  desire  to  settle  this  difficulty  was  one 
of  the  purposes  of  the  consolidation.  Another  purpose  was  the 
integration  of  the  business  from  the  ore  to  the  finished  product. 
The  competition  between  the  Illinois  Steel  Co.  and  the  Lorain  Steel 
Co.  was  insignificant,  and  it  is  improbable  that  the  desire  to  eliminate 
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competition  played  any  part  in  the  organization  of  this  corporation. 
(Gates,  hearings,  pp.  28,  20;  Herbert  Knox  Smith  Kept.,  pt.  1,  pp. 
63,  87,  88;  Gary,  hearings,  pp.  201,  202,  203,  204;  Bacon,  hearmgs, 
pp.  5322,  5323,  5324.) 

THE  AMEBICAN  STEEL  A   WIBB   GO. 

As  early  as  1874  John  W.  Gates  had  engaged  in  the  wire  business. 
With  him  was  associated  a  little  later  Isaac  L.  Ellwood.  Gates's 
first  wire  company  was  the  Southern  Wire  Co.  of  St.  Louis.  To  this 
was  added,  by  purchase,  the  St.  Louis  Wire  Mill  Co.,  and  a  new  plant 
was  erected  at  Braddock,  near  Pittsburgh,  Pa.,  which  was  known  as 
the  Braddock  Co.  Later  Mr.  Gates  and  his  associates  acquired  the 
Lambert  &  Sheffield  Co.,  of  Joliet,  and  one  or  two  others.  These  were 
operated  separately  for  a  time,  and  about  1891  they  were  united  into 
one  company  under  the  name  of  the  Consolidated  Steel  Wire  Co.  of 
Illinois.  In  1898  the  Consolidated  Steel  Wire  Co.  of  Illinois  was 
merged  in  the  American  Steel  &  Wire  Co.  of  Illinois  with  a  capital  of 
$12,000,000  preferred  and  $12,000,000  common  stock.  In  1899  this 
latter  company,  the  Washburn  Manufacturing  Co.  of  Worcester, 
the  Worcester  Wire  Co.,  the  Cleveland  Wiring  Mill  Co.,  the  American 
Wire  Co.  of  Cleveland,  the  R.  B.  Nail  Co.,  the  Cincinnati  Barb  Wire 
Fence  Co.,  the  Oliver  Wire  Co.,  and  several  others,  probably  50  plants 
in  all,  were  merged  into  the  American  Steel  &  Wire  Co.  of  New  Jersey. 
The  American  Steel  &  Wire  Co.  was  capitalized  at  $40,000,000  pre- 
ferred and  S50,000,000  conmion  stock.  About  two-fifths  of  the  plants 
it  had  acquired  were  dismantled  or  concentrated.  The  companies 
merged  in  the  American  Steel  &  Wire  Co.  competed  to  a  considerable 
extent,  according  to  their  location.  (Gates,  hearings,  pp.  24,  25; 
Herbert  Knox  Smith  Rept.,  pt.  1,  pp.  91,  92.) 

Undoubtedly  the  desire  to  reduce  competition  played  an  important 
part  in  this  consolidation  and  the  desire  to  decrease  the  cost  of  pro- 
duction, by  concentrating  the  plants,  eliminating  those  badly  located, 
and  reducing  overhead  charges,  and  creating  more  salable  securities, 
were  equally  influential. 

THE  MOOBE  PROPEBTIES. 

The  National  Steel  Co.,  the  American  Sheet  Steel  Co.,  the  American 
Tin  Plate  Co.,  and  the  American  Steel  Hoop  Co.  were  all  promoted  by 
Judge  W.  H.  Moore,  of  Chicago.  The  National  Steel  Co.  manufac- 
tured crude  steel  which  was  consumed  largely  by  the  other  three 
companies  in  the  group.  Together  they  made  a  fairly  well-integrated 
concern.  They  were  heavily  capitalized,  composed  in  many  instances 
of  competing  concerns,  and  the  promotion  profits  were  very  great. 
Their  organization  had  been  well  timed  and  stock  sold  well  upon  the 
market.     Unquestionably   promotion   and  stock   profits   played  a 
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considerable  part  in  these  organizations.  The  Tin  Plate  Co.  con- 
trolled a  very  large  proportion  of  the  business  in  this  country.  (Her^ 
bert  Knox  Smith  Sept.,  pt.  1,  pp.  89,  90,  91.) 

OTHEB  COMPANIES. 

The  National  Tube  Co.  was  a  merger  of  13  independent  concerns, 
between  which  there  was  competition  previous  to  the  merger.  (Her- 
bert Knox  Smith  Kept.,  pt.  1,  p.  92.) 

The  American  Bridge  Co.  was  also  a  consolidation  of  previously 
competing  concerns.  It  never  had  very  much  control  over  the 
market  and  that  amount  has  steadily  decreased  since  its  oi^aniza- 
tion,  owing  to  the  rapid  increase  of  independent  rivals.  (Herbert 
Knox  Smith  Rept.,  pt.  1,  p.  93.) 

The  Shelby  Steel  Tube  Co.  was  a  small  concern  which  owned  a 
valuable  patent  for  making  seamless  tubes.  (Herbert  Knox  Smith 
Kept.,  pt.  1,  p.  93.) 

Unquestionably  the  desire  to  limit  severe  or  destructive  competi- 
tion played  an  important  part  in  the  organization  of  all  of  these 
companies,  save  the  Carnegie  Co.  and  the  Federal  Steel  Co.,  the 
two  most  important  companies,  merged  in  the  United  States  Steel 
Corporation. 

The  period  from  J899  to  1901,  inclusive,  was  one  of  great  pros- 
perity, not  only  in  the  iron  and  steel  industry,  but  in  all  lines  of 
business.  The  success  of  the  consolidations  already  accomplished 
seemed  assiired.  Their  earnings  were  large,  the  profits  of  their 
promotion  had  been  great,  and  the  daily  quotations  of  their  stocks 
showed  handsome  advances  upon  the  value  of  the  properties  at  the 
time  of  the  consolidation.  This  in  itself  would  have  been  sufficient 
to  lead  to  greater  consoUdation  and  integration.  But  other  reasons 
were  not  wanting. 

EFFOBTS  TO  8BLL  THS  CABNBOIE  COMPANY. 

Mr.  Carnegie  wished  to  retire  from  business.  As  early  as  1889  he 
desired  to  sell  the  Carnegie  properties  and  endeavored  to  dispose  of 
them  to  some  English  capitalists.  This  effort  failed.  This  project 
was  again  taken  up  ten  years  later.  Mr.  Bridge  states  that  on 
January  5,  1899,  at  a  meeting  held  at  Mr.  Carnegie's  house  in  New 
York,  it  was  decided  to  sell  the  Carnegie  Co.  stock  for  $250,000,000 
to  a  syndicate  of  New  York  and  Chicago  capitalists,  payment  to  be 
made  one-half  in  cash  and  one-half  in  50  year  5  per  cent  gold  bonds. 
These  terms  were  rejected  by  the  syndicate. 

Several  plans  of  consolidation  and  reorganization  were  under 
discussion  when  in  the  early  spring  of  1899  the  owners  of  all  the 
stock  in  the  Carnegie  Co.  gave  a  power  of  attorney  to  Messrs.  Frick 
and  Phipps  to  sell  it  for  $250,000,000.    This  did  not  include  the 
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H.  C.  Flick  Coke  Co.  In  pursuance  of  this  power  of  attomej  Messrs. 
Frick  and  Phipps  gare  an  option  on  the  property  to  Judge  Moore,  of 
Chicago,  and  otherj  for  $250,000,000,  under  the  terms  of  which 
Moore  and  associates  were  to  forfeit  $2,000,000  if  they  failed  to  take 
the  property.  This  option  bears  the  date  of  April  24,  1899.  Its 
principal  terms  are  set  forth  by  Mr.  Bridge,  accompanied  by  a 
prospectus  prepared  in  furtherance  of  the  sale. 

Mr.  Moore  and  his  associates  were  imable  to  dispose  of  the  property 
under  their  option,  and  Mr.  Carnegie  exacted  his  portion  of  the  for- 
feiture, something  over  $1,000,000. 

It  was  in  furtherance  of  this  sale  that  Mr.  Schwab,  on  May  15, 
1899,  wrote  the  frequently  quoted  letter  in  which  he  stated  that  the 
Carnegie  Co.  could  make  rails  for  less  than  $12  a  ton.  Mr.  Schwab, 
referring  to  this  letter,  says,  ''First  of  all  I  want  to  say  that  that 
letter  was  written  as  an  enthusiastic  optimistic  young  man  seeking 
preferment  in  a  great  company."  He  adds  that  the  $12  a  ton  was 
mill  cost  and  included  none  of  the  general  charges.  Mr.  Schwab 
adds,  secondly,  ''I  wish  to  explain  the  motive  of  that  letter.  The 
letter  was  written  at  Mr.  Frick 's  solicitation.  It  was  at  a  time  when 
he  was  anxious  to  dispose  of  the  Carnegie  Co.,  and  it  was  also  written 
in  an  optimistic  vein  for  like  reasons.  If  you  wiU  bear  that  in  mind 
in  reading  that  letter  you  will  probably  understand  it  better." 

It  will  thus  be  seen  that  the  principal  stockholders  in  the  Cam^e 
Co.,  as  early  as  January,  1899,  were  making  systematic  efforts  to 
dispose  of  the  property. 

A  good  deal  of  misconception  has  arisen  in  the  public  mind  as  to 
the  value  of  the  Carnegie  Co.,  growing  out  of  the  disclosures  made  in  a 
certain  suit  brought  by  Mr.  Frick  against  Mr.  Carnegie.  An  agree- 
ment known  as  the  "iron-clad  agreement"  had  been  entered  into 
between  Carnegie  Bros.  &  Co.  (Ltd.),  and  the  partners  composing  it, 
by  which  each  of  the  partners  bound  himself  to  sell  his  interest  to  the 
company  at  its  value,  as  it  appeared  on  the  books  of  the  company, 
whenever  requested  to  do  so  by  three-fourths  in  number  and  in 
interest  of  the  partners. 

Some  difficulty  having  arisen  between  Mr.  Frick  and  Mr.  Cam^e, 
it  was  sought  by  the  latter  and  some  of  his  associates  to  enforce  this 
agreement  against  Mr.  Frick.  This  Mr.  Frick  resisted.  The  plead- 
ings in  the  case  which  resulted  are  set  forth  at  length  in  the  hearings, 
No.  36,  page  2550  et  seq.  The  book  value  of  the  assets  of  the 
Carnegie  Co.  on  the  31st  of  December,  1899,  was  $75,610,104.06. 
The  testimony  as  to  how  this  was  arrived  at  is  conflicting  and  uncer- 
tain, but  it  is  clearly  apparent  that  it  did  not  represent  either  the 
judgment  of  the  owners  of  the  property  as  to  its  worth,  nor  did  it 
represent  what  it  had  actually  cost.  It  seems  clear  that  the  partners, 
either  with  a  view  to  enforce  harmony  in  the  company  through  the 
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fear  of  serious  losses  to  be  incurred  by  the  enforcement  of  the  ''iron- 
clad agreement"  and  the  sale  of  a  partner's  interest  for  much. less 
than  its  true  value  or  for  its  effect  upon  taxing  officers  or  merdy  from 
pride  in  keeping  the  book  value  far  below  the  real  value  or  as  a  matter 
of  policy  or  for  some  other  reason  actually  did  fix  this  value  at  far 
less  than  the  true  value. 

The  real  issue  in  the  suit  was  whether  Mr.  Frick  was  bound  by  the 
''iron  clad  agreement''  and  could  be  compelled  to  take  less  than  the 
real  value  of  his  property  because  the  book  value  was  less.  The 
answer  of  the  defendants  does  not  assert  that  the  book  value  repre- 
sented the  true  value  of  the  property;  it  does  not  even  assert  that  it 
represented  the  cost  of  the  property.  The  nearest  it  comes  to  the 
latter  assertion  is  the  following  statement:  ^*  To  a  large  extent  this 
book  value  represents  the  actual  cost  of  the  properties  represented 
in  the  balance  sheets  of  the  association."  Messrs.  Frick  and  Phipps 
jomed  with  Judge  Moore  and  his  associates  in  taking  the  option  for 
the  purchase  of  the  Carnegie  properties,  at  a  valuation  of  S250;000,000, 
for  which  privilege  the  negotiators,  including  Messrs.  Frick  and 
Phipps,  agreed  to  pay  12,000,000.  It  is  unbelievable  that  at  the 
time  this  option  was  given  and  received  anybody  connected  with  the 
Carnegie  Co.  believed  that  the  book  value  was  the  real  value  of  the 
property.  Three  of  the  defendants  in  that  suit,  Messrs.  Carnegie, 
Schwab,  and  Gayley,  appeared  as  witnesses  before  the  committee, 
and  each  asserted  that  the  book  value  did  not  represent  the  true 
value. 

The  suit  of  Mr.  Frick  was  never  tried,  but  resulted  in  a  consolida- 
tion of  the  Carnegie  Co.  with  the  H.  C.  Frick  Coke  Co.,  under  the 
name  of  the  Carnegie  Co.,  with  a  capital  of  $160,000,000  in  stock 
and  $160,000,000  in  bonds,  as  previously  related.  Seventy  million 
dollars  was  considered  the  value  of  the  H.  C.  Frick  Coke  Co.  and 
$250,000,000  the  value  of  the  old  Carnegie  Co.  This  was  the  condi- 
tion of  affairs  when  the  movement  was  started  for  the  organization 
of  the  United  States  Steel  Corporation.  (Bridge,  pp.  293,  294,  299, 
300,  306  to  312;  hearings— Carnegie,  pp.  2372  to  2378,  2396,  2409, 
2413,  2407;  Schwab,  pp.  1308  to  1322,  1324,  1333,  1364, 1366,2569; 
Gayley,  pp.  309,  310;  Judge  Reed,  pp.  2402,  2408,  2409.) 

THE  UNITED  STATES  STEEL  COBPOBATIOK. 

The  United  States  Steel  Corporation  owed  its  origin  largely  to  the 
desire  of  Andrew  Carnegie  to  sell  out  his  business  and  to  the  active 
promotion  of  JVIr.  Charles  M.  Schwab.  In  the  fall  of  1899  Mr.  Schwab 
was  given  a  dinner  in  New  York  which  was  attended  by  a  large  num- 
ber of  leading  financiers  and  business  men  of  that  city.  Mr.  Schwab 
in  an  after-dinner  address  chose  as  his  subject  the  future  development 
of  the  steel  business  in  this  country  and  dwelt  upon  the  great  advan- 
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tages  that  would  result  in  manufacture  from  such  an  organization  as 
the  United  States  Steel  Corporation  became,  working  out  his  ideas 
in  detail.  The  address  appears  in  full  in  the  hearings,  beginnmg  on 
page  1280.  Among  the  gentlemen  present  at  that  banquet  were 
Mr.  J.  P.  Morgan,  Mr.  Harriman,  Mr.  Carnegie,  and  Mr.  Phipps.  No 
suggestion  is  made  in  the  testimony  that  this  banquet  was  arranged 
for  the  purpose  of  bringing  a  consolidation  of  the  iron  and  steel  inter- 
ests to  the  attention  of  the  capitalists  assembled,  but  the  internal 
evidence  is  strong  that  such  was  its  real  purpose. 

At  the  same  time  the  Carnegie  Co.  was  contemplating  the  building 
of  a  tube  mill  or  a  wire  mill  at  Conneaut,  and  there  was  a  discussion 
as  to  a  railroad  to  connect  Pittsburgh  with  the  seaboard.  It  is 
insisted  by  the  witnesses  that  these  were  simply  matters  of  natural 
growth  and  were  considered  only  from  the  basis  of  the  natural  devel- 
opment and  extension  of  the  business.  No  attempt  seems  to  have 
been  made  to  keep  these  purposes  secret,  and  knowing  the  desire  of 
those  interested  in  the  Carnegie  Co.  to  dispose  of  it,  something  more 
than  a  suspicion  is  raised  that  these  were  moves  in  the  interest  of  a 
sale.  It  is  claimed,  at  all  events  by  certain  witnesses,  that  consider- 
able  uneasiness  wa^  developed  among  rival  manufacturers  and  rail- 
road  men  as  to  these  activities. 

Some  time  after  the  Schwab  dinner  Mr.  Schwab  was  called  up  over 
the  telephone  by  Mr.  John  W.  Gates  and  asked  if  he  would  meet 
Mr.  Morgan.  The  interview  took  place  in  New  York  City.  This  was 
the  beginning  of  the  negotiations  which  led  to  the  organization  of  the 
United  States  Steel  Corporation.  Mr.  Gates  statesthat  he  called  up  Mr. 
Schwab  at  the  request  of  Mr.  Morgan,  who  a  short  time  previously  had 
organized  the  National  Tube  Co.  Mr.  Gates  states  that  Mr.  Morgan 
asked  him  how  Carnegie  could  be  stopped  from  building  a  railroad  to 
the  Lakes  and  building  a  tube  works  at  Conneaut,  and  he  su^ested 
the  calling  of  Mr.  Schwab.  Mr.  Gates  was  evidently  in  error  in  regard 
to  the  railroad  to  the  Lakes,  for  that  road  was  completed  before  this 
conversation  took  place.  Mr.  Gates  was  at  this  time  a  commanding 
figure  in  the  American  Steel  &  Wire  Co.,  which  also  went  into  the 
combination.  He  states  that  his  purpose  in  assisting  the  organization 
was  to  convert  a  lot  of  doubtful  assets  into  cash. 

Judge  Gary  states  that  Mr.  Frick,  some  time  previous  to  the  giving 
of  the  Moore  option  by  the  Carnegie  Co.,  though  he  thinks  the  date 
was  early  in  1900,  while  as  a  matter  of  fact  the  Moore  option  was 
given  earlier  than  that,  approached  him  with  a  proposition  to  sell  the 
Carnegie  Co.  Judge  Gary  consulted  certain  other  gentlemen  about 
the  matter,  but  it  came  to  nothing.  Later  Mr.  Schwab  approached 
him,  suggesting  that  the  Federal  Steel  Co.  purchase  the  Carnegie 
properties.  He  approached  Mr.  Morgan  in  regard  to  it,  but  received 
no  encouragement  at  that  time.    Subsequently  Mr.  Schwab  met  Mr. 
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Morgan  and  presented  to  him  a  letter  from  Mr.  Carnegie,  stating  that 
he,  Mr.  Carnegie,  would  sell  his  properties  and  take  his  pay  in  bonds 
secured  on  the  properties.  This  was  after  the  interview  between  Mr. 
Gates  and  Mr.  Morgan.  A  considerable  amount  of  negotiations  then 
occurred,  in  which  Judge  Gary,  Norman  B.  Ream,  H.  H.  Rogers, 
D.  O.  Mills,  H.  H.  Porter,  and  Marshall  Field,  representing  the  Federal 
Steel  Co.,  and  Mr.  Schwab,  representing  the  Carnegie  Co.,  and  various 
other  gentlemen,  representing  other  companies,  finally  combined  in 
the  United  States  Steel  Corporation,  took  part.  It  is  greatly  to  be 
regretted  that  the  conmiittee  did  not  accept  the  suggestion  made  by 
Hon.  A.  P.  Gardner,  at  a  time  when  Mr.  J.  P.  Morgan  was  in  this  coun- 
try, to  subpoena  him  as  a  witness  upon  this  and  other  phases  of  the 
investigation. 

These  negotiations  resulted  in  the  organization  of  the  United  States 
Steel  Corporation.  The  legal  advisors  in  this  organization  were 
Francis  Lynde  Stetson  and  Victor  Morawetz. 

The  capitalization  of  the  corporation,  when  finally  completely 
organized  in  August,  1901,  was  as  follows: 

Prefeired  stock 1510,205,743 

Common  stock 508,227,394 

United  States  Steel  Corporation 303,460,000 

Underlying  bonds 59,091,667 

Pozchase  money  obligations,  real  estate  mortgages 21, 872, 023 

1, 402, 846, 817 

It  was  a  purely  holding  company.  Its  assets  consisted  of  a  working 
capital  of  $25,000,000  and  all  of  the  capital  stock  of  the  Carnegie  Co., 
the  Federal  Steel  Co.,  the  American  Steel  &  Wire  Co.  of  New  Jersey, 
the  National  Tube  Co.,  the  National  Steel  Co.,  the  American  Tin 
Plate  Co.,  the  American  Steel  Hoop  Co.,  the  American  Sheet 
Steel  Co.,  the  American  Bridge  Co.,  the  Consolidated  Lake  Superior 
Iron  Mines,  the  Shelby  Steel  Tube  Co.,  and  a  one-sixth  interest  in  the 
Pittsburgh  Steamship  Co.,  and  the  Oliver  Iron  Mining  Co.,  except 
about  half  a  million  dollars'  worth  of  the  capital  stock  of  the  various 
companies,  which  was  owned  by  different  individuals. 

VALUE  OF  ASSETS. 

Mr.  Herbert  Knox  Smith  estimates  the  value  of  the  tangible  assets 
of  the  constituent  concerns  of  the  United  States  Steel  Corporation 
on  April  1,  1901,  as  $676,043,000*  This  estimate  is  made  by  taking 
the  property  of  each  constituent  company  separately.  He  makes 
another  estimate  by  classifying  all  the  property  of  the  corporation 
according  to  its  character,  as  ore  property,  manufacturing  plants,  etc., 
and  this  estimate  amounts  to  $682,000,000.  In  making  the  last  esti- 
mate he  placed  a  valuation  of  $100,000,000  on  the  ore  properties,  and 
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presumably  he  has  figured  the  ore  properties  belongmg  to  the  con- 
stituent companies  in  the  first  estimate  at  about  the  same  sum.  The 
United  States  Steel  Corporation  itself,  in  a  suit  pending  in  July,  1902, 
estimated  the  value  of  its  ore  properties  at  $700,000,000,  and  the 
enormous  difference  in  this  estimate  from  that  of  Mr.  Smith  consti- 
tutes the  main  difference  between  his  estimate  and  that  of  the  United 
States  Steel  Corporation  itself.  There  can  be  no  question  that  the 
value  of  $700,000,000  was  a  great  deal  too  high,  but  it  does  not 
necessarily  follow  that  Mr.  Smith's  valuation  is  right.  Unquestion- 
ably the  value  of  this  kind  of  property  is  very  difficult  to  estimate. 
The  reasoning  on  which  Mr.  Smith  bases  his  conclusions  is  not  at  aU 
conclusive.  Many  wild  guesses  have  been  indulged  in  as  to  the  value 
and  amount  of  the  ore  in  the  Lake  Superior  district  owned  or  leased 
by  the  United  States  Steel  Corporation.  Mr.  Schwab  and  Mr. 
Munsey  both  exercised  their  imagination  on  this  interesting  subject. 
Let  us  look  at  the  real  estimates. 

The  Minnesota  tax  commission  in  1909  estimated  the  holdings  of 
the  United  States  Steel  Corporation  on  the  Mesabi  Range,  outside  of 
the  so-called  ''Hill  lease/'  at  523,547,252  tons,  and  the  holdings  on 
the  Vermillion  Range  at  8,000,000  tons. 

Mr.  Joseph  Sellwood,  who  is  a  mining  man  of  large  experience,  and 
who  purchased  for  the  Minnesota  Iron  Co.  its  large  holdings  of  nearly 
250,000,000  tons  of  ore,  which  became  later  a  part  of  the  United 
States  Steel  Corporation's  holdings,  estimates  die  tonnage  of  the 
United  States  Steel  Corporation  on  the  Mesabi  Range  at  550,000,000 
tons,  and  its  holdings  on  the  Vermillion  Range  at  20,000,000  tons. 

Mr.  T.  F.  Cole,  who  was  formerly  president  of  the  OUver  Iron 
Mining  Co.,  and  in  charge  of  all  the  mining  operations  of  the  United 
States  Steel  Corporation  in  the  Lake  Superior  district  until  three 
years  ago,  when  he  severed  his  connection  with  the  corporation,  and 
whose  knowledge  of  their  holdings  is  probably  more  intimate  and 
complete  than  that  of  any  other  man,  estimates  their  entire  holdings 
in  the  State  of  Minnesota,  outside  of  the  '*Hill  lease"  at  750,000,000 
tons,  or  a  little  over  50  per  cent  of  all  the  ore  in  that  State  so  far  dis- 
covered. 

Mr.  James  R.  Finlay,  who  made  a  very  careful  and  elaborate  esti- 
mate of  the  ore  tonnage  and  value  of  the  mining  property  in  the  State 
of  Alichigan  for  the  Michigan  State  Tax  Conmoission,  under  date  of 
December  11,  1911,  estimates  the  entire  ore  holdings  of  the  United 
States  Steel  Corporation  in  Michigan  at  54,932,355  tons. 

This,  taken  with  Mr.  Cole's  estimate  of  the  Minnesota  ores,  would 
make  a  total  of  a  little  over  800,000,000  tons. 

Now,  as  to  its  value,  Mr.  Finlay  estimates  the  mines  of  the  United 
States  Steel  Corporation  in  Michigan  to  be  worth  $42,645,000. 
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Mr.  Sellwood  estimates  the  value  of  iron  ore  on  the  Mesabi  Range 
at  25  to  30  cents  a  ton  in  the  ground,  and  adds  that  at  the  time  the 
United  States  Steel  Coiporation  was  formed  he  could  have  bought 
some,  but  not  all,  of  its  ore  lands  at  a  rate  of  30  cents  a  ton. 

Mr.  Cole  fixes  the  value  of  ore  in  the  ground  on  the  Mesabi  Range 
at  about  35  cents  a  ton  for  Bessemer  and  20  cents  a  ton  for  non- 
Bessemer. 

The  Minnesota  Tax  Commission  fixes  a  price  on  ore  mines,  for  pur- 
poses of  taxation,  at  from  14  to  33  cents  a  ton,  according  to  quality 
and  mining  conditions,  and  states  that  it  fixes  values  on  the  property 
of  Minnesota  at  about  40  per  cent  of  its  true  value. 

It  will  be  noted  that  Mr.  Finlay  fixed  the  valuation  of  Michigan 
ores,  for  purposes  of  taxation,  at  an  average  of  about  80  cents  a  ton. 
These  ores  are  more  valuable  per  ton  than  the  Minnesota  ores. 

Finally,  Mr.  Rukard  Hurd,  secretary  of  the  Minnesota  Tax  Com- 
mission, states  that  in  1910  the  Minnesota  Tax  Commission  assessed 
the  mining  properties  of  the  Vermillion  and  Mesabi  Ranges  at 
$225,000,000,  ''the  value  of  which  approximates  $562,000,000." 

AssumiDg  these  figures  ix)  be  correct  and  taking  Mr.  Cole's  estimate 
that  the  United  States  Steel  Corporation  owns  a  little  over  50  per  cent 
of  the  ores  of  the  Mesabi  Range  and  all  of  the  ores  on  the  Vermillion 
Range,  say  53  per  cent  of  the  Minnesota  ores,  we  would  have,  accord- 
ing to  the  Minnesota  Tax  Commission  figures,  a  value  on  the  Minne- 
sota ores  of  the  United  States  Steel  Corporation  of  $297,860,000;  add 
to  this  the  valuation  of  the  Michigan  mines,  as  found  by  Mr.  Finlay, 
142,645,000,  and  we  have  $340,505,000. 

It  is  true  that  the  tax  commission  figures  are  of  a  later  date  than  the 
organization  of  the  United  States  Steel  Corporation  and  that  about 
one-half  the  ore  controlled  by  the  United  States  Steel  Corporation 
is  leased  upon  a  royalty.  But  making  all  reasonable  deductions  for 
these  causes  it  is  difficult  to  fix  a  lower  value  on  the  800,000,000  tons 
of  ore  of  the  United  States  Steel  Corporation  than  25  cents  a  ton,  or 
1200,000,000. 

Mr.  Herbert  Ejiox  Smith  also  gives  a  table  of  the  average  market 
valuation  of  the  stock  of  the  constituent  companies  of  the  United 
States  Steel  Corporation  covering  a  period  from  the  organization  of 
each  to  the  1st  day  of  January,  1901 .  This  table  represents  the  value 
placed  upon  these  properties  by  the  investing  public.  Undoubtedly 
where,  as  in  tUs  case,  the  stock  quotations  are  carried  over  a  con- 
siderable length  of  time,  they  are  one  of  the  best  evidences  that  can 
be  obtained  of  value,  provided  the  public  has  the  opportunity  to 
know  the  value  of  the  properties  contained  in  the  estimate  which  are 
not  immediately  productive.  It  represents  the  consensus  of  opinion 
tf  many  thousands  of  exceptionally  shrewd  people  who  have  a  direct 
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intereBt  in  the  subject.  While  stock  fluctuations  occur  from  day  to 
day  from  causes  which  do  not  affect  the  real  value  of  the  properties, 
such  aberrations  correct  theioselyes  when  carried  over  long  periods 
of  time. 

The  following  is  the  table  referred  to  (from  Herbert  Knox  Smith 
Rept.,  pt.  1,  p.  20): 

ApprorimaU  market  valuation  of  $ecwriiie»  acquired  by  United  States  Steel  Corporation 

in  1901,  as  indicated  by  average  market  prices,  1899-1900. 


Coostltaent  ooDoena. 


Stocks  reg:alarl7  quoted: 
Federal  Steel  Co.— 

Preferred 

Common 

American  Steel  and  Wire  Co.— 

Preferred 

Common 

National  Tube  Co.— 

Preferred 

Common 

National  Steel  Co.— 

Preferred 

Common 

American  Tin  Plate  Co.— 

Preferred 

Common 

American  Steel  Hoop  Co.— 

Preferred 

Common 

American  Bridge  Co.— 

Preferred 

Common 

Sbelby  Steel  Tube  Co.— 

Preferred 

Common 

Stocks  not  actively  quoted: 
American  Sheet  Steel  Co.— 

Preferred 

Common 

Lake  Superior  Consolidated  Iron  Mines 

CamegleCo.: 

Bonds 

Stock 

Oliver  Iron  Mining  Co.,  one-sixth  interest 

Pittsburgh  Steamship  Co.,  one-sixth  interest. 


Total 

Mortgages  and  purchase-money  obligations. 

Underlying  bonds  and  scrip  at  par 

Cash  capital 


Grand  total. 


Amount  ol 

sUxdcao- 

quiredby 

iJnlted 

States  Sted 

CorpoiatlGa. 


Par  value. 
$53,200,200 
46,483,700 

39,990,000 
40,981,400 

40,000,000 
40,000,000 

■ 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000, 
19,000,000 

31,357,000 
30,946,400 

4,776,100 
8,018,200 


24,499,600 
24,409,600 
20,413,905 

159,450,000 

160,000,000 

200,000 

221,700 


881,396,405 


Awnge 
market 
prtoeof 
stock  in 
U00-190a 


Per 

par 


}• 


gwlttf 

76.38 
60.04 

89.41 
4&26 

94.20 
48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32.11 

98.10 
43.88 

56.48 
10.90 


65.88 
19.00 
75.00 

105.00 
IOOlOO 


Value  at 

avenge  price. 


$40,680,141 
23,200,443 

35,763,106 
24,121,034 

37,680^000 
19,488,000 

24,eOB,5M 
13,321,899 

15,534,103 

9,735,000 

10,827,e(r 
6,100,900 

39,193,926 
13,579,280 

2,607,541 
873,984 


16,140,336 

4.654,934 

22,060,429 

167,422,500 
100,000,000 

9,250,000 


686,995,290 
21,872,023 
50,091,657 
25,003,000 


'I 


7B2,961,9n) 


Of  the  stocks  given  in  this  table  those  of  the  Carnegie  Co.,  the  Lake 
Superior  Consolidated  Iron  Mines,  the  Oliver  Iron  Mining  Co.,  and  tl  e 
Pittsburgh  Steamship  Co.  were  inactive,  so  the  values  of  the  former 
two  stocks  were  based  on  a  few  transactions  and  those  of  the  last  tv'o 
on  an  estimate. 

The  foregoing  table,  however,  represents  all  of  the  property  acquired 
by  the  United  States  Steel  Corporation  for  the  SI, 400,000,000  of 
securities  issued. 
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It  will  be  noticed  that  the  figures  in  this  table  are  about  $1 10,000,000 
higher  than  the  highest  of  the  other  two  tables.  If  the  true  value  of 
the  ore  holdings  of  the  United  States  Steel  Corporation  was 
$200,000,000;  instead  of  $100,000,000,  and  this  extra  $100,000,000 
were  added  to  the  estimate  of  the  physical  value  of  those  properties, 
we  would  have  a  sum  approximately  equal  to  that  which  the  invest- 
ing public  placed  upon  the  combined  stocks  of  the  constituent  com- 
panies. Too  great  reliance  should  not  be  placed  upon  the  absolute 
correctness  of  these  figures,  but  they  no  doubt  represent  a  fairly  good 
estimate  of  the  value  of  the  properties  combined  in  the  United  States 
Steel  Corporation. 

If  the  table  gives  a  fair  estimate,  it  is  evident  that  the  conmion 
stock  of  the  company  represented  nothing  except  the  hopes  and 
expectations  of  the  stockholders  as  to  future  profits,  and  that  the 
bonds  and  preferred  stock  of  the  United  States  Steel  Corporation 
exceeded  all  of  the  assets  it  acquired.  Without  placing  implicit  reli- 
ance on  this  estimate  of  value,  it  is  evident  that  the  capital  stock  and 
bonds  of  the  corporation  exceeded  by  a  very  considerable  amount 
the  physical  value  of  the  properties  it  acquired.  The  investing  puUie 
took  this  view  of  the  matter  from  the  start. 

Mr.  Herbert  Knox  Smith  states  that  during  the  first  year  of  the 
United  States  Steel  Corporation's  existence  the  average  price  of  the 
preferred  stock  in  the  market  was  .94,  and  of  the  common  stock  .44. 

Taking  those  figures  and  allowing  the  bonds  of  the  corporation  to 
have  been  worth  par,  we  have  the  following  as  th.e  estimate  of  the 
mvesting  public  of  the  value  of  the  United  States  Steel  Corporation 
for  the  first  year  of  its  existence: 

1510,205,743,  preferred  stock  at  .94 $479, 594, 298. 42 

1508,227,394,  common  stock  at  .44 223,620,043.36 

U.  S.  Steel  Corporation  bonds 303,450,000.00 

Underlying  bonds 59,091,657.00 

Purchase  money,  obligations,  real  estate,  mortgages 21 ,  872, 023. 00 

1, 087, 628, 021. 78 

Or  about  $295,000,000  more  than  the  value  placed  by  the  public 
on  the  stocks  of  the  constituent  companies,  added  to  the  $25,000,000 
of  working  capital.  This  sum  of  $295,000,000  measures  the  increased 
value  of  these  properties  caused  by  the  consolidation  as  estimated 
by  the  investing  public.  According  to  Mr.  Schwab,  this  added  vdue 
came  almost  entirely  from  economy  in  operation  and  transportation, 
and  there  is  no  doubt  that  these  economies  were  very  great. 

Others  will  undoubtedly  believe  that  the  chief  element  in  this 
increase  in  value  was  because  of  the  supposed  power  to  fix  prices. 
No  doubt  both  elements  contributed  in  this  increase.  (Hearings: 
Schwab,  pp.  1276,  127$,  1279,  1280,  1281,  et  seq,  1331,  1332;  Gates, 

&1946'*— H.  liept  1127, 62-2,  pt  3 3 
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pp.  31,  59;  Gary,  pp.  204,  205,  206,  207,  208,  211,  on  values;  Herbert 
Enox  Smith  Rept.,  pt.  1,  pp.  14,  20,  19,  36,  29;  Miimeeota  Tax  Com- 
mission, pp.  5377,  5365,  3467,  3455,  3459,  3480,  5368;  Sellwood,  pp. 
5365,  5370,  5387,  5367,  5368;  Cole,  pp.  5457,  5479,  5493;  Finlay,  p. 
2015;  Rukard  Hurd,  p.  3459.) 

After  the  organization  of  the  United  States  Steel  Corporation,  from 
time  to  time  it  added  to  its  property  by  purchase  and  also  by  new 
construction. 

THE  UNION  STBEL  CO. 

In  December,  1902,  it  purchased  the  entire  capital  stock  of  the 
Union  Steel  Co.,  which  latter  company  had  previously  absorbed  the 
Sharon  Steel  Co.,  the  Sharon  Ore  Co.,  the  Sharon  Coke  Co.,  the 
Sharon  Sheet  Steel  Co.,  the  Donora  Mining  Co.,  the  RepubUc  Coke 
Co.,  the  River  Coal  Co.,  and  a  controlling  interest  in  the  Sharon  Tin 
Plate  Co.,  and  the  Sharon  Coal  &  Limestone  Co.  This  property  was 
paid  for  by  the  United  States  Steel  Corporation  by  guaranteeing  an 
issue  of  $45,000,000  of  Union  Steel  Co.  bonds.  This  amount  included, 
however,  not  only  the  purchase  price  of  the  stock  of  the  Union  Steel 
Co.  but  a  sum  estimated  to  be  sufficient  to  complete  the  plants  of 
that  company  then  under  construction  and  provide  it  with  a  working 
capital.  The  total  amount  paid  for  the  entire  capital  stock. of  the 
Union  Steel  Co.  was  $33,202,490,  and  the  liquid  assets  of  the  Union 
Steel  Co.  amounted  to  $2,341,989,  leaving  the  cost  of  the  properties 
$30,860,501.  (Report  of  U.  S.  Steel  Corporation  for  1902,  p.  19; 
Herbert  Knox  Smith  Rept.,  pt.  1,  pp.  252  to  254,  inclusive,  and  282 
to  286,  inclusive.) 

THE  CLAIBTON  BTEEL  CO. 

In  the  spring  of  1904  the  United  States  Steel  Corporation  pur- 
chased the  entire  capital  stock  of  the  Clairton  Steel  Co.,  which  was 
turned  over  on  the  18th  day  of  May  of  that  year.  Its  property  con- 
sisted of  its  plant  at  Clairton,  Pa.,  on  the  Monongahela  River,  and 
important  ore  properties  in  the  Mesabi  and  Marquette  Ranges  and 
coking  coal  properties  in  Fayette  County,  Pa.  The  cost  to  the  United 
States  Steel  Corporation  of  these  properties  was  $13,710,565,  including 
net  working  assets  of  $2,951,005.  The  actual  investment  of  the 
former  owners  in  the  Clairton  property  was  $17,663,287.09.  (Herbert 
Knox  Smith  Rept.,  pt.  1,  pp.  254,  255,  286,  287,  288.) 

OTHER  PT7KCHASES. 

The  United  States  Steel  Corporation  also  acquired  in  the  early  years 
of  its  existence  the  Troy  Steel  Products  Co.  and  the  Trenton  Iron  Co. 
The  first  was  acquired  in  1902  and  the  second  in  1904.  These  pur- 
chases were  relatively  insignificant.  (Herbert  Knox  Smith  Rept., 
pt.  1,  pp.  255,  256.) 
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ACQXnSITION  OF  IRON  OBB. 

It  extended  its  ore  holdings  by  leasings  of  ore  from  the  Chemung 
Ore  Co.  in  August,  1903,  from  the  Canesteo  Mining  Co.  in  1905,  and 
by  the  so-called  ''Hill  lease"  in  1907.  The  latter  lease  embraced 
39,296  acres  of  land.  At  the  time  it  was  executed  it  was  rumored 
that  said  lands  contained  from  four  hundred  to  five  hundred  million 
tons  of  ore,  but  subsequent  examination  reduced  this  amount  to 
250,000,000  tons  of  available  ores.  The  lease  required  that  the  ore 
should  be  shipped  over  the  Great  Northern  Railway  and  the  royalty 
provided  for  included  the  freight  rate  to  Lake  Superior,  which  freight 
rate  was  80  cents  a  ton.  The  royalty  rate,  including  this  freight  rate, 
was  $1.65  per  ton  for  69  per  cent  ore  for  the  first  year  and  increased 
3.4  cents  per  ton  each  additional  year.  The  lease  gave  the  lessee 
the  option  to  cancel  it  after  January  1,  1915,  by  giving  notice  thereof 
two  years  previously.  This  option  has  been  already  exercised.  All 
of  the  lands  not  being  actually  worked  have  been  surrendered  and 
are  now  in  the  possession  of  the  lessors.  The  remainder  wUl,  by  the 
terms  of  the  cancellation,  pass  into  the  hands  of  the  lessor  on  January 
1,  1915.  The  United  States  Steel  Corporation  has  never  increased 
the  value  placed  upon  its  assets  by  itself  because  of  this  lease.  The 
rate  of  royalty  is  so  high  as  to  have  occasioned  much  comment. 
Mr.  Andrew  Carnegie  described  it  as  a  speculation  in  ore  and  few  were 
surprised  when  the  United  States  Steel  Corporation  relinquished  its 
rights  therein. 

THE  TENNESSBB  COAL,  IRON  A  BAZLBOAD  CO. 

In  the  fall  of  1907  the  Tennessee  Coal,  Iron  &  Railroad  Co.  was 
acquired  at  an  actual  cost,  including  improvements  made  to  the  close 
of  1907,  of  $49,946,095.57.  Payment  was  made  for  the  stock  in  the 
bonds  of  the  United  States  Steel  Corporation,  and  its  bonded  debt  of 
S14,226,000  was  assumed.  It  should  be  stated,  however,  that  the 
market  value  of  the  bonds  issued  by  the  United  States  Steel  Corpo- 
ration in  payment  of  this  property  at  the  time — this  being  in  the 
midst  of  the  panic — was  about  $4,940,000  less  than  par.  (Herbert 
Knox  Smith  Rept.,  pt.  1,  pp.  256,  280,  289,  290,  292,  310,  311,  312, 
324;  United  States  Steel  Corporation  Rept.  for  1910,  opposite  p.  32; 
Rept  American  Iron  &  Steel  Association  for  1910.) 

But  great  as  these  additions  to  the  assets  of  the  United  States  Steel 
Corporation  are,  they  are  smaU  indeed  when  compared  with  its 
mcreases  in  the  way  of  new  construction  and  added  surplus. 

These  additions  consisted  of  the  building  of  the  Gary  plant,  the 
acquirement  of  some  further  bodies  of  ore  and  coal,  and  extensive 
improvements  in  the  manufacturing  and  transportation  properties, 
and  an  increase  in  the  working  capital. 

Mr.  Herbert  Knox  Smith  estimates  that  the  net  additions  to  the 
investment  from  April  1,  1901,  to  December  31,  1910,  was  $504,- 
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928,653,  after  making  proper  deductions  fox  depreciation,  and  that 
the  tangible  property  of  the  United  States  Steel  Corporation  on 
December  31,  1910,  was  $1,186,982,038.  (Herbert  Knox  Smith 
Rept.,  pt.  1,  pp.  280,  292,  310,  311.) 

The  allowance  for  depreciation  by  the  United  States  Steel  Corpo- 
ration itself  is  very  much  larger  than  that  made  by  Mr.  Smith,  but 
he  contends,  with  a  good  deal  of  force,  that  many  of  the  items  aUowed 
by  the  United  States  Steel  Corporation  are  not  depreciation  at  all, 
but  arbitrary  amounts  cut  off  from  the  capitalization  of  subsidiary 
companies  in  order  to  correct  the  excessive  sums  at  which  their 
properties  were  carried  on  the  books  of  the  United  States  Steel 
Corporation.  Assuming  for  the  moment  that  Mr.  Smith  is  sub- 
stantially correct  as  to  the  question  of  depreciation,  let  us  see  how  his 
figures  of  actual  value  of  tangible  property  agree  with  the  valuation 
placed  upon  the  United  States  Steel  Corporation  by  the  investing 
public.  The  total  capitalization  and  bonded  indebtedness  of  the 
United  States  Steel  Corporation  on  December  31,  1910,  was  as 
follows: 

Common  Btock $508,302,500 

Preferred  stock 360,281,100 

Bonds  and  purchase  money  obligations 599, 449, 660 

1, 468, 033, 260 
Herbert  Knox  Smith  Report,  pt.  1,  pp.  312,  324. 

(U.  S.  Steel  Corporation  Rpt.  for  1910,  opposite  p.  32.) 

The  average  price  of  the  preferred  stock  for  the  year  1910  was  $117 
and  of  the  common  stock  $76.75.  Applying  these  values  to  the 
capitalization,  the  accomit  would  stand  as  follows: 

Bonds  and  purchase  money  obligations $599, 449, 660. 00 

$360,281,100  preferred  stock  at  117 422,428,887.00 

$608,302,500  common  stock  at  7Gi 389,922,168.75 

1,411,800,715.75 

Mr.  Herbert  Knox  Smith,  on  arriving  at  his  value  of  $1,186,982,038, 

fixes  the  value  of  the  iron  ore  at  $134,145,450.     If  we  substitute  for 

this  the  estimate  of  the  Minnesota  Tax  Commission  for  the  Minnesota 

ores  and  the  estimate  of  Mr.  Finlay,  acting  for  the  Michigan  Tax 

Commission,  for  the  ores  in  Michigan,  Mr.  Smith's  figures  would  be 

increased  as  follows: 

Taxing  officers*  valuation  of  iron  ore $340,505,000.00 

Deduct  Mr.  Smith's  valuation  of  iron  ore 134, 146, 450. 00 

And  we  would  have  a  balance  of 216, 359, 550. 00 

To  this  add  Mr.  Smith's  estimate 1,186,982,038.00 

And  we  have 1,403,341,588.00 

Value  fixed  by  the  investing  public 1, 411, 800, 715  75 

Mr.  Smith's  valuation  as  corrected  by  taxing  officers 1, 403, 341, 588. 00 

Or  a  difference  of  only 8,458,127  76 
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It  should  be  remembered  that  during  1910  the  average  price  in  the 
market  of  the  securities  of  the  United  States  Steel  Corporation  was 
the  highest  of  any  year  during  its  existence.  We  are  justified  in  the 
conclusion  that  the  actual  value  of  the  United  States  Steel  Corpora- 
tion, at  the  close  of  1910,  was  not  far  from  $1,400,000,000;  or  about 
$68,000,000  less  than  its  capitalization. 

The  United  States  Steel  Corporation  is  the  greatest  industrial 
organization  in  the  world.  Its  properties  embrace  149  distinct 
manufacturing  plants,  96  working  mines,  78  coking  plants,  con- 
taining 23,947  beehive  ovens,  1,172  by-products  ovens,  and  31  coal 
plants,  not  connected  with  coking  operations.  It  owns  7  railroads 
besides  19  plant-facility  roads,  having  altogether  a  total  trackage, 
including  branches,  spurs,  second  tracks,  siding,  and  lines  operated 
under  trackage  rights,  of  3,491  miles,  with  docks  at  Two  Harbors  and 
Conneaut,  and  1,193  locomotives,  and  46,334  cars.  In  addition  to 
this  property  it  owns  106  boats  upon  the  Great  Lakes,  110  river 
barges,  and  2  ocean-going  steamers. 

In  1910  it  had  218,435  employees  and  paid  $174,955,139  in  wages. 
It  produced  25,245,816  tons  of  iron  ore,  13,649,578  tons  of  coke, 
4,850,000  tons  of  coal,  not  included  in  that  made  into  coke,  11,645,510 
tons  of  pig  iron,  14,179,369  tons  of  ingots,  10,733,995  tons  of  finished 
steel,  and  7,001,500  barrels  of  Portland  cement. 

THE  BOND  CONVEBSION  PLAN. 

It  wiU  be  noticed  that  the  preferred  stock  of  the  United  States 
Steel  Corporation  on  December  31,  1910,  was  about  $150,000,000 
less  than  at  the  time  of  its  organization.  This  was  brought  about 
by  the  conversion  of  $150,000,000  of  preferred  stock  into  bonds. 
The  manner  in  which  this  was  effected  has  been  the  subject  of  much 
criticism.     The  facts  in  regard  to  it  are  as  follows: 

In  the  spring  of  1902  it  became  evident  that  the  United  States 
Steel  Corporation  required  40  to  50  miUion  of  dollars  more  money  for 
its  business  purposes.  Various  schemes  of  obtaining  this  money 
were  canvassed.  The  preferred  stock  of  the  United  States  Steel  Cor- 
poration was  then  selling  at  about  $90  a  share,  and  under  the  law 
it  could  only  be  issued  at  par  for  money  or  its  equivalent  in  property. 
Moreover,  if  it  had  been  possible  to  do  this,  it  would  have  been  a 
most  expensive  way  to  raise  the  money,  because  the  issuance  of 
S50,000,000  in  stock  would  have  only  produced  $45,000,000  in  cash, 
for  which  there  would  have  been  a  perpetual  interest  charge  of  7  per 
cent  upon  $50,000,000,  in  addition  to  the  original  loss  of  $5,000,000. 
The  next  method  considered  was  that  of  issuing  $50,000,000  of  sec- 
ond-mortgage bonds.  The  reason  that  decided  the  company  against 
this  plan  is  substantially  the  same  reason  that  ruled  against  the  sale 
of  preferred  stock,  namely,  that  if  the  preferred  stock  bearing  7  per 
cent  interest  only  brought  $90  per  share  it  was  believed  that  the 


38         INVB8TIOATI0K  OF  0KITED  STATES  STfiSL  OOBPORATIOK. 

bonds  could  only  be  sold  at  a  considerable  discount.  It  was  finally 
determined  that  the  most  economical  and  advantageous  way  was  to 
issue  S250,000,000  face  value  of  second-mortgage  bonds  and  use 
these  and  their  proceeds,  first,  in  procuring  the  $50,000,000  cash  and, 
secondly,  in  purchasing  and  retiring  $200,000,000  par  value  of  the 
outstanding  7  per  cent  cumulative  preferred  stock.  The  retirement 
of  this  stock  would  save  $14,000,000  per  annum  of  the  cumulative 
dividend  charge,  and  this  sum  so  saved  would  not  only  pay  the  iaterest 
upon  the  whole  issue  of  new  bonda,  but  would  leave  a  surplus  of 
$1,500,000  per  annum,  which  would  be  sufficient  to  provide  a  sink- 
ing fund  for  the  payment  of  the  bonds  at  or  before  maturity,  which 
was  fixed  at  60  years,  and  leave  besides  $450,000  per  annum  in  sur- 
plus applicable  to  common  stock.  In  other  words,  the  plan  enabled 
the  corporation  to  procure  the  new  capital  without  increasing  its 
annual  outgo  for  mterest  and  cumulative  preferred  dividends  and,  in 
addition,  furnish  a  sinking  fund  for  the  payment  of  the  bonds  and 
provide  for  the  reduction  of  its  capital  stock,  which  would  inure 
greatly  to  the  benefit  of  the  remaining  preferred  and  all  the  common 
stock. 

The  finance  comimittee  was  of  the  opinion  that  the  inmiediate  effect 
of  a  proposition  to  withdraw  from  the  market  and  retire  40  per  cent 
of  the  corporation's  preferred  stock  would  be  to  appreciate  the  market 
value  of  the  preferred  stock  and  that  if  such  market  value  became 
above  par,  or  above  the  price  at  which  the  new  second  mortgage  5  per 
cent  bonds  might  be  quoted  at,  stockholders  would  refuse  to  make  an 
even  exchange  and  it  would  defeat  the  plan  and  prevent  any  subscrip- 
tion. It  seemed  to  them  that  the  only  way  the  stock  could  be  taken 
up  was  by  organizing  a  syndicate  which  would  undertake  to  guarantee 
absolutely  the  whole,  or  a  large  portion  of  the  preferred  stock  and 
cash  needed,  and  deposit  the  stock  with  some  trustee  and  hold  it  imtil 
the  plan  could  be  carried  through.  It  was  recognized  that  it  would 
be  difficult  to  get  men  to  do  this  because  of  the  risk  involved  and  the 
necessity  for  locking  up  so  large  a  sum  of  money  for  a  long  period  of 
time.  It  was  considered  that  it  mig^t  take  from  a  year  to  a  year  and 
a  half  to  carry  through  such  a  plan  with  thousands  of  stockholders 
scattered  all  over  the  world.  Men  had  to  be  found  who  would  buy,  or 
furnish  preferred  stock  under  an  agreement  that  would  permit  of  its 
being  locked  up  beyond  their  power  to  sell  for  a  year  and  a  half  and  it 
was  finally  found  impossible  to  secure  a  pledge  of  the  entire  $200,000,- 
000  of  preferred  stock,  but  tlie  best  that  could  be  done  was  to  oi^anize 
a  syndicate  which  would  agree  to  the  following,  namely,  to  purchase 
and  lodge  with  J.  P.  Morgan  &  Co.  $80,000,000  of  pr^erred  stock, 
agree  to  exchange  all  of  this,  or  only  40  per  cent  of  it,  at  the  option 
of  tlie  United  States  Steel  Corporation,  for  second  mortgage  bonds. 
Third,  take  second  mortgage  bonds  from  the  United  States  Steel 
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Corporation  at  par  in  exchange  for  $20,000,000  in  cash.  For  this  the 
United  States  Steel  Corporation  was  to  allow  the  syndicate  4  per  cent 
commission  on  all  the  bonds  it  took,  so  that  if  the  syndicate  furnished 
the  whole  $100,000,000  the  United  States  Steel  Corporation  would 
have  paid  the  syndicate  S4,000,000,  of  which  J.  P.  Morgan  &  Co. 
would  have  received  $800,000.  The  United  States  Steel  Corporation 
reserved  the  right  to  offer  to  every  preferred  stockholder,  in  the  cor- 
poration, the  option  to  subscribe  for  these  new  bonds  to  the  extent  of 
40  per  cent  of  his  preferred  stock.  This  right  the  United  States  Steel 
Corporation  exercised.  If  every  preferred  stockholder  had  exercised 
his  option  and  taken  40  per  cent  of  bonds  in  exchange  for  his  stock,  the 
syndicate  would  have  only  had  $32,000,000  of  its  $80,000,000  of  its 
preferred  stock  converted  into  bonds  and  would  have  been  left  with 
$48,000,000  of  preferred  stock  on  its  hands,  although  it  had  bound 
itself  to  tie  up  this  $80,000,000  of  stock  so  it  could  not  seU  it  for  18 
months.  For  this  risk  the  syndicate  was  given  the  right  to  receive  a 
•commission  of  4  per  cent  on  the  bonds  issued  to  preferred  stockholders 
who  were  not  members  of  the  syndicate.  This  plan  was  adopted  by 
the  directors  of  the  United  States  Steel  Corporation  in  March,  1902, 
subject  to  the  approval  of  the  stockholders,  at  a  special  meeting  to  be 
held  on  May  19,  1902.  The  meeting  was  held  as  called  and  about 
four-fifths  of  the  preferred  and  an  equal  amount  of  the  common  stock 
was  represented.  Of  those  present  99.83  per  cent  voted  in  favor  of  the 
bond-conversion  scheme  and  seventeen  one-hundredths  of  1  per  cent 
voted  against  it. 

A  suit  was  brought  by  the  dissatisfied  stockholders  to  enjoin  the 
carrying  out  of  this  plan.  A  final  judgment  was  rendered  in  the 
ease  by  the  Court  of  Errors  and  Appeals  of  the  State  of  New  Jersey 
on  October  11,  1902,  confirming  the  action  of  the  corporation  and 
dissolving  the  injunction. 

This  plan  was  never  carried  out  in  its  entirety,  only  $200,000,000  of 
bonds  were  issued,  $150,000,000  of  which  were  used  in  retiring  an 
equal  amount  of  preferred  stock  at  par  and  the  remaining  $50,000,000 
in  obtaining  additional  capital.  It  is  difficult  to  see  that  anybody 
was  injured  by  this  plan.  Indeed,  it  seems  pretty  clear  that  all  of 
the  stockholders  were  benefited.  It  is  true  that  an  addition  of 
•150,000,000  was  made  to  the  securities  which  were  prior  to  the 
^common  stock,  but  at  the  same  time  $50,000,000  was  added  to  the 
assets  so  that  the  relative  position  of  the  conmion-stock  holder  was 
the  same  as  before.  EaXih  preferred-stock  holder  had  the  option, 
if  he  chose,  to  change  40  per  cent  of  his  stock  into  a  security  bearing 
a  less  rate  of  interest  which  would  be  prior  to  the  preferred  stock  and 
therefore  theoretically,  at  least,  a  better  security.  If  he  did  not 
exercise  this  option,  it  was  because  he  believed  the  preferred  stock 
Was  still  an  excellent  security.    The  deduction  of  $1,600,000  in  tbd 
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annual  charge  for  interest  and  preferred  dividend  requirements, 
coupled  with  the  use  of  S50,000,000  additional  capital,  could  not 
have  failed  to  be  a  benefit  to  every  stockholder.  It  is  claimed  that 
the  allowance  to  the  syndicate,  which  finally  amounted  to  S6,800,000, 
was  unreasonable.  But  as  the  stockholders  approved  of  it  by  an 
affirmative  vote  of  over  99.75  per  cent  it  is  not  obvious  that  the 
general  public  should  be  unduly  concerned  in  regard  to  it.  (Hearings: 
Perkms,  pp.  1490,  1509,  1510,  1511,  1512,  1513,  1537,  1638,  1560, 
1561,  1562,  1563,  1564,  1565,  1592.) 

ACaUISmON  of  the  TENNESSBB  coal,  iron  AsBAILaOAD  00. 

VALUE   OF  PROPERTY. 

No  act  of  the  United  States  Steel  Corporation  has  aroused  so  much 
public  interest  and  developed  so  general  discussion  as  its  acquisition 
of  the  capital  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  during 
the  panic  of  1907.  This  controversy  related  to  the  value  of  the  prop- 
erty, the  methods  and  motives  of  the  United  States  Steel  Corporation 
in  acquiring  it,  the  fairness  of  the  transaction,  the  extent  to  which 
this  acquisition  increased  the  control  of  the  United  States  Steel 
Corporation  over  the  iron-ore  situation,  and  the  propriety  of  the 
conduct  of  President  Roosevelt  in  relation  to  the  matter. 

The  property  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  consisted 
of  the  Ensley  Steel  Works,  at  Ensley,  Ala.,  including  100  acres  of 
mill  property,  6  blast  furnaces,  1  Bessemer  plant,  8  open-hearth  fui^ 
naces,  1  blooming  mill,  1  rail  mill,  and  other  auxiliary  departments, 
also  plate  and  merchant  mills  at  Bessemer,  and  10  blast  furnaces  at 
other  points  in  the  South.  It  also  owned  the  capital  stock  of  the 
Birmingham  Southern  Railroad  Co.,  which  had  31  miles  of  track, 
about  70  miles  of  yarding  and  siding,  35  locomotives,  and  750  cars. 
But  the  main  value  of  the  property  consisted  in  its  lai^e  holdings  of 
iron-ore  and  coal  lands. 

At  the  time  of  its  acquisition  by  the  United  States  Steel  Corpora- 
tion it  had  a  bonded  indebtedness  of  $14,226,000  and  a  capital  stock 
of  $29,742,170. 

The  valuation  of  the  fixed  property,  according  to  its  own  books, 
after  some  slight  adjustments  made  by  the  United  States  Steel 
Corporation,  was  as  follows: 

Plants  and  equipments $15,382,233.71 

Real  estate 26.625,143.93 

Birmingham  &  Southern  Railroad  Co 1,442,(598.11 

Land  and  town  sites 289,063.90 

Potter  Ore  Co 398,000.00 

Total 44,037,139.65 
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In  addition  the  company  owed  the  following  current  obligations : 

Pttft^ue  notes  for  borrowed  money $300, 000 

Notes  for  borrowed  money  soon  to  mature 1, 334, 000 

Accounts  payable,  laigely  past  due 1, 370, 000 

Accrued  pay  rolls 397,000 

Accrued  interest  and  taxes 666, 000 

4, 167, 000 

The  United  States  Steel  Corporation  purchased  the  capital  stock 
at  par,  paying  for  it  in  its  second-mortgage  bonds  at  their  market 
price,  which  was  then  84,  so  that  the  totfJ  face  value  of  its  bonds 
delivered  for  the  stock  amounted  to  $35,407,000.  The  total  cost 
to  the  United  States  Steel  Corporation,  after  a  complete  adjustment, 
was  S48,961, 208.83,  as  stated  in  the  report  of  the  United  States 
Bureau  of  Corporations. 

All  the  testimony  agrees  that  the  manufacturing  plants  were 
poorly  constructed  and  very  expensive  in  operation.  Herbert  Knox 
Smith  regards  the  value  of  $15,382,234,  placed  upon  the  plants  at  the 
time  they  were  acquired,  as  Uberal. 

Mr.  D.  H.  Bacon,  who  had  chaise  of  the  property  from  January  1, 
1901,  until  May  1,  1906,  as  its  chief  executive  officer,  and  nearly  all 
the  time  as  its  president,  says  that  the  open-hearth  plant  was  de- 
signed by  a  man  who  did  not  understand  the  making  of  open-hearth 
furnaces,  and  was  a  costly  and  inefficient  machine,  and  that  the  real 
value  of  the  property,  up  to  the  time  that  the  syndicate  bought  it 
out,  in  the  fall  of  1905,  was  chiefly  what  was  under  ground,  as  there 
were  few  things  on  the  surface  that  could  do  their  work  as  cheaply 
as  could  be  done  by  other  properties  in  the  North. 

Mr.  L.  C.  Hanna,  who  became  interested  in  the  property  in  the  fall 
of  1905,  says  that  the  plant  was  in  such  condition  that  you  could  not 
figure  on  what  its  capacity  was,  because  it  was  continually  breaking 
down. 

Mr.  Earl  W.  Oglebay,  who  became  interested  in  the  property  at  the 
same  time  with  Mr.  L.  C.  Hanna,  also  speaks  frankly  of  its  bad 
condition. 

There  seems  to  be  no  dispute  as  to  the  poor  character  of  the  manu- 
facturing plant.  This  was  so  evident  that  when  the  "syndicate," 
hereafter  to  be  mentioned,  acquired  the  control  of  the  property,  in  the 
fall  of  1905,  they  began  the  expenditure  of  lai^e  sums  of  money  in 
rehabilitating  and  rebuilding  it,  and  up  to  the  time  of  its  acquisition 
by  the  United  States  Steel  Corporation,  in  1907,  they  had  expended 
about  S7y000,000,  and  the  work  was  incomplete. 

Mr.  Bacon  estimated  that  it  would  take  $25,000,000  to  rehabilitate 
the  property  and  put  it  on  a  paying  basis,  and  the  syndicate  had 
spent  about  one-fourth  of  this  sum  at  the  time  the  property  was  pur- 
diased  by  the  United  States  Steel  Corporation. 
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IRON  ORE   QUANTmr. 

The  iron  ore  owned  by  the  Tennessee  Coal,  Iron  &  Railroad  Co.  was 
of  two  kinds,  generally  designated  as  ''red  ore"  and  "brown  ore." 
The  red  ores  constituted  the  great  bulk  ol  its  holdings.  The  brown 
ores  occur  in  pockets  of  uncertain  size,  and  the  total  amount  is  difficult 
to  estimate.  They  are  all  higher  grade  than  the  red  ores,  running 
about  45  per  cent  in  metallic  iron,  but  they  are  irregular  in  place  and 
amount,  and  this  renders  them  of  far  less  importance  from  the  indus- 
trial standpoint  than  the  red  ores. 

The  red  ores  in  the  Birmingham  district  he  in  a  vein  or  sheet  at  an 
incline  of  about  30  per  cent  from  the  horizontal,  outcropping  on  Red 
Mountain  for  a  distance  of  about  15  miles  and  sloping  from  there 
under  Shades  Valley  to  the  foot  of  Shades  Mountain  and  probably 
beyond.  The  veins  are  very  regular  in  thickness,  though  a  little 
broken  by  faulting  in  the  lower  part  of  Shades  Valley.  In  certam 
portions  the  vein  is  separated  into  an  upper  and  a  lower  vein  by  a 
thin  stratum  of  slate.  The  upper  vein  is  the  richer  in  metallic  iron, 
and  in  some  cases  only  the  upper  vein  is  mined. 
.  During  the  tiino  that  Mr.  Bacon  was  president  of  the  company  an 
attempt  was  made  to  consolidate  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  with  the  Schloss-SheflBeld  Coal  &  Iron  Co.  and  the  Republic  Iron 
&  Steel  Co.,  and  these  companies  selected  a  number  of  engineers  to 
estimate  the  amount  of  coal  and  ore  belonging  to  each  company. 
Among  these  engineers  were  Mr.  Perin  and  Mr.  Given,  who  both 
appeared  as  witnesses  before  the  committee.  That  estimate  appears 
upon  pages  1034  to  1040  of  the  hearings.  It  shows  that  the  tonnage 
of  the  red  ore  belonging  to  the  Tennessee  Coal,  Iron  &  Railroad  Co., 
as  estimated,  was  402,621,500  tons.  To  this  should  be  added 
10,177,000  tons  of  brown  ore,  making  a  total  of  412,798,500  tons. 
The  brown  ore,  with  the  exception  of  a  small  amount,  is  estimated  to 
run  from  45  per  cent  to  50  per  cent  in  metallic  iron.  Of  the  red  ores, 
250,000  tons  are  estimated  at  45  per  cent  in  metallic  iron;  21,591,800 
tons  are  estimated  at  30  per  cent  metallic  iron;  and  of  the  remainder — 
nearly  nineteen-twentieths  of  the  whole  amount — at  from  36  per 
cent  to  37  per  cent  in  metallic  iron. 

The  practical  men  connected  with  the  company  did  not  place  a 
very  high  value  upon  this  estimate  for  accuracy,  although  all  admit 
it  had  some  value. 

Mr.  Gates  says:  *'I  do  not  think  anyone  could  testify  correctly  to- 
day as  to  the  amount  of  ore  owned  by  the  Tennessee  Coal,  Iron  & 
Railroad  Co." 

Mr.  Hanna  says,  speaking  of  this  estimate,  that  the  engineers  did 
not  take  time  enough  to  make  a  careful  estimate,  but  that  the  esti- 
mate  was  not  all  guesswork  and  it  was  of  some  value. 
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Mr.  Bacon  estimated  the  ore  owned  by  the  Tennessee  Coal,  Iron 
&  Raiboad  Co.  at  400,000,000  tons. 

Mr.  Gayley  estimates  it  at  440,000,000  tons. 

Mr.  Gates  says:  ''We  always  estimated  that  we  had  not  less  than 
300,000,000  tons,  and  we  might  have  500,000,000  to  700,000,000 
tons." 

Judge  Gaiy,  speaking  on  this  subject,  says:  "I  would  not  be  at 
all  surprised  if  we  have  six  or  seven  hundred  million  tons  oj  aU  kinds, 
but  they  have  always  taken  off  the  top  of  the  ore  and  left  the  bottom 
of  it  and  are  still  doing  so.  How  much  of  the  ore  is  usable  at  the 
present  time  I  do  not  know,  but  I  believe  200,000,000  tons;  but  it 
will  take  a  good  while  to  use  that." 

Mr.  Perin,  speaking  of  the  estimate  made  by  the  engineers  at  the 
time  of  the  contemplated  consolidation  with  the  Republic  Iron  & 
Steel  Co.  and  the  Schloss-Sheffield  Co.,  said  that  in  fixing  the  amoimt 
of  available  ore  they  made  some  allowance  for  improvements  in 
manufacturing  methods  which  would  bring  lower  grade  material  into 
the  market. 

A  more  careful  estimate  was  made  by  the  United  States  Steel  Cor- 
poration after  it  acquired  possession  of  the  property.  Its  estimate 
is  as  follows: 


Brown  oras. 

Red  ore  of  lower  grade,  but  which  may  be  of  tatan  Taloe. 


Total. 


Reasonably 
aasQxed(ln* 
(duding  ton- 
Da^  already 
developed). 


175,e00,000 


204,000,000 


379,600,000 


Additional 
probable  ton- 
nage. 


370,000,000 

3,150,000 

35,000,000 


317,760,000 


TotaL 


456,200,000 

3,160,000 

239,000,000 


097,360,000 


This  table  reduces  the  actual  tonnage,  now  available,  t  j  175,600,000 
tons,  but-adds  to  this  a  probable  tonnage  of  279,600,000  tons,  which 
would  make  a  total  probable  tonnage  of  455,200,000  tons.  Taking 
all  of  these  estimates  together  it  would  seem  that  an  actual  tonnage 
of  available  ore  of  400,000,000  tons  was  a  very  liberal  estimate. 


mON  OBE   VALUE. 

As  to  the  value  of  the  iron  ore  in  the  ground,  Mr.  John  A.  Top- 
ping, who  became  the  chief  executive  officer  of  the  company  upon 
the  resignation  of  Mr.  Bacon,  May  1,  1906,  says  that  during  the  last 
five  years  he  purchased  a  body  of  iron  ore  for  the  joint  account  of 
the  Republic  Iron  &  Steel  Co.  and  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  known  as  the  Potter  group  of  mines  ''which  we  satisfied 
ourselves  contained  over  70,000,000  tons  of  ore,  at  a  cost  of  $800,000." 
This  would  amount  to  one  and  one-seventh  cents  per  ton. 
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Mr.  Grasty .  who  represented  some  capitalists  that  owned  a  consid- 
erable body  of  gray  ore,  and  needed  some  red  ore  to  mix  with  it,  says 
that  his  people  were  ready  to  pay  from  2  to  3  cents  a  ton^  but  he 
found  no  ore  satisfactory  to  him  and  made  no  offers. 

Mr.  Bacon  referring  to  this  testimony  of  Mr.  Grasty..  says  that 
this  is  more  than  anybody  had  paid  up  to  this  time,  so  far  as  he 
knew. 

There  was  some  testimony  from  Mr.  Perin  to  the  effect  that  royal- 
ties on  iron  ore  were  paid  as  high  as  25  to  30  cents  a  ton.  But  Mr. 
Perin  expressly  states  that  it  would  be  unfair  to  take  the  royalties 
as  a  fair  basis  of  he  valua  ion  of  the  ore  in  the  ground,  because  the 
royalty  is  paid  over  a  considerable  period  of  time,  as  the  ore  is  taken 
out.  In  other  words,  a  dollar  in  the  hand  is  worth  more  than  a  dol- 
lar 50  years  from  now. 

It  is  apparent  that  the  value  of  a  large  body  of  ore,  containing 
some  hundred  million  tons,  would  depend  very  largely  on  how  soon 
it  could  be  utilized,  but  in  the  case  at  hand  a  very  little  figuring  will 
show  how  absurd  the  royalty  basis  would  be  for  determining  the 
value  of  such  a  body  of  ore  as  that  owned  by  the  Tennessee  Coal, 
Iron  &  Railroad  Co.  Assuming  that  the  estimate  of  400,000,000  tons 
is  correct,  its  value  at  25  cents  a  ton  would  be  $100,000,000.  The 
Tennessee  Coal,  Iron  &  Railroad  Co.  bonds  bore  6  per  cent  interest 
and  this  would  make  an  interest  charge  of  $6,000,000  a  year.  The 
company  was  mining  at  the  time  of  its  acquisition  by  the  United 
States  Steel  Corporation  about  1,600,000  tons  per  annum,  and  the 
interest  charge  alone  on  this  amount  of  ore  would  be  ,$4  a  ton,  a 
figure  which  is,  of  course,  prohibitive,  not  to  say  absurd.  If,  how- 
ever, we  take  the  figure  paid  for  the  Potter  property  and  apply  it  to 
the  400,000,000  tons,  we  would  have  a  little  over  $4,700,000  as  the 
value  of  the  ore,  or  applying  the  value  of  2^  cents  a  ton,  which  Mr. 
Topping  said  was  the  amount  he  estimated  for  the  value  of  ore  in  the 
ground,  when  figuring  the  cost  of  making  pig  iron,  we  would  have 
$10,000,000  as  the  value  of  the  ore.  Certainly  the  latter  is  an  out- 
side figure,  much  more  than  anybody  has  paid  of  recent  years.  The 
interest  charge  at  5  per  cent  on  this  latter  amount  would  be  25  cents 
a  ton  on  an  annual  output  of  2,000,000  tons,  and  it  would  be  far 
better  economy  to  lease  the  ore  at  a  royalty  of  25  cents  a  ton  than 
to  buy  so  large  a  body  at  2^  cents  a  ton,  where  the  output  was  so 
restricted,  as  in  this  instance. 

COAL. 

The  coal  holdings  were  estimated  by  Mr.  Bacon  at  1,000,000,000 
tons.  Mr.  Gary  estimates  the  total  coal  holdings  from  a  billion  to  a 
billion  two  hundred  million  tons,  and  the  Penn-Aldrich.  report  at 
1,621,639,500  tons. 
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While  the  men  who  made  the  Perm-Aldrich  report  seem  to  have 
been  competent  engineers,  it  must  not  be  forgotten  that  the  pur]>03e 
of  their  estimate  was  to  form  the  basis  of  a  consoUdation  of  the  Ten- 
nessee Coaly  Iron  &  Railroad  Co.  and  the  Schloss-Sheffieid  Iron  & 
Steel  Co.  and  the  Republic  Iron  &  Steel  Co.,  and  that  their  attention 
was  chiefly  directed  to  the  question  of  relative  value  between  the 
three  companies.  It  is  also  well  to  remember  that  overcapitalization 
was  the  order  of  the  day  and  that  low  valuations  did  not  sound  well 
m  a  prospectus.    Their  estimates  were  undoubtedly  liberal. 

The  careful  estimate  made  by  the  United  States  Steel  Corporation, 
after  it  had  obtained  the  property,  arranged  the  tonnage  under  three 
heads,  "Proven,"  "Probable,"  and  "Possible,"  and  gives  the  follow- 
ing figures: 

Tods. 

Proven 285,000,000 

Probable 441,800,000 

PoBBible 670,500,000 

Just  what  value  should  be  given  as  a  basis  for  capitalization  and 
the  sale  of  securities  to  a  trusting  pubUc  to  this  670,500,000  tons  of 
"possible"  coal  is  left  to  the  candid  reader.  It  would  seem  evident 
that  a  billion  tons  of  known  available  coal  was  a  Uberal  estimate. 

The  hearings  do  not  contain  any  very  definite  information  on  which 
to  base  an  accurate  estimate  of  the  value  of  coal  in  the  ground  at 
Birmingham.  There  is  no  testimony  as  to  recent  sales,  as  in  the  case 
of  the  Potter  iron  ore  mines.  Mr.  Given  fijces  the  royalty  valuations 
on  the  coal  as  from  3  to  10  cents  a  ton,  according  to  location,  quality, 
thickness  of  vein,  etc.  He  places  a  royalty  of  10  cents  a  ton  only  on 
the  Pratt  vein.  Assuming  that  about  6  cents  is  the  average  royalty, 
we  are  in  position  to  compare  this  with  the  cost  under  a  cash  pay- 
ment for  the  entire  body  of  coal.  It  is  clear  that  the  number  of  years 
it  will  take  to  exhaust  the  coal  is  a  very  important  point  in  this  prob- 
lem. In  1907  the  Tennessee  Coal,  Iron  &  Railroad  Co.  produced 
1,709,251  tons  of  coal,  not  including  that  used  for  coke.  It  also  pro- 
duced 1,170,826  tons  of  coke.  Assuming  that  100  pounds  of  coal  will 
make  59  pounds  of  coke,  which  is  a  fair  estimate  for  this  district, 
according  to  Mr.  Burchard,  of  the  United  States  Geological  Survey, 
this  would  amount  to  a  production  of  1,981,061  tons  of  coal  used  for 
coke,  or  a  production  altogether  of  3,609,312  tons  of  coal. 

The  Tennessee  Coal,  Iron  &  Railroad  Co.  owns  a  very  small  pro- 
portion of  the  coal  in  the  entire  district.  According  to  Mr.  Bacon 
not  over  a  tenth,  and  perhaps  much  less  than  a  twentieth.  The 
entire  production  of  the  district  is  about  16,000,000  tons  a  year, 
6,000,000  tons  of  which  is  produced  by  operators  not  in  any  way  con- 
nected with  any  of  the  iron  and  steel  companies,  so  that  a  great 
increase  in  the  production  of  coal  for  sale  on  the  part  of  the  Tennessee 
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Coaly  Iron  &  Railroad  Co.  pan  not  be  expected.  In  order  to  be 
entirely  safe  let  us  assume  that  the  annual  production  of  the  Tennes- 
see Coal,  Iron  &  Railroad  Co.  will  be  7,500,000  tons  of  coal  per  annum, 
considerably  more  than  twice  its  production  in  1907.  The  annual 
interest  charge  for  the  original  investment  would  have  to  be  borne  by 
the  production  for  that  year.  Assuming  that  the  value  of  this  body 
of  1,000,000,000  tons  of  coal  was  $10,000,000,  'his  would  amount  to 
1  cent  a  ton  for  the  coal  in  the  ground.  The  interest  charge  on  that 
amount  at  5  per  cent  would  be  $500,000,  which  would  amount  to  a 
little  over  6  cents  a  ton  on  an  annual  production  of  7,500,000  tons. 
Adding  to  this  6  cents  1  cent  a  ton  purchase  price,  we  would  have 
7  cents  a  ton  to  compare  with  a  royalty  of  from  3  to  10  cents  a  ton. 
While  this  calculation  can  make  no  claim  to  accuracy,  it  is  at  least 
sufficient  to  say  that  an  estimate  of  $10,000,000  for  this  entire  body 
of  coal  is,  as  Mr.  Herbert  Knox  Smith  phrases  it,  liberal. 

The  acreage  of  the  entire  iron  ore,  coal,  and  limestone  property  of 
the  company  at  the  time  of  its  acquisition  was  as  follows: 

[U,  8.  Steel  CorxwraUon  Annual  Report  for  1907,  p.  26.] 


In  the  State  o^ 


Surface  and 
mineral 
rights. 


Acres  owned  in  fee. 


Mineral 
rights  oBlj. 


Surface 
only. 


Total 
owned 


Alabama. . . 
Tameesee.. 
Georgia 

Total 


165,096 

96,842 

1,053 


170,152 

6,896 

367 


6,015 


340,263 

105,740 

1,420 


264,991 


177,417 


5,015 


447«423 


It  will  be  seen  by  this  table  that  while  the  company  owns  442,408 
acres  of  mineral  lands  it  owns  the  surface  to  only  270,006  acres. 

Something  of  course  should  be  added  to  the  valuation  of  the  coal 
and  the  iron  ore  for  these  surface  rights,  but  as  many  of  them  can  not 
be  utilized  for  fear  they  will  interfere  with  mining  operations  or  that 
improvements  will  be  made  upon  them  which  it  would  be  necessary 
to  pay  for  later  when  the  surface  is  needed  for  mining  operations  or 
the  ground  caved  this  fact  will  greatly  depreciate  their  value. 

While  the  figures  gathered  by  the  committee  are  not  sufficient  to 
enable  them  to  set  a  definite  value  on  the  properties,  it  is  at  least 
certain  that  the  value  fixed  in  the  statement  of  the  company  itself  of 
$26,525,000  seems  reasonably  high.  (Herbert  Knox  Smith  Rept., 
pp.  256,  257,  258,  290,  291;  Hearings,  Gary,  pp.  143,  125,  150; 
Bacon,  pp.  5325,  5326,  5346,  5347,  5345,  5329,  5330,  5331,  5349, 
5328,  5360,  5333;  Hanna,  pp.  860,  862,  871;  Oglebay,  pp.  921,  922; 
Gates,  pp.  8,  6,  7;  Aldrich-Perin  Kept.,  pp.  1038,  1036;  Gayley, 
p.  401;  Topping,  p.  1256;  Grasty,  p.  5306;  Perin,  pp.  987,  974,  1017; 
Given,  pp.  1004  to  1015;  Moore,  p.  1027;  Bulletin  No.  400,  U.  S. 
Geological  Survey,  p.  183;  U.  S.  Steel  Corporation  Rept.,  1907,  p.  26.) 


IKYB8TIGATI0K  OF  UIHTBD  STATES  STEEL  OORPORATION. 


47 


ABVANTAQES  OV  BIBMINOHAM  FOB  THE  PBODUGTION  OF  ntON 

AND  STBBL. 

It  is  generally  conceded  that  there  is  no  place  in  the  United  States 
where  the  materials  for  making  pig  iron,  namely,  iron  ore,  coke,  and 
limestone,  can  be  so  cheaply  assembled  as  in  the  Birmingham  district, 
and  that  this  fact  offsets  the  low  mineral  contents  in  the  ore  and  adds 
immensely  to  the  value  of  the  raw  materials. 

This  would  be  true  if  the  figure  for  the  cost  of  manufacture  in  the 
Birmingham  district  were  as  low  as  claimed  and  there  was  a  market 
for  the  product  near  at  home.  Unfortunately,  however,  neither  of 
these  things  is  true,  and  the  great  bulk  of  the  products  of  this 
district  have  to  be  sold  in  the  northern  market,  where  the  extra 
freight  rate  entirely  offsets  the  lower  cost  of  production. 

There  is  inserted  in  the  record  an  estimate  by  a  Mr.  Phillips,  a 
mining  engineer,  at  one  time  in  the  employ  of  the  Tennessee  Coal, 
Iron  &  Railroad  Co.,  of  the  average  cost  of  making  pig  iron  at  Bir- 
mingham.    This  table  is  as  follows: 

The  following  average  costs  of  manufacture  of  pig  iron  in  1904- 
1906: 


Otb 

Coke 


Total  for  mftterials. 


Materiato. 

Labor 

BappUei. 


1894 


1.86 

.16 

2.78 


4.800 


4.800 
.835 
.338 


1885 


1.764 

.240 

2.840 


4. 1)34 


4.834 
.098 
.302 


1896 


1.716 

.128 

3.?36 


4.670 


4.575 
.966 
.314 


Cuireot  expenses. 
General  expenses. 

Rellnlng 

Taxes 

Insurance 

Bad  debts 


1894 


0.181 
.077 
.170 
.026 
.003 
.037 


6.457 


1896 


0.200 
.070 
.183 
.026 
.005 
.033 


0.650 


1896 


0.200 
.093 
.200 
.080 
.006 
.030 


6.464 


Tbe  lowest  cost  during  1904  was  $5.71,  the  highest  was  17.81,  and  the  average  selling  price  of  No.  2  foundry 
iron  was  S7.20. 

Tbe  lowest  cost  during  1896  was  16.84,  the  highest  S7.02,  and  the  average  selling  price  of  No.  2  foundry 
iron  was  17.15. 

The  lowest  cost  during  1896  was  15.74,  the  highest  96.84,  and  the  average  selling  price  of  No.  2  foundry 
iroD  was  87.22. 

Mr.  Perin,  speaking  of  figures  similar  to  this  table,  says:  "There 
has  been  no  more  monumental  example  of  bad  accounting  than  has 
been  exhibited  in  the  case  of  pig  iron  south  of  the  Ohio  River." 
This  was  in  reply  to  the  following  question  by  Mr.  Young:  "Have 
not  the  southern  iron  and  steel  men  continually  fooled  themselves 
as  to  what  their  actual  cost  was?"  Mr.  Perin  then  goes  on  to  state 
an  instance  of  a  furnace  in  which  to  his  knowledge  there  was  an 
actual  depreciation  cost  of  a  dollar  a  ton. 

Again  he  says :  "  My  own  opinion  is  that  the  cost  keeping  of  the  blast 
furnaces  of  our  country  has  been  radically  wrong.  We  have  never 
allowed  a  sufficient  amount  from  the  amount  of  the  destruction  of 
the  property,  either  the  coal  or  iron-ore  property,  nor  have  we  made 
proper  allowance  for  renewals  or  replacement  of  the  plant." 
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It  must  be  remembered  also  that  1894,  1895,  and  1896  were  years 
of  abnormally  low  costs  and  prices.  Mr.  Perin,  speaking  directly  of 
the  figures  of  Mr.  Phillips,  says:  ''I  do  not  think  there  is  anybody 
to-day  who  could  come  within  $3  of  that  cost." 

Mr.  WiUiam  M.  Given,  mining  engineer,  living  at  Birmingham,  says: 
"There  was  no  value  to  labor  in  1895  *  *  *  that  was  the  basis 
of  iron  making  in  those  days  from  1892  to  1898,  and  that  can  not  be 
considered  in  a  comparison  at  all.  They  were  impossible  conditions, 
which  will  never  exist  there  again.  *  *  *  The  price  of  labor  in 
1895  was  whatever  you  wanted  to  give  that  labor.  *  *  ♦  I  saw 
men  in  Virginia  whom  I  had  paid  $3  a  day  in  1891 — ^in  1893  I  have 
seen  them  come  to  my  house  and  ask  me  for  food,  and  I  have  gone 
with  them  to  the  store  and  given  them  a  sack  of  flour,  and  they  were 
glad  to  get  90-cents-a-day  jobs." 

Mr.  Bacon,  speaking  of  the  years  from  1901  to  1906,  says  that  those 
were  years  of  low  prices  and  low  cost,  but  that  in  the  old  furnaces  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.  the  cost  of  making  pig  iron 
was  between  ten  and  eleven  dollars  a  ton,  and  that  in  the  one  new, 
modem  furnace  of  the  plant  their  cost  was  between  seven  and  eight 
dollars  a  ton — ^say  under  $8. 

As  the  Tennessee  Coal,  Iron  &  Railroad  Co.  at  that  time  was 
making  a  large  proportion  of  the  pig  iron  in  the  Birmingham  district 
and  as  the  cost  at  their  best  furnace  was  a  Uttle  under  $8  and  in  their 
other  furnaces  between  ten  and  eleven  dollars  a  ton,  it  can  easily  be 
seen  that  Mr.  Phillips's  ^'average  cost"  of  about  $6.50  per  ton  was  a 
pure  figment  of  the  imagination.  The  cost  to  the  Tennessee  Coal, 
Iron  &  Railroad  Co.  for  making  pig  iron  for  the  year  1907,  the  last 
year  it  worked  before  its  acquisition  by  the  United  States  Steel  Cor- 
poration, was,  according  to  its  books,  $11.02  per  ton. 

The  United  States  Commissioner  of  Corporations  in  his  report  of 
the  Steel  Corporation,  part  2,  page  52,  shows  that  the  average  cost 
of  making  pig  iron  from  Lake  Superior  ores  was  $11.82  per  ton. 

If  these  figures  are  to  be  reUed  on,  and  they  are  the  best  available, 
it  will  be  seen  that  the  actual  difference  in  the  cost  in  manufacturing 
pig  iron  between  the  Tennessee  Coal,  Iron  &  Railroad  Co.  and  the 
northern  companies  at  the  present  time  is  less  than  a  dollar  a  ton.  It 
is  true  that  Mr.  Perin  says,  speaking  of  the  Birmingham  and  Pitts- 
burgh districts:  "Based  on  to-day's  selling  price,  which  I  presume 
would  be  a  fair  approximation  of  their  cost  prices,  there  is  nearly  $4 
difference  between  the  cost  of  production  between  the  two  districts." 
And  a  little  later  he  admits  that  on  arriving  at  this  difference  he  has 
not  made  a  proper  charge  for  depreciation  of  ore  nor  a  proper  allow- 
ance for  depreciation  of  the  plant  at  Birmingham. 

Unquestionably,  however,  the  cost  of  manufacturing  pig  iron  at 
Birmingham  is  less  than  in  any  large  northern  district;  but  this,  as 
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stated  before,  is  entirely  offset  by  the  increased  cost  of  getting  the 
product  to  the  market. 

Speaking  on  this  subject,  Mr.  Bacon  says  that  while  he  was  in 
charge  of  the  plant  their  pig  iron  was  sold  a  good  deal  at  Cincinnati, 
sometimes  in  Detroit  and  St.  Louis,  some  in  New  England  and  dif- 
ferent points  between,  and  some  at  Philadelphia.  That  a  very  small 
tonnage  indeed  was  sold  in  the  South — ^the  consumption  in  the  South 
was  almost  "nil." 

Mr.  John  M.  Topping,  who  succeeded  Mr.  Bacon  in  charge  of  this 
company,  says  that  60  to  75  per  cent  of  the  pig  iron  went  north  of 
the  Ohio  River. 

Mr.  Hanna  says  that  the  market  for  pig  iron  is  largely  in  the  North. 
He  adds :  "  I  think  it  will  be  very  many  years  to  come  before  the  value 
per  ton  of  ore  will  be  the  same  in  the  South  as  in  the  North.  In  the 
first  place,  there  is  not  the  demand,  and  I  question  whether  there 
will  be." 

Judge  Gary  also  refers  to  the  want  of  market  for  the  southern  iron 
m  the  South  as  depreciating  the  value  of  the  property. 

Mr.  Perin  also,  in  speaking  of  the  Tennessee  Coal,  Iron  &  Bailroad 
Co.,  says:  "But  it  is  a  property  which  requires  a  great  capital  to 
develop,  a  high  type  of  technical  skill  to  get  the  best  results  from  it, 
and  the  country  immediately  in  the  neighborhood  has  got  to  develop 
so  as  to  give  the  great  advantages  to  this  district  which  it  would  nat- 
urally have  were  there  a  market  near  at  hand,  because  if  you  have 
to  add  $3  or  $4  a  ton  on  every  ton  that  goes  out,  you  take  away  the 
distinct  advantages  which  this  district  has." 

Again  he  says  that  if  the  production  of  pig  iron  is  much  increased 
in  the  South  tiie  bulk  of  it  will  have  to  be  marketed  in  the  North. 

No  company  at  Birmingham,  except  the  Tennessee  Coal,  Iron  & 
Railroad  Co.  has  made  any  attempt  to  manufacture  steel,  and  the 
books  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  show  that  up  to 
the  time  of  its  acqmsition  by  the  United  States  Steel  Corporation 
its  attempt  had  not  been  a  financial  success,  with  some  few  exceptions. 
In  1907  the  average  price  for  which  it  sold  its  rails  was  $28.76  per 
ton;  the  cost  was  $29.48  per  ton.  The  selling  price  for  billets  was 
S33.27  and  the  cost  was  $24.67  per  ton,  but  it  sold  only  2,496  tons. 
It  sold  17,000  and  odd  tons  of  bars;  the  selling  price  was  $37.97, 
and  the  cost  $36.42  per  ton.  Of  plates  it  sold  15,000  tons;  the 
selling  price  was  $40.08,  and  the  cost  was  $38.13.  Its  pig  iron 
cost  was  $11.02  and  the  selling  price  $16.49.  This  was  a  boom  year 
in  the  iron  and  steel  business,  but  the  profits  of  the  company  were 
practically  confined  to  pig  iron. 

THS  OOMPAmr  TTAn  NEVER  BEEN  A  FINANCIAL  STXCCESS 

It  had  been  in  operation  for  many  years.  Mr.  Bacon  states  that 
during  his  administration  the  company  did  not  improve  its  plants 
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because  it  did  not  have  the  money;  that  it  could  not  do  it  out  of 
its  profits,  because  they  were  so  small.  He  states  that  it  paid  three 
quiu*terly  dividends  at  the  rate  of  6  per  cent  annuaUy  in  the  nine 
months  previous  to  the  purchase  of  the  control  of  its  stock  by  the 
so-called  syndicate,  but  that  the  new  people  who  took  charge  imme- 
diately stopped  the  dividends.  Again  he  says,  "It  was  not  a  profit- 
able business  while  I  was  president."  And  again  he  says  that  if 
he  had  charged  up  the  proper  amoimt  to  depreciation  there  would 
not  have  been  a  dollar  of  profits  from  which  to  pay  dividends.  He 
expresses  the  opinion  that  while  the  syndicate  people  were  in  con- 
trol the  company  was  not  on  a  profitable  basis,  although  they  paid 
4  per  cent  dividends  for  a  little  while.  He  adds  that  their  improve- 
ments had  not  been  completed  and  that  the  price  of  produds  was 
low  during  that  period. 

Mr.  Perin,  being  asked  if  at  the  time  of  the  making  of  the  Perin- 
Aldrich  report  (which  appears  on  page  1034  of  the  hearings)  the 
Tennessee  Coal,  Iron  &  Railroad  Co.  was  not  making  strenuous 
efforts  to  get  more  money  to  develop  the  property,  replies,  "I  never 
knew  them  when  they  were  not  in  that  condition,"  previous  to  the 
control  by  the  syndicate.  And  he  admits  that  a  dividend  of  4  per 
cent  was  an  entirely  inadequate  return  for  an  investment  in  so 
hazardous  an  enterprise. 

During  the  three  years  immediately  preceding  the  acquisition  of 
the  company  by  the  United  States  Steel  Corporation,  its  earnings, 
as  shown  on  its  books,  equaled  4.8  per  cent  on  the  investment,  and 
in  the  three  years  and  two  months  from  November,  1907,  to  Jan- 
uary 1,  1911,  during  which  time  it  has  been  controlled  by  the  United 
States  Steel  Corporation,  its  net  earnings,  on  its  common  stock, 
amounted  to  $4,068,753,  equal  to  an  average  of  4  per  cent  per  amium 
on  its  common  stock  and  3.4  per  cent  on  the  United  States  Steel 
Corporation's  investment  in  the  stock.  During  the  year  1907  its 
net  earnings,  as  appeared  from  the  statement  of  the  books  of  the 
United  States  Steel  Corporation,  were  $1,426,864. 

During  the  time  that  Mr.  Bacon  was  in  charge  of  the  property  he 
made  an  estimate  that  it  would  take  $25,000,000  to  rehabilitate  the 
property  and  put  it  on  a  paying  basis.  He  says:  "There  was 
scarcely  any  of  the  property  that  was  right,  if  it  was  possible  for  it 
to  be  wrong.  I  think  the  stock  was  selling  at  that  time  for  about 
$50."  That  would  be  about  $11,000,000  for  thestock  and  theboDds, 
I  think,  were  about  $12,000,000.  A  little  later  he  says  that  Mr. 
Gates  began  buying  the  stock  at  $55  and  run  it  up  to  a  little  over 
$100. 

In  the  statement  that  it  was  Mr.  Gates  who  began  buying  the 
stock,  Mr.  Bacon  is  probably  wrong,  as  the  testimony  shows  that  it 
was  Mr.  Kessler  who  began  buying  up  the  stock.     If  Mr.  Kessler  was 
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connected  with  Mr.  Gates  in  this  operaticm,  the  testimony  does  not 
disclose  it.  (Hearings,  p.  883;  Phillips,  p.  985;  Perin,  pp.  1030,  1031, 
994,  984,  983,  1033,  985,  996,  995;  Given,  p.  1012;  Bacon,  pp.  5332, 
5333,  5334,  5343,  5344,  5345,  5346;  Gary,  pp.  145,  146,  144;  Topping, 
pp.  1233,  1257;  Hanna,  p.  874;  Herbert  Enox  Smith  Kept.,  pt.  2, 
p.  52.) 

CmCUKSTANOBS  STTBBOTJNDINa  THE  PX7B0HASE  OF  THE  TEK- 
NBB8BE  GOAL,  IRON  &  BAILBOAD  CO.  BY  THE  UNITED  STATES 
STEEL  COBPOBATIOK. 

In  November,  1905,  Mr.  George  W.  Kessler,  a  wealthy  wine  mer^ 
ch&nt  of  the  city  of  New  York,  had  accumulated  a  large  amount  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock.  Whether  he  ap- 
proached Mr.  Grant  B.  Schley,  of  the  firm  of  Moore  &  Schley,  or  Mr. 
Schley  approached  him  in  regard  to  the  matter,  does  not  appear, 
but  at  all  events  Mr.  Schley  learned  that  a  large  amount  of  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  stock  could  be  acquired  from  Mr. 
Eessler.  This  led  to  a  conference  between  Mr.  Schley,  Mr.  Guthrie, 
who  was  then  president  of  the  Republic  Iron  &  Steel  Co.,  and  Mr. 
L.  C.  Hanna,  of  Cleveland.  These  gentlemen  a  little  later  met  Mr. 
Eessler,  who  informed  them  of  the  number  of  shares  he  had  in  his 
possession,  and  an  arrangement  was  made  to  purchase  the  control 
of  the  Tennessee  Coal,  Iron  &  RaUroad  Co.  At  this  time  the  stock 
was  selling  in  the  market  in  the  eighties  and  nineties.  Other  gentle- 
men were  enlisted  in  the  enterprise.  The  stock  was  bought  by  each 
separately.  The  amoimt  of  stock  purchased  at  that  time  was 
118,300  shares. 

On  the  27th  of  November,  1905,  a  syndicate  agreement  was 
entered  into,  which  is  set  out  upon  page  917  of  the  hearings.  By 
the  terms  of  this  agreement  the  syndicate  managers,  Messrs.  Grant 
B.  Schley  and  Charles  S.  Guthrie,  were  given  full  control  over  the 
stock  belonging  to  the  members  of  the  syndicate,  with  the  power  to 
pledge  it  or  sell  it. 

Mr.  Guthrie  soon  died,  and  Mr.  L.  C.  Hanna,  of  Cleveland,  was  sub- 
stituted in  his  place  as  one  of  the  syndicate  managers.  The  mem- 
bers of  the  syndicate  and  the  amoimt  of  syndicated  stock  owned  by 
each  appears  in  the  following  table: 


O.H.  Payne 10,300 

L.C.  Hanna 10,300 

G.B.Schley 10,300 

J.  B.  Duke 10,300 

E.J.Berwind 10,300 

J.W.Gates 10,300 

A.N.Brady 10,300 

G.  A.  Keasler 10,300 

O.Thome 10,300 


E.  W.  Oglebay 6, 150 

H.  S.  Black 5,150 

F.D.  Stout 5,150 

J.  W.  Simpson 5,150 

G.W.French 2,500 

S.G.Cooper 1,500 

J.  A.  Topping 1,000 

Total 118,300 
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At  this  time  the  total  stock  of  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  was  about  S22,500,000,  divided  into  225,000  shares,  so  that  1 18,300 
shares  was  sufficient  to  cany  the  control. 

Of  this  amount,  82,000  shares  was  boi^ht  by  the  syndicate  directly 
from  Mr.  George  W.  Kessler  at  a  price  of  SllO  per  share,  and  the 
36,300  additional  to  make  up  the  118,300  shares  was  purchased  upon 
the  street  the  next  day  at  an  average  price  of  a  little  less  then  SllO 
a  share. 

It  is  certainly  a  remarkable  circumstance  that  this  large  purchase  of 
stock  in  the  open  market  did  not  raise  the  price  of  the  stock  as  high 
as  the  amoimt  paid  to  Mr.  Kessler  at  private  sale.  The  reason  for 
purchasing  the  Kessler  stock,  undoubtedly,  was  because  it  would 
have  been  very  difficult  for  the  syndicate  to  obtain  the  control  of  the 
company  with  Kessler's  stock  against  them. 

A  little  later  a  second  syndicate  was  formed,  embracing  some  of  the 
parties  who  were  in  the  first  syndicate  and  some  additional  men,  to 
take  50,000  additional  shares  of  the  stock  on  the  street. 

There  is  printed  in  the  hearings  a  second  agreement  bearing  the 
date  of  August  27,  1906,  headed  ^'Tennessee  Coal,  Iron  &  Railroad 
Co.,  stock  syndicate  agreement  No.  2."  This  agreement  is  similar 
to  the  first;  is  for  the  acquisition  of  40,000  shares;  appoints  Messrs. 
Grant  B.  Schley  and  Leonard  C.  Hanna  managers,  and  is  to  run  until 
February  7,  1907.  It  refers  to  another  syndicate  agreement  bear- 
ing date  February  7,  1906.  As  the  original  syndicate  agreement 
bore  date  November  27,  1905,  it  would  appear  that  there  had  been 
an  intermediate  agreement  bearing  date  February  7,  1906.  This 
may  account  for  the  discrepancy  in  the  nimiber  of  shares  which  is 
fixed  in  this  agreement  at  40,000  and  Mr.  Schley's  statement  that 
it  embraced  50,000  shares.  Fifty  thousand  shares  may  have  been 
the  total  under  the  agreement  of  February  7,  1906,  and  the  one 
of  August  27,  1906.  Each  of  these  agreements  states  that  its  pur- 
pose is  the  acquiring  and  disposing  of,  or  distributing  capital  stock  of, 
the  Tennessee  Coal,  Iron  &  Bailroad  Co. 

The  parties  to  the  first  agreement,  who  were  sworn  as  witnesses 
before  the  committee,  vigorously  denied  that  any  stock-jobbing  opera- 
tion was  intended,  but  claimed  that  the  real  purpose  was  to  develop, 
improve,  and  keep  the  property.  These  agreements  themselves, 
however,  contain  internal  evidence  that>there  was  also  in  the  minds 
of  the  members  of  the  syndicate,  from  the  beginning,  the  probability 
of  selling  the  property  on  such  terms  as  the  syndicate  managers 
might  determine.  The  price  paid  for  this  second  syndicate  stock 
was  either  120  or  130.  Neither  Schley  nor  Kessler  were  parties  to 
this  second  syndicate,  but  the  stock  was  bought  from  them,  Kessler 
furnishing  about  45,000  shares  and  Schley  about  5,000  shares. 
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In  the  meantime,  in  order  to  obtain  money  for  improvements,  the 
capital  of  the  company  had  been  increased  and  new  stock  issued  at 
par  to  an  amount  which  brought  the  capital  stock  up  to  297,600 
shares  at  the  time  of  its  acquisition  by  the  United  States  Steel 
Coq)oration.  This  stock  was  all  taken  by  the  stockholders  propor- 
tionately to  their  former  holdings. 

No  sooner  was  the  second  syndicate  formed,  apparently,  and  the 
50,000  shares  of  stock  disposed  of  than  Kessler  and  Schley  began 
buying  more  stock.  Schley  made  these  purchases  to  sustain  the 
market.     (Schley,  hearings,  p.  1069.) 

The  situation  of  stock  ownership  at  the  time  of  the  panic  was: 

Shares. 

Pint  syndicate 118,300 

Second  syndicate 50, 000 

Pint  83mdicate,  new  stock,  first  call 17, 750 

First  syndicate,  new  stock,  second  call 19, 441 

In  addition  to  this  Mr.  Schley  owned  outside  the  syndicate  about 25, 000 

Mr.  Kessler 28,000 

Making  a  total  of 258,491 

In  addition  to  this  Mr.  Kessler  had  five  or  six  accounts  with  dif- 
ferent brokers  in  which  he  carried  Tennessee  Coal,  Iron  &  Railroad  Co. 
stock,  but  the  exact  amount  of  which  is  not  stated  in  the  testimony. 

The  second  syndicate  took  its  proportion  of  the  new  stock,  but 
whether  this  eml^aced  two  calls  or  only  the  last  call  is  uncertain. 
If  it  was  only  the  last  call  it  would  be  about  7,500  shares,  which, 
added  to  the  above  amount,  gives  a  total  of  265,991  shares.  It  is 
entirely  safe  to  aay,  then,  that  not  to  exceed  30,000  shares  of  the 
capital  stock  was  owned  outside  of  the  two  syndicates  and  Schley  and 
Kessler  personally.  Of  this  entire  stock  issue  practically  150,000 
shares  was  in  the  assets  of  Moore  &  Schley.  That  firm  had  loaned  to 
their  customers  upon  it  and  had  rehypothecated  from  100,000  to 
105,000  shares  thereof.  When  the  panic  came  on  Moore  &  Schley 
owed  about  $38,000,000.  Nearly  all  this  amount  was  due  and  their 
condition  was  becoming  precarious.  Of  this  amount  about  $1 ,500,000 
or  $2,000,000  was  borrowed  of  Morgan  &  Co.  and  over  $2,000,000 
from  the  First  National  Bank  of  New  York;  and  scattered  through 
the  collateral  for  a  large  number  of  these  loans  was  about  100,000 
shares  of  Tennessee  Coal,  Iron  &  Railroad  Co.  stock,  together  with  a 
laige  amount  of  other  industrial  stocks,  like  Tobacco  common  and 
Republic  Iron  &  Steel  common.  When  the  financial  situation 
became  disturbed  there  was  a  general  tightening  up  of  the  banks  as 
to  the  character  of  collateral,  and  the  banks  quite  generally  began  to 
object  to  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  and  other  stocks 
of  like  character  as  collateral  and  asked  for  substitution  of  other 
stocks.    There  was  no  difference  in  the  treatm^it  by  the  banks  of 
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the  Tennessee  Coal;  Iron  &  Railroad  Co.  stock  and  other  stocks  of 
similar  character.     (Schley,  hearings,  pp.  1051,  1065.) 

Mr.  Hanna  says  for  a  long  time  there  had  been  no  market  for  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  stock.  It  was  quoted  from  120  t  > 
130  on  the  market,  but  these  quotations  wei-e  absolutely  nominal. 
Sometimes  a  month  or  two  months  would  go  by  without  a  angle 
transaction,  and  it  was  selling  high  considering  the  earning  power  or 
dividend  rate.  He  also  says  that  as  a  going  proposition  it  was  not 
worth  what  the  syndicate  paid  for  the  stock,  but  he  thought  it  was, 
looking  to  the  future.  That  commercially  he  thinks  it  was  worth  what 
the  United  States  Steel  Corporation  paid  for  it,  but  whether  it  was 
worth  it  under  the  conditions  as  existed  at  that  time  was  a  subject 
for  argument.     (Hanna,  hearings,  pp.  862,  863,  872.) 

Further  speaking  of  the  stock,  he  said:  '^In  the  first  place,  the 
stock  is  what  is  termed  in  the  street  as  pegged  stock,  from  the  fact 
that  a  large  majority  of  the  stock  was  under  a  syndicate  agreement 
for  a  specified  time.  I  think  any  stock  occupying  that  position 
might  be,  on  the  part  of  the  bankers,  considered  what  you  term  a 
contraband  stock.  I  think  that  in  its  general  terms  it  was  such  a 
stock,  a  stock  of  the  character  of  the  Tennessee.  The  company  was 
in  process  of  further  development.  It  had  been  a  football  in  the 
Street  for  many  years  and  had  not  very  many  friends.  The  legiti- 
mate side  of  the  company  had  not  kept  pace  with  the  pace  of  the 
steel  industry  of  the  country.  The  property  was  not  very  weD 
regarded,  except  under  abnormally  prosperous  conditions  of  the  steel 
industry.  Then  they  always  managed  to  get  the  price  of  it  marked 
well  up.  I  think  that,  too,  with  its  past  experience  and  the  fact 
that  it  had  been  a  football  in  the  Street  for  many  years  preceding,  it 
was  still  tinctured,  even  under  the  new  control,  with  its  old  reputa- 
tion to  some  extent.  There  was  absolutely  no  market  for  it."  Mr. 
Hanna  adds,  ^'My  judgment  is  if  I  had  gone  on  the  market  with  a 
thousand  shares  of  stock  and  forced  it,  I  would  have  broken  the 
market  from  10  to  20  points.  Wall  Street  always  shied  at  a  stock 
in  that  position.  One  hundred  and  twenty  to  130  was  a  high  price 
for  a  stock  that  only  paid  4  per  cent." 

Mr.  Schley  says  that  Tennessee  Coal,  Iron  &  Railroad  Co.  stock 
was  not  acceptable  to  the  banks  in  1906  or  1907.  It  was  in  a  very 
bad  way  as  to  market  prices,  and  there  is  no  bank  that  will  loan  on 
a  stock  that  has  no  market.  He  adds  that  there  was  nobody  buy- 
ing or  selling  Tennessee  Coal,  Iron  &  Railroad  Co.  stock. 

The  stock  was  regarded  as  a  pegged  or  pooled  stock,  with  only 
nominal  quotations,  without  any  real  transactions,  and  the  banks 
could  not  realize  on  it  in  time  of  panic. 

The  record  is  full  of  testimony  of  this  character,  and  there  is  no 
contradictory  evidence. 
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In  the  meantime  financial  matters  had  got  to  a  crucial  condition. 
Banks  had  failed,  and  the  banks  of  New  York  City  had  been  com- 
pelled to  resort  to  clearing-house  certificates,  and  the  panic  was  of  a 
most  acute  character. 

Col.  Oliver  H.  Payne,  one  of  the  syndicate,  who  was  a  warm  friend 
of  Mr.  Schley,  loaned  Mr.  Schley,  for  the  use  of  Moore  &  Schley,  from 
$6,000,000  to  $8,000,000  of  standard  securities  to  use  in  supporting 
their  loans,  taking  as  security  therefor  uncurrent  securities  of  Moore 
&  Schley.  This  loan  was  subsequently  changed  into  an  absolute 
exchange,  Moore  &  Schley  becoming  the  owners  of  the  standard 
securities  and  Mr.  Payne  becoming  the  owner  of  the  uncurrent 
securities. 

Mr.  Payne,  becoming  alarmed  at  the  situation,  urged  Mr.  Schley  to 
dispose  of  his  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  as  the  only 
possible  means  of  relief.  This  urging  on  the  part  of  Col.  Payne  con- 
tinued for  about  a  month.  He  suggested-  that  Moore  &  Schley 
should  call  in  the  assistance  of  Mr.  Lewis  Cass  Ledyard,  a  distin- 
guished lawyer  in  the  city  of  New  York.  At  Col.  Payne's  solicitation 
Mr.  Schley  finally  sent  for  Mr.  Ledyard,  and  asked  him  to  go  and  see 
Mr.  J.  P.  Morgan  to  try  to  sell  him  the  stock  for  the  United  States 
Steel  Corporation.  To  this  Mr.  Schley  consented.  (Schley,  hear- 
ings, pp.  1081,  1078,  1079.) 

ifr.  Ledyard  testified  that  in  the  last  week  of  October,  1907,  Col. 
Payne  informed  him  that  Moore  &  Schley  were  largely  indebted  to 
him  and  that  he  was  much  concerned  over  their  condition  and  laid 
the  condition  before  Mr.  Ledyard.  He  stated  that  he  saw  no  way  to 
save  Moore  &  Schley  unless  they  could  sell  their  Tennessee  Coal, 
Iron  &  Railroad  Co.  stock,  and  that  there  was  no  market  for  it  unless 
the  United  States  Steel  Corporation  could  be  induced  to  purchase  it, 
and  said  he  would  suggest  to  Mr.  Schley  that  Mr.  Ledyard  be  asked 
to  see  Mr.  Morgan  and  get  him  to  lay  the  proposition  before  the  corpora- 
tion. This  was  done,  and  Mr.  Schley  sent  for  Mr.  Ledyard  on  Friday 
night,  the  31st  of  October,  1907.  At  this  interview  Mr.  Ledyard 
familiarized  himself  with  the  situation  and  at  Mr.  Schley's  request 
went  to  see  Mr.  Morgan  the  next  day  and  laid  the  situation  before 
him.  Mr.  Morgan  expressed  the  greatest  concern  and  said  that  it 
was  the  most  serious  thing  that  had  been  brought  to  his  attention  in 
connection  with  the  panic.  He  said  that  if  Moore  &  Schley  should 
go  there  was  no  telling  what  the  effect  on  the  financial  institutions  of 
New  York  would  be  and  how  many  other  houses  would  be  involved 
in  the  consequences.  He  telephoned  both  Judge  Gary  and  Mr. 
Frick;  and  Mr.  Morgan,  when  they  came,  told  each  of  them  in  Mr. 
Ledyard's  presence  of  Moore  &  Schley's  situation  and  the  proposition 
to  sell  to  the  United  States  Steel  Corporation.     The  conferences  on  the 
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subject  continued  through  Saturday  and  Sunday,  at  some  of  which 
Mr.  Ledyard  was  present.  Judge  Gary  expressed  great  reluctance 
to  buy  the  stock,  saying  it  was  not  worth  over  $60  or  $65  per  share 
at  the  outside.  Mr.  Ledyard  replied  that  he  thought  it  likely,  if  they 
waited  long  enough,  they  could  get  the  stock  for  $25  a  share,  but 
suggested  that  when  that  time  came  the  United  States  Steel  Corpo- 
ration would  not  be  in  condition  to  buy  anything  at  any  price.  Mr. 
Frick  objected  to  the  trade  unless  it  were  arranged,  at  the  same 
time,  that  the  bankers  should  save  the  threatened  trust  companies. 
Judge  Gary  was  still  reluctant  to  purchase  and  offered  to  loan  Moore 
&  Schley  $5,000,000.  This  proposition  was  submitted  to  Mr.  Schley 
and  rejected  by  him.  He  said  it  would  be  perfectly  useless;  that  it 
would  not  pull  him  out  and  would  not  be  effective. 

Before  closing  the  trade  either  Mr.  Morgan  or  Judge  Gary  re- 
quested that  Moore  &  Schley's  books  should  be  examined  to  see  if 
their  situation  was  as  bad  as  represented,  and  this  was  done  by 
experts. 

Judge  Gary  said  to  Mr.  Morgan,  during  one  of  these  conferences^ 
that  he  would  not  think  of  considering  the  purchase  of  this  stock 
without  going  to  Washington  first  and  taking  the  matter  up  with  the 
President  or  the  Department  of  Justice,  or  both.  Mr.  Morgan  said, 
"Why?  Have  they  any  right  to  say  whether  we  buy  or  not!" 
Judge  Gary  said,  "No,  they  have  not.  But  there  is  a  financial  crisis, 
and  from  your  standpoint  the  object  of  buying  this  stock  is  to  assist 
in  overcoming  this  panic,  and  if  the  Department  of  Justice  or  the 
President  should  find  out  we  had  purchased  or  were  about  to  pur- 
chai^^e  it  and  should  enjoin  us  from  purchasing,  on  the  ground  that  it 
would  add  to  our  holdings,  and  thereby  raise  the  question  of  creating 
or  adding  to  a  monopoly,  you  can  see  at  once  that  what  we  had  done 
would  be  to  make  the  financial  conditions  very  much  worse  than  now; 
and  therefore  it  seems  to  me  we  ought  to  know  how  the  President  and 
the  Department  of  Justice  would  feel  about  the  question."  Mr. 
Morgan  said,  "  Well,  I  think  that  is  very  forcible,  and  I  see  no  objec- 
tion to  your  going  over  there  if  you  feel  like  it."  (Gary,  hearings, 
p.  130.) 

So  Messrs.  Frick  and  Gary  came  to  Washington  to  see  President 
Roosevelt.  Both  Judge  Gary  and  ex-President  Roosevelt  gave  an 
account  before  the  committee  of  what  occurred  at  that  interview. 
Judge  Gary  says  that  Mr.  Frick  and  himself  stated  the  case  to  the 
President,  who  said  he  would  like  to  consult  the  Attorney  General, 
Mr.  Bonaparte.  But  Mr.  Bonaparte  was  out  of  the  city,  and  so  the 
President  requested  the  presence  of  Secretary  Root,  who  came,  and 
at  the  President's  request  Judge  Gary  restated  the  case  in  Mr.  Root's 
presence.     In  order  that  aA.  accurate  record  might  be  kept  of  what 
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had  occurred  Judge  Gary  wrote  the  following  letter  to  Secretary  Root, 
and  the  correspondence  following  it  occurred: 

NOYEMBEB  7,  1907. 
Mt  Deab  Mb.  Secbetaby:  At  the  recent  interview  at  the 
White  House  between  the  President,  yourself,  Mr.  Frick,  and 
myself  I  stated,  in  substance,  that  our  corporation  had  the  op- 
portunity of  acquiring  more  than  one-half  of  the  capital  stock 
of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  at  a  price  somewhat 
in  excess  of  what  we  believed  to  be  its  real  value,  and  that  it  had 
been  represented  that  if  the  purchase  should  be  made  it  would 
be  of  great  benefit  to  financial  conditions  and  would  probaby 
save  from  failure  an  important  business  concern;  that  under  the 
circumstances  Mr.  Frick  and  I  had  decided  to  favor  the  proposed 

f>urchase  of  stock  unless  the  President  objected  to  the  same.  I 
urther  stated  that  the  total  productive  capacity  of  our  com- 
panies would  not  be  matoriallv  mcreased  by  the  ownership  of  the 
properties  of  the  Tennessee  Co.,  and,  aftor  the  purchase,  would 
probably  not  amount  to  more  than  60  per  cent  of  the  total 
steel  production  in  this  country,  which  was  about  the  percentage 
of  our  companies  at  the  time  of  the  organization  of  me  United 
States  Steel  Corporation;  that  our  policy  was  opposed  to  secur- 
ity a  monopoly  in  our  lines  or  even  a  material  mcrease  of  our 
relative  capacity.  I  understood  the  President  to  say  that,  while 
he  would  not  and  could  not  legally  make  any  bindii^  promise  or 
agreement,  he  did  not  hesitate  to  say  from  all  the  circumstances 
as  presented  he  certainly  would  not  advise  against  the  proposed 
purchase. 

If  consistent,  will  you  kindly  write  me  if  the  above  statement  is 
in  accordance  with  your  understanding  and  recollection  f 
Sincerely,  yours, 

E.  H.  Gaby. 
Mr.  Root  responded  as  follows : 

NOVEMBEB  11,  1907. 

My  Deab  Mb.  Gaby:  I  have  your  letter  of  November  7.  It 
fully  agrees  with  my  recollection  of  the  interview  to  which  you 
refer,  in  which  you  stated  to  the  President  the  circumstances 
under  which  the  United  States  Steel  Corporation  had  been  asked 
to  relieve  the  financial  situation  by  purchasing  a  majority  of  the 
stock  of  the  Tennessee  Coal,  Iron  &  Railroaa  Co.  I  have  sent 
a  copy  of  your  letter,  with  this  answer,  to  the  President,  with  a 
recommendation  that  it  be  transmitted  to  the  Department  of 
Justice  for  filing  there 

Very  sincerely,  yours,  Euhu  Root. 

I  received  another  letter  from  Mr.  Root,  as  follows: 

Novembeb  20,  1907. 

Deab  Mb.  Gaby:  I  inclose  a  copy  of  a  letter  which  I  have 
sent  to  the  President,  inclosing  a  copy  of  your  letter  of  November 
7,  and  a  copy  of  the  President's  answer.  You  have  a  complete 
copy  of  what  you  will  be  able  to  find  upon  the  files  of  the  Depart- 
ment of  Justice  if  any  occasion  arises. 

Very  sincerely,  yours,  Euhu  Root. 
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Inclosed  were  the  following  copies:  First,  from  Mr.  Root  to  the 
President,  dated  November  11,  1907: 

Deab  Mb.  President:  I  transmit  herewith  a  copy  of  a  letter 
from  Mr.  E.  H.  Gary,  president  of  the  United  States  Steel  Cor- 

I)oration,  dated  November  7^  1907,  received  by  me  on  the  fol- 
owing  day.  You  will  perceive  that  it  relates  to  the  interview 
which  Mr.  Gary  had  with  you  last  week  regarding  the  purchase 
by  his  company  of  the  capital  stock  of  the  Tennessee  Coal,  Iron 
&  Railroad  Co.  I  send  also  a  copy  of  my  answer  to  Mr.  Gary, 
and  recommend  that  these  papers  be  sent  to  the  Department 
of  Justice  and  placed  upon  the  files  of  that  department. 
Very  truly,  yours, 

EuHu  Root. 

A  letter  from  the  President  to  the  Secretary  of  State: 

November  19,  1907. 

My  Dear  Mr.  Secretary:  I  am  in  receipt  of  your  letter  of 
the  11th  instant  and  inclosures,  and  have  forwarded  them  to  the 
Attorney  General  to  be  placed  on  the  files  of  the  Department  of 
Justice,  together  with  a  copy  of  this  letter.  Mr.  Gaiy  states  the 
facts  as  I  remember  them. 

Very  truly,  yours,  Theodore  Roosevelt. 

Judge  Gary  further  says: 

Mr.  Gary.  I  remember  some  of  the  conversation.  I  remember 
the  Secretary  of  State  saying  to  the  President  that  of  course 
he  httd  no  right  to  si.v  that  we  could  buy  this  property.  The 
1  resident  said  he  undorstocd  that.  He  thought  all  we  wished 
to  know  was  what  would  be  the  disposition  of  the  President  and 
the  Department  of  Justice  in  case  we  did  buy,  for  the  reason 
that  if  there  was  an  objection  by  the  Government  we  would 
not  accomplish  the  desired  result. 

I  remember  the  President  saying  he  was  glad  to  know  that  the 

Eercentage  in  production  of  the  steel  of  this  country  of  the 
nited  States  Steel  Corporation  was  not  greater  tind  was  even 
less  than  it  was  at  the  time  of  the  organization  of  the  company; 
that  he  felt,  as  I  knew,  that  the  question  of  monopolies  in  tlus 
country  was  a  very  serious  one,  but  he  said: 

''In  view  of  the  fact  that  vour  percentage  has  not  increased, 
but  has  decreased,  and  the  further  fact  that  all  of  us  have  an 
appreciation  of  the  financial  conditions  in  New  York,  I  do  not 
believe  that  anyone  could  justly  criticize  me  for  saying  that 
I  would  not  feel  like  objecting  to  the  purchase  imder  the  cir- 
cimistances.'' 

Ex-President  Roosevelt  made  the  following  statement  before  the 
committee: 

statement   of   HON.   THEODORE   ROOSEVELT. 

Mr.  Roosevelt.  In  the  fall  of  1907  there  were  severe  business 
disturbances  and  financial  stringency,  culminating  in  a  panic 
which  arose  in  New  York  and  spread  over  the  country.  The 
damage  actually  done  was  great,  and  damage  threatened  was 
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incalculable.  Thanks  largely  to  the  action  of  the  Government, 
the  panic  was  stopped  beiore,  instead  of  bein^  merely  a  serious 
business  check,  it  became  a  frightful  and  nation-wide  calamity, 
a  disaster  fraught  with  untold  misery  and  woe  to  all  our  people. 
For  several  days  the  Nation  trembled  on  the  brink  of  sucn  a 
calamity,  of  such  a  disaster,  as  you  gentlemen  doubtless  remem- 
ber. 

During  those  days  both  the  Secretary  of  the  Treasury  and  I 
personal^  were  in  hourly  communication  with  New  York, 
following  every  change  in  the  situation,  and  trying  to  anticipate 
every  development.  It  was  the  obvious  duty  of  the  admmis- 
tration  to  take  every  step  possible  to  prevent  appalling  disaster 
by  checking  the  spread  of  the  panic  before  it  grew  so  that 
nothing  comd  check  it;  and  events  moved  with  such  speed  that 
it  was  necessary  to  decide  and  to  act  on  the  instant,  as  each 
successive  crisis  arose,  if  the  decision  and  action  were  to  accom- 
plish anything.  The  Secretary  of  the  Treasury  took  various 
actions,  some  on  his  own  initiative,  some  by  my  direction.  Late 
one  evening  I  was  informed  that  two  representatives  of  the 
Steel  Corporation  wished  to  see  me  early  the  following  morning, 
the  precise  object  not  being  named.  Next  morning,  while  at 
breakfast,  I  was  informed  that  Messrs.  Frick  and  Gary  were 
waiting  at  the  office;  I  at  once  went  over,  and  as  the  Attorney 
Gener^,  Mr.  Bonaparte,  had  not  yet  arrived  from  Baltimore, 
where  he  had  been  passing  the  night,  I  sent  a  message  asking  the 
Secretary  of  State,  Mr.  ]l^ot,  who  was  also  a  lawyer,  to  join  us, 
which  he  did.  Before  the  close  of  the  interview  and  in  the 
presence  of  the  three  gentlemen  named,  I  dictated  a  note  to  Mr. 
Bonaparte,  setting  forth  exactly  what  Messrs.  Frick  and  Gary 
had  proposed  and  exactly  what  I  had  answered,  so  that  there 
might  be  no  possibility  of  misunderstanding.  This  note  was 
puBlished  in  a  Senate  document  while  I  was  still  President,  and 
IS  already  spread  on  the  minutes  of  your  committee.  It  runs  as 
follows: 

Shall  I  read  it,  gentlemen  ? 

The  Chairman.  Just  as  you  like.  Col.  Roosevelt. 

Mr.  Roosevelt.  With  your  permission,  I  will  read  it. 

The  WnriE  House, 
WaahingUmy  November  4,  1907. 

My  Dear  Mr.  Attorney  General:  Judge  E.  H.  Gary  and 
Mr.  H.  C.  Frick,  on  behalf  of  the  Steel  Corporation,  have  just 
called  upon  me.  They  state  that  there  is  a  certain  business 
firm  (the  name  of  which  I  have  not  been  told)  which  will  un- 
doubtedly fail  this  week  if  help  is  not  given.  Among  its  assets 
are  a  majority  of  the  securities  of  the  Tennessee  Coal  Co.  Appli- 
cation has  been  urgently  made  to  the  Steel  Corporation  to  pur- 
chase this  stock  as  the  only  means  of  avoiding  a  failure.  Judge 
Gary  and  Mr.  Frick  informed  me  that  as  a  mere  business  transac- 
tion they  do  not  care  to  purchase  the  stock;  that  under  ordinary 
circumstances  they  would  not  consider  purchasing  the  stock, 
because  but  little  benefit  wiU  come  to  the  Steel  Corporation  from 
the  purchase;  that  they  are  aware  that  the  purchase  will  be  used 
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as  a  handle  for  attack  upon  them  on  the  ground  that  thej  are 
striving  to  secure  a  monopoly  of  the  business  and  prevent  com- 
petition— not  that  this  would  represent  what  coula  honestly  be 
said,  but  what  might  recklessly  and  untruthfuUy  be  said. 

They  further  informed  me  that,  as  a  matter  of  fact,  the  policy 
of  the  company  has  been  to  decline  to  acquire  more  than  60  per 
cent  of  the  steel  properties,  and  that  this  purpose  has  been  perse- 
vered in  for  several  years  past,  with  the  object  of  preventing  these 
accusations,  and,  as  a  matter  of  fact,  their  proportion  of  steel 
properties  has  slightly  decreased,  so  that  it  is  below  this  60  |>er 
cent  J  and  the  acquisition  of  the  property  in  question  will  not  raise 
it  above  60  per  cent.  But  thev  feel  that  it  is  immensely  to  their 
interest,  as  to  the  interest  of  every  responsible  business  man, 
to  try  to  prevent  a  panic  and  general  indnstrial  smashup  at  this 
time,  and  that  they  are  willing  to  go  into  this  transaction,  which 
they  would  not  otherwise  go  into,  because  it  seems  the  opinion  of 
those  best  fitted  to  express  judgment  in  New  York  that  it  will 
be  an  important  factor  in  preventing  a  break  that  might  bo 
ruinous ;  and  that  this  has  been  urged  upon  them  by  the  combi- 
nation of  the  most  responsible  bankers  in  New  York  who  are  now 
thus  engaged  in  endeavoring  to  save  the  situation.  But  they 
asserted  they  did  not  wish  to  do  this  if  I  stated  that  it  ou^t  not 
to  be  done.  I  answered  that  while,  of  course,  I  could  not  advise 
them  to  take  the  action  proposed,  I  felt  it  no  public  duty  of  mine 
to  interpose  any  objections. 
Sincerely,  yours, 

Thsodobe  Roosevelt. 

Hon.  Chables  J.  Bonaparte, 

Attorney  Oeneml. 

Mr.  Bonaparte  received  this  note  in  about  an  hour  and  ttiAt 
same  morning  he  came  over  to  acknowledge  its  receipt,  and  said 
that  my  answer  was  the  only  proper  answer  that  could  have 
been  made,  having  regard  botn  to  the  law  and  to  the  needs  of  the 
situation;  he  stated  tnat  the  legal  situation  had  been  in  no  way 
changed,  and  that  no  sufficient  ground  existed  for  prosecuting 
the  Steel  Corporation.  But  I  wiw  it  distinctly  understood  that 
I  acted  purely  on  my  own  initiative  and  that  the  responsibility 
for  the  act  was  solely  mine. 

I  was  intimately  acquainted  with  the  situation  in  New  York. 
The  word  ''panic"  means  fear,  unreasoning  fear*  to  stop  a  panic 
it  is  necessary  to  restore  confidence;  and  at  the  moment  the 
so-called  Morgan  interests  were  the  only  interests  which  retained 
a  full  hold  on  the  confidence  of  the  people  of  New  York,  not  only 
the  business  people  but  the  immense  mass  of  men  and  women 
who  owned  small  investments  or  had  small  savings  in  the  banks 
and  trust  companies.  Mr.  Morgan  and  his  associates  were,  of 
course,  fighting  hard  to  prevent  the  loss  of  confidence  and  the 
panic  distrust  from  increasing  to  such  a  degree  as  to  brin?  any 
other  big  financial  institutions  down,  for  9us  would  prooably 
have  been  followed  by  a  general  and  probably  world-wide  crash. 
The  Knickerbocker  Trust  Co.  had  already  failed,  and  mna  had 
bcgim  on  or  were  threatened  as  regards  two  other  big  trust  com- 
panies. These  companies  were  now  on  the  fighting  lino,  and  it 
was  to  the  interest  ol  everybody  to  strengthen  tJiem  in  order  that 
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the  situatioja  might  be  saved.  It  was  a  matter  of  general  knowl- 
edge and  belief  that  they  or  the  individuals  prominent  in  them 
held  the  securities  of  tne  Tennessee  Coal  &  Iron  Co.,  which 
securities  had  no  market  value  and  were  useless  as  a  source  of 
strength  in  the  emergency.  The  Steel  Corporation  securities,  on 
the  contrary,  were  mimediatelv  marketable,  their  great  value 
being  known  and  admitted  all  over  the  world,  as  the  events 
showed.  The  proposal  of  Messrs.  Frick  and  Gary  was  that  the 
Steel  Corporation  should  at  once  acquire  the  Tennessee  Coal  & 
Iron  Co.  and  therebv  substitute  among  the  assets  of  the  threat- 
ened institutions  (which,  by  the  wav,  they  did  not  name  to  me) 
securities  of  great  and  immediate  value  for  securities  which  at  the 
moment  were  of  no  value.  It  Was  necessary  for  me  to  decide  on 
the  instant  before  the  stock  exchange  opened,  for  the  situation 
in  New  York  was  such  that  any  hour  might  be  vital,  and  failure 
to  act  for  even  an  hour  might  make  all  subsequent  effort  to  act 
utterly  useless.  From  the  best  information  at  my  disposal  I 
believed  (and  believe)  that  the  addition  of  the  Tennessee  Coal  & 
Iron  property  would  only  increase  the  proportion  of  the  Steel 
Co.'s  holdings  bv  about  4  per  cent,  making  them  about  62  per 
cent  instead  of  about  58  per  cent  of  the  total  value  in  the  country, 
an  addition  which  by  itself,  in  my  judgment  (concurred  in,  I  may 
add,  not  only  by  the  Attorney  General  but  by  every  competent 
lawyer  with  whom  I  talked) ,  worked  no  change  in  the  legal  status 
of  tne  Steel  Corporation. 

Furthermore,  I  believed  that  the  action  was  emphatically  for 
the  general  good;  that  it  offered  the  only  chance  for  arresting 
the  panic;  and  that  it  would  probably  arrest  the  panic,  as  it  did. 
I  answered  Messrs.  Frick  and  Gary,  as  set  forth  in  my  published 
letter,  to  the  effect  that  I  did  not  aeem  it  my  duty  to  interfere — 
that  is,  to  forbid  the  action  which,  more  than  anything  else,  in 
actual  fact,  saved  the  situation.  The  result  justified  my  judg- 
ment. The  panic  was  stopped,  public  confidence  in  the  solvency 
of  the  threatened  institutions  being  at  once  restored. 

Incidentally  I  may  mention  that  when  I  was  in  Birmingham 
last  spring  every  man  I  met,  without  exception,  who  was  com- 
petent to  testify,  informed  me  voluntarily  tnat  tne  results  of  the 
action  taken  had  been  of  the  utmost  benefit  to  Birmingham,  and 
therefore  to  Alabama,  the  industry  having  profited  to  an  extraor- 
dinary degree,  not  only  from  the  standpoint  of  the  business  but 
from  the  standpoint  of  the  community  at  large  and  of  the  wage 
workers,  by  the  change  in  ownership.  The  results  of  the  action 
I  took  were  beneficial  from  every  standpoint,  and  the  action 
itself  at  the  time  when  it  was  taken  was  vitally  necessary  to  the 
welfare  of  the  people  of  the  United  States. 

In  my  judmient  I  would  have  been  derelict  in  my  duty,  I 
would  have  Miown  myself  a  timid  and  imworthy  puwic  officer 
if  in  that  extraordinaiy  crisis  I  had  not  acted  as  I  did  act.  In 
every  such  crisis  the  temptation  to  indecision,  to  nonaction,  is 
great,  for  excuses  can  always  be  found  for  nonaction,  and  action 
means  risk  and  the  certainty  of  blame  to  the  man  who  acts. 
But  if  the  man  is  worth  his  salt  he  will  do  his  duty;  he  will  rive 
the  people  the  benefit  of  the  doubt  and  act  in  any  way  which 
their  interests  demand  and  which  is  not  affirmatively  prohibited 
by  laW;  unheeding  the  likelihood  that  he  himself,  when  the  crisip 
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is  over  and  the  danger  passed^  will  be  assailed,  for  what  he  has 
done. 

Eyer^  step  I  took  in  the  matter  was  open  as  the  day,  and  was 
known  in  detail  at  the  moment  to  all  people.  The  press  con- 
tained full  accounts  of  the  visit  to  me  of  Messrs.  Frick  and  Gaiy, 
and  heralded  widely  and  with  acclamation  the  results  of  that 
visit.  At  the  time  the  relief  and  rejoicing  over  what  had  been 
done  were  well  nigh  universal.  The  danger  was  too  inmiinent 
and  too  appalling  for  men  to  be  willing  to  condemn  those  who 
were  successful  in  saving  them  from  it.  But  I  fuUy  understood 
and  expected  that  when  there  was  no  longer  danger,  when  the 
fear  had  been  forgotten,  attack  would  be  made  upon  me. 

If  I  were  on  a  sailboat  I  should  not  ordinarily  meddle  with 
any  of  the  gear;  but  if  a  sudden  squall  struck  us,  and  the  main 
sheet  janimed,  so  that  the  boat  threatened  to  capsize,  I  would 
unhesitatingly  cut  the  main  sheet,  even  though  I  were  sure  that 
the  owner,  no  matter  how  g;rateful  to  me  at  the  moment  for 
having  saved  his  life,  would  a  few  weeks  later,  when  he  had 
forgotten  his  danger  and  his  fear,  decide  to  sue  me  for  the  value 
of  tne  cut  rope. 

The  ex-President  further  said: 

Mr.  Roosevelt.  Now,  Mr.  Littleton,-!  can  answer  you  right 
away  that  I  was  then  thoroughly  satisfied,  and  the  after  events 
made  me  even  more  thoroughly  satisfied,  that  what  was  done 
was  necessary  to  save  the  situation;  that  the  panic  would  have 
spread  and  very  great  disaster  occurred  if  exacuy  what  was  done 
had  not  been  done.  A  good  many  of  the  questions,  Mr.  Littleton 
and  Mr.  Stanley,  that  you  are  offering  are  requiring  me  to  search 
the  hidden  domain  of  motive  of  ib.  Frick  and  Mr.  Qaiy.  I 
never  supposed  that  they  were  going  to  take  action  that  would 
be  damaging  to  themselves,  for  I  would  have  been  exceedingly 
sure  they  would  have  gotten  no  gratitude  for  taking  such  action 
if  they  had  taken  it.  My  feeling  toward  them  was — ^I  can  illus- 
trate it  by  two  similes.  I  have  spoken  of  a  sailboat  already. 
If  it  is  necessary  to  haul  on  a  rope  on  a  boat  in  order  to  prevent 
the  boat  from  going  over,  I  welcome  the  help  of  any  husky  indi- 
vidual that  hauls,  and  I  do  not  care  whether  he  is  nauling  from 
altruistic  motives  about  me  or  to  save  his  own  skin.  I  want  him 
to  pull  hard  on  the  rope.    That  is  all  I  want. 

Again,  if  a  fire  is  coming  down  a  row  of  buildings,  I  expect  the 
man  on  the  end  of  the  row  to  join  in  and  help  put  out  the  fire  far- 
ther up  the  row,  partly,  I  hope,  because  he  leels  kindly  toward 
the  threatened  people,  and  also  because  if  the  fire  spreads  it  will 
bum  his  own  building.  But  I  do  not  ask  him  to  analyze  the  ex- 
tremely mixed  motives  which  made  him  come  forward  and  help 
put  out  that  fire.  I  want  him  to  help  put  out  the  fire.  That 
IS  all. 

Ex-President  Roosevelt  further  said,  speaking  of  this  transaction: 

I  never  had  any  doubt  as  to  the  wisdom  of  my  action — not  for 
a  moment,  and  if  Mr.  Schley  says  that  he  does  not  know  that  he 
would  have  failed  without  the  action  being  taken,  that  was 
taken,  then  he  is  the  only  man  in  New  York  who  does  not  know  it. 
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Near  the  end  of  his  testimony  occurs  the  following: 

Mr.  Roosevelt.  Believe  that  I  had  acted  wisely?  I  felt 
that  the  information  I  had  received  on  the  situation  here,  on  all 
the  vital  points  in  which  I  was  concerned,  was  essentially  accu- 
rate. The  only  reason,  Mr.  Young,  I  hesitated  to  answer  your 
question  at  all  was  this:  It  is  not  necessary  for  me  now,  and  it 
was  not  necessary  for  me  at  that  time,  to  form  any  judgment  as 
to  whether  the  representatives  of  the  Steel  Corporation  were 
anxious  to  get  possession  of  that  company,  because  it  would  be 
of  benefit  to  the  Steel  Corporation,  or  whether  they  were  only 
anxious  to  save  the  situation  caused  by  the  panic.  I  never  found 
it  necessary  to  try  in  my  own  mind  to  apportion  the  relative 
weights  of  those  motives  in  their  minds.  But  in  all  essentials  the 
representations  they  made  to  me  I  believed  then  to  be  accurate, 
and  on  all  the  information  I  have  had  since  I  believe  to  be  accu- 
rate. They  were  in  accord  with  what  I  had  heard  from  New 
York,  in  so  far  as  they  influenced  my  action  and  in  so  far  as  they 
affected  my  judgment.  From  the  public  standpoint  the  events 
exactly  bore  out  and  justified  what  I  had  been  told  and  the 
action  I  took  on  what  1  had  been  told. 

On  the  return  of  Messrs.  Frick  and  Gary  from  Washington  the  deal 
was  closed,  on  the  basis  of  par  for  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  stock,  which  was  paid  for  in  second  mortgage  5  per  cent  bonds  of 
the  United  States  Steel  Corporation,  at  their  market  price  at  that 
time,  namely,  $0.84  of  their  face  value,  or  figuring  the  bonds  as  worth 
par,  about  $119.75  for  the  stock.  Messrs.  Hanna,  Schley,  and  Gates 
insisted  that  the  minority  stockholders  should  have  the  right  to  turn 
in  their  stock  at  the  same  price.  This  was  acceded  to — all  of  the 
minority  stockholders  took  advantage  of  this  option. 

Before  agreeing  to  pay  par  for  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  stock  Mr.  Gary  offered  90  for  it.  This  Mr.  Schley  refused,  on  the 
ground  that  it  would  not  be  sufficient  to  help  him  out  and  that  nothing 
less  than  100  would  save  him. 

In  addition  to  the  stock  owned  by  Schley,  or  Moore  &  Schley,  or 
pledged  with  Moore  &  Schley,  Col.  Payne  had  altogether  25,000  shares 
of  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.,  with  a  par 
value  of  $2,500,000.  As  soon  as  the  sale  went  through,  this  stock 
was  converted  into  United  States  Steel  Corporation  bonds  and  the 
proceeds  loaned  to  Moore  &  Schley,  so  Moore  &  Schley  obtained  an 
additional  $2,500,000  through  that  deal. 

In  order  to  make  it  certain  that  Moore  &  Schley  would  not  fail,  Mr. 
Payne  and  Mr.  Baker,  president  of  the  First  National  Bank  of  New 
York  City,  and  one  other  gentleman  tendered  $1,000,000  each  of 
first-class  securities,  to  be  placed  in  the  hands  of  Mr.  Morgan  as 
security  for  further  loans  in  aid  of  Moore  &  Schley  should  such  further 
aid  become  necessary.  Mr.  Morgan  did  not  find  it  necessary  to  draw 
upon  this  fund. 
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The  price  paid  by  iha  United  States  Steel  Corporation,  according 
to  the  statement  of  all  the  witnesses,  with  the  possible  exception  of 
Mr.  Gates,  was  at  least  the  full  market  value  of  the  stock,  ib.  Gates 
says  he  regarded  it  as  a  forced  sale,  and  he  also  adds  that  if  the  stock 
had  been  thrown  upon  the  market  he  could  have  bought  it  at  a  very 
low  price  and  made  a  large  amount  of  money.  He  adds  that  the 
market  was  a  purely  nominal  one,  and  if  the  day  before  Messrs.  Gary 
and  Frick  saw  President  Roosevelt  anybody  had  thrown  2,600  shares 
of  the  stock  upon  the  maj^t  it  woidd  have  probably  brought  the 
price  down  to  110  or  116.  On  the  other  hand,  he  would  have  prob- 
ably foimd  difficulty  in  buying  that  stock  at  160. 

Mr.  Oglebay  says  that  he  was  not  forced  to  sell  and  was  willing  to 
sell  under  the  conditions  that  existed. 

When  it  is  recollected  that  these  gentlemen,  Messrs.  Gates,  Hanna, 
and  Oglebay,  were  among  the  sellers,  their  testimony  has  a  special 
weight,  and  the  conclusion  is  fair  that  the  price  paid  was  a  fair  one 
for  the  stock  and  under  the  conditions  that  existed  a  remarkably 
liberal  one.  It  has  been  intimated,  in  the  public  press  and  in  certain 
other  quarters,  that  there  was  in  the  market  and  among  some  financial 
institutions  an  effort  to  depreciate  Tennessee,  Coal,  Iron  &  Railroad 
Co.  stock  and  to  embarrass  Moore  &  Schley  for  the  purpose  of  aiding 
the  United  States  Steel  Corporation  in  purchasing  the  property  at  a 
low  figure.  The  committee  called  before  it  Messrs.  Gates,  Hanna, 
Topping,  Oglebay,  Thome,  and  Schley,  all  of  whom  were  members  of 
the  syndicate  whose  stock  was  sold.  Not  a  scintilla  of  evidence 
developed  to  justify  the  suspicion  that  there  was  a  drive  at  either 
Moore  &  Schley,  or  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock 
for  any  purpose.  No  witness  testified  that  he  had,  or  now  has,  any 
suspicion  tiukt  such  was  a  fact,  and  most  of  the  ¥atnesse8  deny  the 
existence  of  such  an  attack  in  most  vigorous  language.  (Hearings: 
Schley,  pp.  1065,  1098,  1109,  1071,  1101;  Hanna,  pp.  876,  879; 
Oglebay,  pp.  930,  931;  Topping,  p.  1258;  Ledyard,  p.  956;  Gates, 

p.  13.) 

The  evidence  indicates  that  there  was  no  great  eagerness  on  the 
part  of  the  United  States  Steel  Corporation  to  purchase  the  property. 
Judge  Gary  continually  insisted  that  the  price  was  too  high.  ^. 
Gayley,  former  vice  president  of  the  United  States  Steel  Corporation, 
said  that  when  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  could 
have  been  bought  for  $50  a  share,  he  suggested  that  the  purchase 
might  be  a  good  thing  on  account  of  the  ore  and  coal  reserve,  but 
that  Mr.  Frick  was  opposed  to  it  and  nothing  came  of  the  proposition. 

Mr.  Schley,  whose  position  might  naturally  have  made  him  sus- 
picious of  the  motives  of  the  United  States  Steel  Corporation,  thinks 
that  company  was  not  anxious  to  purchase  the  Tennessee  Coal,  Iron 
&  Railroad  Co.  stock,  and  it  appears  that  Judge  Gaiy  preferred  to 
loan  Moore  &  Schley  $5,000,000  rather  than  to  purchase  the  stock. 
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Mr.  Ghttes  does  testify  that  Mr.  Eessler  told  him  that  Mr.  Morgan  had 
expressed  a  willingness  to  pay  150  for  the  stock,  if  those  interested 
with  him  were  satisfied.  Judge  Gary,  on  the  contrary,  swears  that 
Mr.  Moigan  told  him  that  Mr.  Eessler  had  said  that  he  thought  the 
control  of  the  company  could  be  purchased  at  about  130  and  asked 
for  Judge  Gary's  opinion,  and  that  he,  regarding  the  price  as  unreason- 
able, turned  down  the  proposition  and  nothing  came  of  it.  Ifessrs. 
Morgan  and  Eessler,  who  could  have  settled  this  question  of  fact^ 
unfortunately  were  not  brought  before  the  committee.  Everything 
seems  to  indicate  that  while  the  corporation  was  willing  to  purchase 
the  stock  at  the  price  paid  it  was  not  anxious  to  do  so  and  displayed 
a  considerable  degree  of  reluctance.  (Hearings:  Gary,  pp.  127,  147; 
Gayley,  p.  402;  Schley,  p.  1101;  Ledyard,  p.  962;  Gates,  p.  10.) 

The  effect  of  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad  Co, 
stock  has  been  stated  by  a  number  of  witnesses.  Their  testimony 
is  uniform  as  to  its  great  effect  in  allaying  the  panic.  Mr.  Hanna 
says  that  that  deal  was  the  turning  point  of  the  panic. 

Mr.  Schley  says  that  his  customers  made  good  immediately  when 
they  got  the  bonds.  That  the  reason  that  the  sale  of  the  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  stock  relieved  the  situation  more 
than  the  sale  of  any  of  his  other  industrial  stock  would  have  done 
was  that  he  had  so  much  of  it.  The  sale  relieved  every  friend  he 
had;  it  relieved  his  office  and  brought  in  immediately  United  States 
Steel  Corporation  bonds,  or  money.  The  bonds  were  practically 
equivalent  to  money;  it  relieved  the  whole  situation  inmiediately. 
It  paid  Eessler's  loan;  it  brought  us  in  $12,000,000;  the  effect  was 
enormous.  When  you  reduce  $35,000,000  of  loans  by  $12,000,000, 
bringing  it  down  to  $23,000,000,  you  are  bringing  into  your  boxes 
30  or  35  per  cent,  of  whatever  the  margin  you  have  up,  of  $12,000,000, 
to  bring  into  your  boxes  and  swell  it.  Thirty  per  cent  of  $12,000,000 
is  $3,600,000;  that  strengthens  you  and  your  loans  are  less.  Moore 
&  Schley  were  $5,000,000  richer  with  $12,000,000  less  loans  and 
within  35  days  impregnable. 

It  was  generally  believed  in  financial  circles  of  New  York  that 
this  was  one  of  the  most  important  steps  taken  in  stopping  the  panic. 
(Hearings:  Pp.  917,  1124,  1125,  918,  917;  Schley,  pp.  1042,  1043, 
1124,  1125,  1045,  1046,  1061,  1059,  1056,  1095,  1051,  1053,  1054, 
1055, 1086, 1087, 1109, 1110, 1067, 1077,  1078, 1065,  1063,  1066, 1067, 
1079,  1081,  1076,  1082,  1098,  1071,  1101,  1072,  1073,  1062;  Hanna, 
pp.  860,  855,  856,  898,  862,  863,  872,  903,  909,  913,  876,  879,  858; 
Ledyard,  pp.  933,  935,  939,  936,  937,  946,  950,  956;  Gates,  pp.  5, 12. 
16,  13;  Topping,  p.  1268;  Gary,  pp.  131,  185,  137,  138,  139,  132, 
133,  139;  Roosevelt,  pp.  1369  to  1372,  inclusivei  1383,  1384,  1388, 
1392;  Oglebay,  pp.  927,  930,  931.) 

M94«(*'-'H.  Kept  112T^  eS^  pt 
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The  railroads  owned  by  the  United  States  Steel  Corporation  consist: 

1.  Of  railroads  which  .are  common  carriers  in  the  ordinary  sense  of 
that  term,  but  a  majority  of  whose  business  comes  from  the  United 
States  Steel  Corporation  itself. 

2.  Of  railroads  which  are  partly  plant  facilities  but  do  some  work 
for  others  than  the  owners,  and  it  is  claimed  perform  a  part  of  the 
actual  service  of  transportation  for  the  railroads  for  which  they  are 
entitled  to  a  division  of  rates. 

3.  Of  pure  plant  facilities. 

1.  The  railroads  of  the  first  class  are  the  Duluth  &  Iron  Range 
Railroad,  the  Duluth,  Missabe  &  Northern  Railway,  and  the  Pitts- 
burgh, Bessemer  &  Lake  Erie  Railroad,  which  is  operated  by  the 
Bessemer  &  Lake  Erie  Railroad  Co. 

The  first  two  named  are  mainly  ore  roads  and  extend  from  the 
iron-ore  mines  of  Minnesota  to  Lake  Superior,  the  former  reaching 
the  lake  at  Two  Harbors  and  the  latter  at  Duluth.  The  third  of 
these  roads  extends  from  Conneaut,  on  Lake  Erie,  to  Bessemer,  near 
Pittsburgh.  It  is  used  mainly  for  transporting  ore  from  Conneaut,  on 
Lake  Erie,  to  Pittsburgh,  and  coal  from  Pittsburgh  northward. 

The  mileage  of  these  three  roads,  exclusive  of  spurs,  sidings,  second 
tracks,  etc.,  is,  respectively,  200,  224,  and  208  mUes. 

The  Duluth  &  Iron  Range  Railroad  was  built  by  the  owners  of  the 
principal  mines  on. the  VermlUion  iron-ore  range  for  the  purpose  of 
transporting  their  ore  to  Lake  Superior.  This  was  done  at  a  time 
when  the  whole  country,  this  railroad  now  serves,  was  a  wilderness. 

The  Duluth,  Missabe  &  Northern  Railway,  in  like  manner,  was 
built  by  the  owners  of  some  of  the  mines  on  the  Mesabi  iron  range 
for  the  purpose  of  transporting  their  ore  to  Duluth,  on  Lake  Superior. 
The  first  of  these  roads  was  acquired  by  the  United  States  Steel 
Corporation  as  a  part  of  the  assets  of  the  Federal  Steel  Co.,  and  the 
other  was  acquired  as  a  part  of  the  property  of  the  Lake  Superior 
Consolidated  Mines  Co.  The  Great  Northern  Railway  owns  a  line 
which  competes  with  these  roads,  and  has  docks  at  Superior,  Wis. 

The  principal  business  of  the  roads  belonging  to  the  United  States 
Steel  Corporation,  above  mentioned,  is  the  transportation  of  iron 
ore.  This  is  carried  in  large  quantities  for  independent  operators 
as  well  as  for  the  United  States  Steel  Corporation.  These  roads 
also  do  a  general  freight  and  passenger  business.  The  earnings  of 
both  these  roads  during  their  early  years  were  small,  the  first 
mentioned  paying  no  dividends  from  1884  to  1899,  but  latteriy  their 
earnings  have  been  phenomenally  large.  The  freight  rates  for  the 
carriage  of  ore  which  the  United  States  Steel  Corporation  found  in 
force  when  it  acquired  the  property  remained  unchanged  until  last 
fall,  when  a  cut  was  announced  of  from  25  to  40  per  cent. 
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The  Pittsburgh,  Bessemer  &  Lake  Erie  Raikoad  Co.  is  capitalized 
at  $12,000,000  in  stock  and  has  a  bonded  indebtedness  of  $15;269,000. 
The  Bessemer  &  Lake  Erie  Railroad  Co.,  which  is  the  operating 
company  and  owns  about  8  miles  of  track,  is  capitalized  at  only 
1500,000  and  has  a  funded  debt  of  $4,030,000.  Its  total  annual  ton- 
nage of  freight  is  about  13,000,000  tons,  of  which  7,000,000  tons  is 
iron  ore,  3,500,000  tons  coal,  700,000  tons  iron  and  steel,  and  the 
remainder  miscellaneous  freight.  In  late  years  it  has  received  no 
ore  for  transportation  save  for  the  United  States  Steel  Corporation. 
Ore  is  shipped  southward  and  eastward  from  Buffalo,  Conneaut, 
Ashtabula,  Fairport,  Cleveland,  Lorain,  Huron,  and  Toledo. 

Very  little  ore  is  shipped  south  from  Buffalo.  The  connection 
south  from  Erie  is  over  the  Pennsylvania  Railroad.  The  connection 
south  from  Ashtabula  is  over  the  Lake  Shore  &  Michigan  Southern 
and  the  Pennsylvania  Railroads,  at  Fairport  the  Baltimore  &  Ohio, 
at  Cleveland  the  Pennsylvania,  at  Lorain  the  Baltimore  &  Ohio  and 
the  Lorain  &  West  Virginia,  at  Huron  the  Wheeling  &  Lake  Erie, 
at  Toledo  the  Cincinnati,  Hamilton  &  Dayton  and  the  Hocking 
Valley.  Thus  it  will  be  seen  that  there  are  plenty  of  opportunities 
for  competition,  if  competition  is  not  prevented  by  agreements, 
among  numerous  railroads.  The  independent  iron  and  steel  manu- 
facturers ship  all  of  their  ores  over  roads  not  owned  by  the  United 
States  Steel  Corporation.  About  the  time  the  Pittsburgh,  Bessemer 
&  Lake  Erie  Railroad  was  completed  to  Conneaut  the  freight  rate 
on  iron  ore  from  Lake  Erie  ports  to  Pittsburgh  was  $1.18  a  ton — ^it  is 
now  96  cents  a  ton.  It  is  claimed  that  this  rate  is  excessive,  and  also 
that  the  freight  rates  on  Minnesota  roads  on  ore  are  excessive.  How- 
ever that  may  be,  the  Interstate  Commerce  Conmiission  has  complete 
jurisdiction -over  shipments  from  all  Lake  Erie  ports  to  the  Pittsburgh 
district,  and  on  all  interstate  shipments  from  the  Minnesota  mines, 
and  over  shipments  from  the  Minnesota  mines  which  end  within  the 
State  of  Minnesota  the  State  Railway  and  Warehouse  Commission 
of  Minnesota  has  jurisdiction  and  authority  to  fix  rates. 

The  principal  railroads  belonging  to  the  second  class  are  the  Elgin, 
Joliet  &  Eastern  Railway,  the  Chicago,  Lake  Erie  &  Eastern  Rail- 
way, the  Birmingham  Southern  Railroad,  and  the  Union  Railroad. 
These  differ  considerably  in  character.  The  Elgin,  JoUet  &  Eastern 
Railway  is  a  belt  line  extending  around  the  city  of  Chicago,  from 
Waukegan  on  the  north  to  Porter,  Ind.,  upon  the  south  and  east. 
Its  capital  stock  is  $6  000,000  and  it  has  a  bonded  indebtedness  of 
$8,500,000.  It  has  196  miles  of  main  track,  33  miles  of  branches,  147 
miles  of  siding,  and  operates  271  miles  in  addition  under  trackage 
rights. 

The  Chicago,  Lake  Erie  &  Eastern  has  about  15  miles  of  main  track 
and  466  miles  of  branches  and  spurs.    Much  of  its  track  is  in  the 
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vicinity  of  Qbtj,  South  Cihicaco,  Joliet,  and  Bay  View.    It  k  to  a 
large  extent  a  plant  facility. 

The  Union  Railroad  Co.  connects  the  works  of  the  Carnegie  Co.  in 
the  vicinity  of  Pittsburgh  and  has  a  main  line  16  miles  in  length. 

The  Birmingham  Southern  connects  the  plants  and  coal  mines  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.,  and  also  connects  with  some 
46  plants  of  independent  manufacturers. 

All  of  these  four  roads  claim  the  rights  to  a  division  of  rates  or 
switching  charges,  and  all  but  the  Birmingham  Southern  Railroad 
receive  compensation  from  the  main  lines  with  which  they  connect 
either  by  a  division  of  rates,  a  tonnage  allowance,  or  in  some  other 
way. 

A  very  large  proportion  of  the  business  done  by  all  these  roads 
is  done  for  the  United  States  Steel  Corporation. 

At  Birmingham,  Ala.,  the  situation  is  peculiar.  The  Louisville  & 
Nashville  Railroad  Co.,  the  Southern  Railway  Co.,  and  the  Frisco 
Railroad  all  have  direct  connections  with  the  plants  and  mines  of  the 
Tennessee  Coal,  Iron  &  Railroad  Co.  Lately  a  new  competing  line, 
the  Atlanta,  Birmingham  &  Atlantic  Railroad  Co.,  has  been  built 
from  Brunswick  on  the  Atlantic  coast  of  Georgia  to  reach  the  traffic- 
producing  industries  of  the  Birmingham  district.  The  situation  is 
such  that  it  is  practically  impossible  for  it  to  connect  physically  with 
the  plants  in  the  Birmingham  district.  The  LoulsvUle  &  Nashville 
Railroad,  the  Southern  Railroad,  and  the  Frisco  Railroad  are  its 
competitors,  and  so  it  sought  and  made  a  joint  traffic  agreem^it  with 
the  Birmingham  &  Southern  Railroad.  The  situation  is  such  that 
if  the  Atlanta,  Birmingham  &  Atlantic  Railroad  can  not  make  this 
connection  it  will  be  practically  worthless  and  the  money  expended 
in  its  430  miles  of  road  will  be  lost.  It  is  naturally  to  the  interest  of 
the  other  competing  roads  to  prevent  this  connection.  They  have 
therefore  brought  proceedings  before  the  Interstate  Commerce  Com- 
mission to  prevent  the  consummation  of  this  contract.  A  vast  amount 
of  testimony  has  been  taken,  and  it  is  expected  that  a  decision  will 
be  reached  before  July. 

The  Interstate  Commerce  Commission  has  laid  down  some  general 
principles  governing  cases  of  this  kind.  It  has  held  that  the  mere 
fact  that  a  railroad  was  owned  by  a  manufacturing  company  did  not 
of  itself  deprive  it  of  a  right  to  share  in  the  through  rate  if  it  actually 
performed  service  in  transportation;  that  it  was  impossible  to  lay 
down  a  general  rule  which  should  determine  when  a  railroad  was  a 
mere  plant  facility  and  when  it  was  a  common  carrier  entitled  to  a 
division  of  rates,  but  that  each  case  must  rest  upon  its  own  facts. 
The  division  between  a  facility  for  manufactiuring  industry  and  a 
facility  for  transportation  seems  clear  enough,  and  in  any  given  case, 
where  the  facts  are  before  the  commissicHi,  there  ought  to  be  very 
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little  difficulty  in  arriving  at  a  just  decision.  In  many  instances  the 
compensation  received  for  the  service  of  these  roads  from  the  trunk 
lines  is  eactremely  liberal,  in  some  cases  amountingi  in  my  opinion, 
to  an  indirect  rebate.  I  think  this  is  a  matter  which  deserves  the 
early  attention  of  the  Interstate  Commerce  Commission. 

BESTBAINT  OF  TBADB. 
IMTEBLOGEINQ  DIBECTOBATES. 

The  directors  of  the  United  States  Steel  Corporation,  generally 
speaking,  are  men  of  wealth,  having  great  business  ability  and  large 
interests.  Most  of  them  have  observed  the  old  doctrine  that  it  is  not 
wise  to  put  all  their  eggs  in  one  basket.  Their  experience  and  ability 
has  been  largely  utilized  by  the  companies  with  which  they  are  con- 
nected. They  are  nearly  all  directors  in  other  companies  than  the 
United  States  Steel  Corporation.  These  companies  are  of  various 
kinds  and  include  railroads,  banks,  and  manufacturing  companies. 
No  evidence  was  given  or  offered  tending  to  show  that  the  fact  of  such 
relations,  on  the  part  of  the  directors  of  the  United  States  Steel  Cor- 
poration, had  ever  been  used  or  attempted  to  be  used  to  the  injury  of 
competitors,  to  obtain  any  unfair  advantage  for  the  United  States 
Steel  Corporation,  or  to  the  detriment  of  the  general  public.  In 
every  instance  the  directors  of  the  United  States  Steel  Corporation 
constitute  only  a  very  small  minority  of  the  directors  of  the  other 
companies  with  which  they  ^re  connected.  Such  relations,  however, 
give  opportimity  for  abuses  and  agreements  in  restraint  of  trade. 

FOOLINQ  AOBEEMENTS. 

After  the  steel  business  became  a  great  industry  and  previous  to  the 
organization  of  the  United  States  Steel  Corporation,  there  was  a  suc- 
cession of  boom  years,  when  prices  rose  to  fabulous  heights,  foUowed 
by  years  of  corresponding  depression,  when  each  man  was  struggling 
for  business  enough  to  keep  his  works  running.  These  struggles  re- 
sulted in  relentless  and  destructive  competition,  when  the  weaker  was 
frequently  driven  out  of  business  and  was  glad  to  sell  his  plant  to  a 
more  successful  rival  at  a  fraction  of  its  cost.  After  these  trade  wars 
had  continued  for  a  time  the  manufacturers,  or  those  of  them  who  had 
survived,  would  generally  get  together  and  enter  into  an  agreement 
fixing  prices,  or  apportioning  the  business  to  be  done  by  each,  or  both. 
These  associations,  or  pools,  did  not  in  any  instance  embrace  the 
whole  industry,  but  only  a  portion  of  it.  The  only  ones  which  were 
investigated  by  the  committee  to  any  extent  were  the  'Opiate  pool,'' 
the  "structural-iron  pool,"  and  the  "wire  pool."  The  8tructural-ux)n 
pool  was  organized  about  1898  and  the  plate  pool  in  the  fall  of  1000. 
Mr.  William  C.  Temple  was  the  so-called  conmiissioner,  or  secretary, 
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of  both  these  pools.  The  parties  to  the  plate  pool  were  the  Carnegie 
Co.,  Jones  &  Laughlin,  the  Ulinois  Steel  Co.,  the  Crucible  Steel  Co.  of 
America,  Otis  Steel  Co.,  Tidewater  Steei  Co.,  Lnkens  Iron  &  Steei  Co., 
Worth  Bro.  Co.,  Central  Iron  &  Steel  Co.,  and  the  AmericaD 
Steel  &  Wire  Co. 

Of  these  corporations,  the  Carnegie  Steel  Co.,  the  Illinois  Steel  Co., 
and  the  American  Steel  &  Wire  Co.  later  became  subsidiaries  of  the 
United  States  Steel  Corporation. 

This  pooling  agreement  provided,  in  substance,  that  each  of  the 
parties  to  it  should  be  entitled  to  a  certain  percentage  of  the  plate 
business  stated  in  the  agreement,  provided  for  the  fixing  of  minimum 
prices,  and  prescribed  a  penalty  to  be  assessed  against  any  member 
who  should  exceed  his  allotted  portion  of  the  business,  which  penalties 
were  to  be  paid  to  those  members  of  the  association  who  received  less 
than  their  share  of  the  business.  The  penalties  were  fixed  upon  a 
tonnage  basis.  Provision  was  made  that  each  of  the  members  of  the 
association  should  make  reports  to  the  conunissioncr,  and  the  com- 
missioner in  turn  transmitted  the  result  of  these  reports  to  the  various 
members  of  the  association.  Accurate  accounts  were  kept,  and  for  a 
time  the  penalties  were  rigorously  exacted.  The  association  had 
frequent  meetings,  and  the  members  became  well  acquainted  with 
each  other  and  acquired  confidence  each  in  the  other.  This  agree- 
ment continued  in  force  until  the  last  of  December,  1904,  and  the 
Carnegie  Co.,  the  American  Steel  &  Wire  Co.,  and  the  Illinois  Steel 
Co.  remained  parties  to  it  until  that  time.  It  was  brought  to  an  end 
by  Judge  Gary.  Mr.  Temple,  the  commissioner,  states  that  tl.e 
association  was  informed  that  Judge  Gary  had  investigated  the  mat- 
ter and  ordered  the  subsidiaries  of  the  United  States  Steel  Corporation 
to  withdraw  from  it.  He  said  Judge  Gary  stated  that  he  did  not 
believe  in  the  association,  did  not  believe  that  the  association  was 
desirable  or  necessary,  and  he  demanded  the  abrogation  of  the  agree- 
ment and  the  cessation  of  the  association.  So  the  association  was 
dissolved  and  distributed  its  assets.  (Hearings,  p.  555;  Temple,  pp. 
1717,  1718,  1719,  1729.) 

But  the  members  of  the  association  continued  for  some  two  years 
after  to  give  each  other  the  same  information  as  to  the  amount  of 
business  each  was  doing  as  they  had  done  during  the  existence  of  the 
association.     After  that  they  ceased  to  give  such  information. 

Undoubtedly  the  purpose  of  giving  this  information  was  that  each 
might  know  the  extent  of  the  business  done  by  his  competitor. 
These  men  were  well  informed  as  to  the  plant  capacity  of  the  others, 
and  if  each  was  doing  about  that  proportion  of  the  whole  business 
which  its  plant  capacity  bore  to  the  whole  plant  capacity,  the  infe^ 
ence  would  naturally  be  that  all  were  selling  at  about  the  same  price; 
while  if  the  business  of  one  or  more  suddenly  or  largely  increased  the 
reason  for  the  increase  would  naturally  be  a  subject  of  inquiry. 
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The  wire  pool  contmued  to  a  later  date  and  resulted  in  the  prose- 
cutioQ  of  the  members  in  the  court.  The  history  of  that  transaction 
is  too  fresh  in  the  minds  of  ail  to  require  further  comment. 

These  associations  were  all  agreements  to  apportion  output  and  fix 
prices,  and  of  course  plain  violations  of  the  antitrust  law.  Judge 
Gary  denied  before  the  committee  any  knowledge  of  the  existence 
of  these  pools  until  about  the  time  of  their  termination.  There  is 
no  evidence  that  any  of  the  officers  of  the  United  States  Steel  Cor- 
poration were  ever  present  at  any  of  the  meetings,  but  that  some  of 
them  had  knowledge  of  the  existence  of  the  pools  seems  certain. 

OABT  DINNERS. 

In  November,  1907,  and  at  irregular  intervals  thereafter,  Judge 
Gary  gave  a  series  of  dinners  in  New  York,  to  which  men  who  were 
prominent  in  the  iron  and  steel  industry  were  invited.  The  purpose 
of  these  dinners  is  stated  to  have  been  to  bring  about  a  better  acquaint- 
ance among  the  men  influential  in  the  iron  and  steel  industry  and  to 
discuss  matters  of  common  interest  in  the  industry  and  to  exchange 
information. 

Judge  Gary,  at  a  dinner  given  him  in  London  by  the  governors  of 
the  Iron  and  Steel  Institute  of  Great  Britain,  on  September  11, 1908, 
referring  to  the  first  of  these  meetings,  said  in  part: 

Early  in  November  an  invitation  was  extended  to  the  leading 
men  connected  with  this  industry,  including  about  60  in  number, 
to  meet  in  conference,  and  without  exception  the  invitation  met 
wiUi  an  affirmative  and  cordial  response.  "^  "^  "^  At  the  first 
meeting,  after  each  one  present  had  expressed  his  opinion  what 
the  conditions  and  dangers  were,  as  I  have  previously  stated,  the 
doctriae  of  conciliation  and  cooperation  was  suggested.  In 
eome  respects  at  least  it  was  novel.  In  times  gone  by,  when 
business  prosperity  was  interrupted  by  a  financid  depression  or 
by  doubt  and  distrust,  however  provoked,  it  had  been  customary 
for  each  one  to  consider  and  to  endeavor  to  protect  his  own 
interests  regardless  of  all  others.  Each  sold  his  own  products 
wherever  and  at  whatever  price  he  could  obtain.  Demoraliza- 
tion, panic,  and  prolonged  tailure  followed.  *  *  *  The  sug- 
gestions which  were  made  and  finally  adopted  were  simple.  It 
was  proposed  to  appoint  a  general  committee  of  seven  witn  power 
to  appomt  subcommittees  connected  with  special  lines.  To  the 
subcommittees  any  one  interested  in  a  particular  line  might 
apply  for  information  and  advice.  And  to  the  general  com- 
mittee the  respective  chairmen  of  subcommittees  or  any  indi- 
vidual might  apply  for  information  and  advice.  Without  going 
into  detauB  it  suffices  te  say  that  these  committees  kept  fully 
informed  in  regard  to  the  aiO^airs  of  all  and  freely  advised  indi- 
viduals with  respect  te  the  conditions  generally  or  in  detail. 
While  they  were  given  no  power,  their  wi vice  was  usually  fol- 
lowed. No  agreement  te  maintain  prices,  restrict  outout,  or 
divide  territory  or  any  other  agreement  was  made.     Without 
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{oing  further  into  details  it  is  suffideDt  to  say  the  effort  has  been 
iuccoiafni.  It  waa  to  be  expected  there  would  be  some  mistakes 
by  subordinatesi  and  that  to  come  extent  there  would  be  trans- 
actions beyond  the  bounds  of  propriety  and  faimeBs,  but  the 
total  result  has  been  a  great  benefit. 

A  certain  percentage,  however  small,  of  the  people  of  eveiy 
country  is  made  up  of  ordinary  liars.  The  wonder  is  that  such  a 
large  percentage  belieye  the  bars.  And,  of  course,  from  time  to 
time  manufacturers  were  imposed  upon  by  proposed  purchasers, 
who  made  the  usual  misrepresentations  tnat  other  manufac- 
turers were  selling  at  a  reduced  price. 

It  was  not  long  before  the  movement  secured  the  approval 
and  hearty  cooperation  of  all  concerned.  Prices  have  generally 
been  maintained,  demoralization  and  insolvency  prevented,  and 
grater  profits  realized.  The  benefit  to  general  ousiness  condi- 
tions and  the  influence  in  aiding  the  restoration  of  business  pros- 
ferity  are  testified  to  by  financiers  and  by  the  press  generally, 
'erhaps  the  most  prominent  good  which  has  resulted  is  found  m 
the  feeling  of  friendship  which  exists  among  the  members  of  the 
industry.  This  will  be  of  great  benefit  and  profit  to  all  in  the 
long  run.  Frequent  meetings  are  held  at  which  each  one  present 
expresses  with  great  freedom  and  frankness  his  views  concerning 
all  questions  involved,  and  all  have  confidence  in  one  another. 
The  business  is  well  in  hand.  The  manufacturers  are  running 
their  own  business  for  their  own  gain,  and  yet  at  the  same  time 
they  have  injured  no  others.  On  the  contrary,  they  have 
advanced  the  mterests  of  their  customers,  their  employees,  and 
the  public  generally.    ♦    ♦    ♦ 

I  do  not  advocate  anything  that  is  antagonistic  to  the  laws  or 
the  public  welfare.  What  I  propose  is  the  utilization  of  our 
opportunities  for  the  advancement  of  all  our  interests — a  closer 
connection,  a  better  understanding  of  ideas  and  information  con- 
veyed by  one  to  another  concemmg  all  the  business  questions, 
and  an  organized  committee  composed  of  men  whose  advice 
shouid  alwavs  be  followed.  These  thoughts  amplified  and  formu- 
lated fehould  bring  to  all  of  us  the  largest  measure  of  success. 

At  the  dinner  held  at  the  Waldorf-Astoria  Hotel  January  11, 1911, 
Judge  Gary  was  the  principal  speaker,  and  the  main  question  of  dis- 
cussion during  the  evening  was  the  maintenance  of  prices.  Many  of 
the  speakers  did  not  refer  to  this  subject,  but  quite  a  number  did,  and 
all  who  did  mention  the  subject  expressed  an  opinion  that  the  re- 
duction of  prices  would  be  a  mistake  and  would  not  bring  increased 
business.    Among  other  things.  Judge  Gary  said: 

At  this  present  time  there  is  not  in  this  country  a  demand  for 
more  than  50  per  cent  of  the  total  producing  capacity  in  our 
lines.  It  is  obvious  from  this  statement  of  fact  that  there  is  not 
enough  business  to  go  around  and  that  there  is  no  possible  wa/ 
of  protecting  one  another  and  thereby  protect  one's  self,  except 
to  submit  ourselves  to  the  conditions  as  they  exist  and  to  take 
and  be  satisfied  with  our  fair  proportion  of  the  business  Oxti  il 
ofTered.  It  is  not  necessary  in  this  presence  to  say  that  if  ooi 
individual  or  company  engaged  in  this  business  tries  to  secure  or 
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«etuall}r  secures  for  a  day  or  a  week  more  than  a  fair  proportion, 
still  it  simpl J  means  that  in  the  lon^  run  that  man  or  that  com- 
pany gets  no  more  than  its  share.  He  has  accomplished  nothing 
whatever  except  to  bring  about  demoralization,  reduction  or 
prices,  and  heayier  losses  to  all  concerned,  including  himself. 
Thk^  is  a  logical  proposition.  No  man  is  smart  enou^  to  long 
continue  a  practice  which  gives  to  him  more  than  his  fair  share 
of  business.  He  may  get  away  from  his  friend  or  competitor  or 
his  customer  for  a  sin^e  transaction  or  two  transactions,  but  it 
is  just  as  certain  that  the  competitor  whose  business  has  been 
taken  away  will  the  next  day  or  the  next  week  enter  within  the 
domain  of  the  one  who  first  trespassed,  taking  away  his  business 
and  adjusting,  equalizing,  and  bringing  about  at  the  end  of  the  year 
or  at  some  defimte  period  simply  uie  natural  division  of  business 
and  at  ^eatly  reduced  prices.  And  there  is  no  exception  to  this 
unless  it  be  on  the  basis  of  the  strong  man  or  the  strong  com- 
pany having  the  advantage  over  his  neighbor,  if  there  is  such  a 
one,  and  he  gets  the  business  only  by  means  which  result  in 
forcing  his  competitor  out  of  business  and  in  that  way  antago- 
nizing the  public  interest  and  earning  the  condemnation  not  only 
of  the  public  but  of  the  very  Government  itself.  Therefore  it  is 
impracticable. 

ifow,  in  view  of  the  fact  that  we  have  no  right  legally  to  enter 
into  any  arrangement  by  direct  or  indirect  means  which  enables 
us  to  maintain  prices,  to  divide  territory,  to  restrict  output,  or 
in  any  way  to  interfere  with  the  laws  of  trade  or  to  stifle  com- 
petition; in  view  of  the  fact  that  we  can  not  legally  directly  or 
mdirectly  do  anything  which  may  be  construed  to  be  in  restraint 
of  trade,  and  are  therefore  relegated  to  the  one  position  of  treat- 
ing each  other  on  the  basis  of  fair,  just,  and  eauitable  treatment, 
it  oehooves  us  to  use  the  greatest  care  in  tiie  exercise  of  our 
rights  and  in  the  transaction  of  our  business  so  as  to  make  it 
absolutely  certain  that  day  by  day,  and  with  reference  to  every 
transaction  we  are  certain  to  recognize  the  rights  of  our  com- 
petitors, our  friends,  and  the  obligations  which  we  are  under 
toward  them. 

Again  he  says: 

I  would  not  make  an  agreement  under  any  circumstances  to 
maintain  prices  or  to  do  or  refrain  from  doing  anything  which 
would  prevent  me  from  being  absolutely  indepenaent  m)m  all 
others  in  every  respect  concerning  every  department  of  our 
corporation,  or  in  regard  to  the  conduct  of  our  business  and  I 
would  not  ask  for  any  different  conclusion  from  others.  As  I 
stated  before  the  very  fact  that  it  is  understood  we  have  this 
right  that  we  are  independent  that  we  can  go  out  of  this  room 
and  do  exactly  as  we  please  without  violating  any  agreement  or 
understanding  and  that  all  must  depend  upon  the  belief  that  as 
honorable  men  we  are  desirous  of  conducting  ourselves  and  our 
business  in  such  a  way  as  not  to  injure  our  neighbors  must  make 
each  of  ue  more  careful  in  regard  to  the  conduct  of  our  affairp 
and  there  will  be  no  secrecy  in  what  we  do.  (Gary,  hearings, 
pp.  1772,  1773,  1776,  177Q.) 
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It  is  evident  that  the  question  raised  hj  these  dinnarB  is  a  some- 
what difficult  and  delicate  oae.  Secticm  2  of  the  antitrust  act,  so- 
called,  prohibits  monopolies  and  the  attempt  to  monopolize.  That 
fierce  and  unrestrained  competition  which  is  int^ided  to  result,  and 
if  carried  far  enough  inevitably  does  result  in  the  destruction  of  one 
or  more  of  the  competitors  and  the  survival  of  the  fittest,  has  always 
been  construed  by  the  courts  as  strong  evidence  of  an  intent  to 
monopolize.  On  the  other  hand,  section  1  prohibits  every  contract, 
combination,  or  conspiracy  in  restraint  of  trade  or  commerce  among 
the  several  States  or  with  foreign  nations.  On  one  hand  the  indi- 
vidual or  corporation  is  prohibited  from  entering  into  combinations 
to  fix  prices,  limit  output,  divide  territory,  etc.,  and  on  the  other 
from  crushing  his  rival  by  unfair  means  with  a  view  to  obtaining  his 
business.  Between  these  two  extremes  there  are  many  things  the 
corporation  may  do  to  advance  its  business  interests,  and  it  is  only 
when  we  approach  the  border  line  upon  one  side  or  the  other  that 
difficulty  arises.  No  one  would  contend  that  the  manager  of  a  large 
corporation  in  time  of  business  depression  was  bound  to  run  his 
works  to  their  full  capacity  without  reference  to  the  extent  of  the 
market  or  what  portion  of  that  market  would  be  occupied  by  business 
competitors.  His  duty  to  the  stockholders  requires  him  to  keep 
informed  upon  such  points. 

Would  any  one  contend  that  the  law  prohibited  him  from  ascer- 
taining from  his  competitor  the  extent  of  the  latter's  production  in 
exchange  for  like  information,  given  his  competitor  as  to  the  business 
of  his  own  corporation  ?  If  two  companies  can  do  this  many  can  do  it. 
Take,  for  instance,  the  manufacturer  of  steel  rails.  Each  probably 
now  knows  the  capacity  of  the  plant  of  each  of  lus  competitors,  and 
if  he  knows  how  much  business  each  is  doing  it  is  but  a  matter  of 
computation  to  ascertain  the  amount  of  the  entire  demand  in  the 
country  and  what  proportion  that  demand  bears  to  the  entire  capac- 
ity of  all  of  the  plants  in  the  country.  If  it  be  found  that  the  pro- 
duction of  each  competitor  is  in  the  same  proportion  to  the  entire 
production  that  his  plant  capacity  is  to  the  entire  plant  capacity,  the 
inference  is  very  strong  that  all  are  selling  at  about  the  same  price. 
But  if  it  should  be  found  that  the  production  of  one  is  entirely  out  of 
proportion  to  the  capacity  of  his  plant  the  inference  would  be  very 
strong  that  he  was  underselling  his  competitors  or  giving  some  other 
advantage  to  his  customers  and  the  conduct  of  each  competitor 
would  undoubtedly  be  influenced,  if  not  absolutely  determined,  by 
the  information  he  obtained  in  this  manner.  Assuming,  as  I  think 
we  must,  that  the  obtaining  of  such  information  is  entirely  legitimate 
under  the  law,  it  will  be  readily  seen  how  short  a  step  it  is  to  a  con- 
dition of  affairs  where  there  will  be  a  tacit  understanding  between  all 
of  the  competitors  that  each  will  keep  his  production  within  the 
^^its  which  are  marked  out  for  it  by  the  proportion  its  plant  capacity 
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beais  to  the  total  plant  capacity  of  all  engaged  in  the  business.  But 
this  would  be  a  conspiracy  in  restraint  of  trade.  Can  there  be  any 
l^al  objection  to  competitors  in  business  exchanging  rlevn  as  to 
general  business  conditions  and  expressing  opinions  as  to  what  course 
ought  to  be  taken  as  to  prices  t  Such  a  course  tends  to  stability  in 
business  conditions  and  benefits  not  only  the  producers  but  the 
consumers  and  the  entire  business  public.  But  again,  how  narrow 
is  the  division,  how  ahnost  intangible  the  barrier,  that  separates  tius 
line  of  conduct  from  one  where  there  is  a  tacit  understanding  after 
the  matter  is  discussed,  that  each  is  to  carry  out  the  line  of  conduct 
indicated  as  most  desirable  by  the  opinions  expressed.  But,  on  the 
other  hand,  can  it  be  that  we  have  reached  a  point  where  business 
men  engaged  in  the  same  line  of  industry  can  not  have  the  benefit  of 
each  other's  knowledge,  without  subjecting  themselves  to  the  poialty 
of  fine  and  imprisonment  ?  In  our  judgment  it  would  require  a  far 
more  careful  scrutiny  into  the  facts  and  the  methods  of  the  men  who 
met  at  the  Gary  dinners  than  was  given  to  them  or  could  well  be  given 
to  them  by  the  committee  to  determine  whether  the  conduct  of  the 
persons  engaged  crossed  the  intangible  line  which  separates  what  is 
permissible  and  proper  from  that  which  is  prohibited  by  the  law. 

MONOPOLY  OF  BAW  MATEBIALS. 

mON  OBE. 

It  has  been  claimed  that  the  United  States  Steel  Corporation,  by  ob- 
taining control  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.,  obtained  a 
monopoly  or  monopolistic  control  of  the  iron  and  steel  business  south 
of  the  Ohio  River,  which  monopoly  or  monopolistic  control  was  based 
upon  the  large  ownership  of  that  company  of  the  raw  materials  neces- 
sary for  the  manufacture  of  iron  and  steel,  namely,  iron  ore  and  coal. 
The  question  of  monopoly  can  best  be  considered  in  connection  with 
the  general  ore  situation  throughout  the  entire  United  States.  It  will 
be  remembered  from  the  former  statements  contained  in  this  report 
that  the  red  ores  in  the  Birmingham  district,  which  constituted  the 
great  bulk  of  the  ores  so  far  discovered  in  that  region,  outcrop  on  Red 
Mountain  for  a  distance  of  15  miles  or  more,  and  from  the  outcrop 
extend  to  the  eastward  at  an  incline  of  about  3D  degrees  from  the 
horizontal  in  a  continuous  vein  of  nearly  uniform  thickness  and 
quality  down  the  mountainside  and  across  Shades  Valley  to  the  foot 
of  Shades  Mountain,  and  perhaps  beyond.  The  ore  body  is  so  nearly 
uniform  in  thickness  and  quaUty  that  the  portions  of  the  tonnage  of 
different  owners  within  this  mineraUzed  region  can  be  determined 
with  a  reasonable  degree  of  accuracy  from  a  comparison  of  their 
acreage. 

Mr.  Perin  states  that,  including  the  holdiogs  of  the  Tennesisee  Coal, 
Iron  &  Railroad  Co.,  the  Schloss-Sheffield  Steel  &  Iron  Co.,  the  Repub- 
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Ho  Iron  &  Steel  Co.,  the  Birminghain  Coal  &  Iron  Co.,  the  Birming- 
ham Iron  Co.,  and  the  Woodward  Co.,  the  Tenneoseo  Coal,  Iron  & 
Railroad  Co.  possess  about  70  per  cent  of  Red  Ore  Mountain.  It  will 
be  noted  that  this  estimate  is  confined  strictly  to  Red  Ore  Mountain. 
It  specifically  excludes  from  the  calculation  the  ore  owned  by  the  Cen- 
tral Coal  &  Iron  Co.,  the  Williamson  Co.,  the  Southern  Iron  &  Steel 
Co.,  the  Alabama  Consolidated,  and  perhaps  others.  It  is  specifi- 
cally confined  to  the  immediate  Birmingham  district  and  by  its 
terms  excludes  Shades  Valley. 

Mr.  Given  states  that  he  estimates  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  to  control  60  to  70  per  cent  of  the  ores  now  being  worked. 
This  evidently  is  not  intended  to  embrace  aU  of  the  ores  in  the  district. 
Later,  he  says  that  of  the  total  available  ore  in  what  he  describes  as 
the  Birmingham  district  he  estimates  the  holdings  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  at  from  50  to  60  per  cent.  He  adds  that 
that  is  nothing  but  an  estimate — there  are  no  figures  back  of  it. 

Mr.  Walter  Moore  estimates  the  entire  holdings  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  at  from  60  to  65  per  cent  of  the  district 
tributary  to  Birmingham. 

Prof.  Qrasty  estimates  that  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  has  over  50  per  cent  of  the  ore  in  the  district,  and  says  that  in 
these  estimates  he  simply  includes  the  ore  of  Red  Mountain,  con- 
sidering it  as  far  back  as  the  limit  of  Shades  Creek.  Later  he  fixes 
it  more  definitely  at  from  52  to  53  per  cent.  He  adds  that  if  he 
should  take  in  Shades  Mountain  it  would  increase  the  percentage  to 
nearer  75.  But  this  is  evidently  an  error,  as  it  clearly  appears,  from 
the  testimony,  that  the  Tennessee  Coal,  Iron  &  Railroad  Co.  has  no 
holdings  on  Shades  Mountain. 

Again  Mr.  Grasty  makes  the  following  estimate: 


Tennessee  Coal,  Iron  <&  Railroad  Co 218,000,000 

Woodward  Steel  Co 81,000,000 

Republic  Iron  &  Steel  Co 48,000,000 

Schloee-Sheffield  Steel  Co 64,000,000 

Alabama  Consolidated  and  Southern  Steel  Co 30,000,000 

431,000,000 

Mr.  Ernest  F.  Burchard,  an  expert  of  the  United  States  Geological 
Survey,  has  also  made  an  estimate  as  follows: 

Tons. 

Total  available  ores  in  the  whole  district 858,400,000 

Of  which  the  Tennessee  Coal,  Iron  A  Railroad  Co.  owns 131,000,000 

Other  furnace  companies 109,000,000 

PrivaU  owners 117,000,000 

Percentages:  par  001. 

Tennessee  Coal,  Iron  &  Railroad  Co.  (acreage,  86.8) S7.( 

Independent  furnaces 51.7 

Private  owners 80.S 


4 
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Mr.  Bacon,  who  was  president  of  the  company  from  January,  1901, 
to  May,  1000,  says,  that  including  Red  Mountain  and  Shades  Valley, 
to  the  foot  of  Shades  Mountain,  which  district  has  been  proven  to 
contain  iron  ore,  by  drill  holes,  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  owned  from  30  to  33  per  cent  of  the  acreage  and  tonnage  of  that 
district.'  He  says,  further,  that  since  the  time  ha  was  in  chai^  of 
the  property,  the  Tennessee  Coal,  Iron  &  Railroad  Co.  has  added  a 
one-half  interest  in  1,100  acres  of  ore  lands.  This  tract  is  esti- 
mated to  contain  70,000,000  tons  of  ore,  of  which  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  would  own  half. 

Mr.  Bacon  says  further,  that  there  is  an  outcrop  of  ore  in  the  north- 
east end  of  Shades  Valley,  northeast  of  any  ore  owned  by  the  furnace 
companies,  which  contains  at  least  170,000,000  tons  of  ore  and  that 
the  ore  to  the  south  has  not  been  carefully  explored. 

While  the  above  figures  seem  somewhat  contradictory,  a  part  of 
the  discrepancy  is  accounted  for  when  we  see  that  the  different  wit- 
nesses are  not  dealing  with  exactly  the  same  territory  or  ownership. 
But  if  they  had  been  so  dealing,  admitting  that  all  of  them  were 
qualified,  honest,  and  equally  well  informed,  discrepancies  are  to  be 
expected,  because  of  the  many  uncertainties  in  estimating  the  amoimt 
of  ore  in  any  deposit  which  is  not  in  sight. 

In  all  human  probability  the  proportion  of  ore  owned  by  the 
various  mining  companies  in  and  about  Birmingham,  is  very  much 
less  then  present  development  would  indicate,  because  it  is  these 
mining  companies  alone  which  have  been  trying  to  develop  their 
property.  The  private  owners  have  been  waiting  for  an  opportunity 
to  sell  and  have  not  been  willing  to  assume  the  expense  of  exploration. 
It  would  be  very  remarkable,  considering  the  experience  in  other 
mining  districts,  if  it  should  finally  be  demonstrated  that  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  owns  nearly  as  much  as  50  per  cent  of  the 
available  ores  in  that  district.  Surely  50  per  cent  is  an  outside  figure 
and  35  per  cent  is  probably  much  nearer  the  truth.  (Hearings :  Perin, 
pp.  972  to  980,  899,  990;  Given,  pp.  1001,  1019;  Moore,  p.  1027; 
Grasty,  pp.  5296, 5297, 5300, 5301, 5302, 5303,  5304;  Bacon,  pp.  5330; 
5329,  5350,  5356,  5357,  5358;  Burchard,  p.  5299;  Topping,  p.  1256.) 

Turning  now  to  the  Lake  Superior  district.  In  1911  the  Minnesota 
tax  commission  estimated  the  total  tonnage  of  ore  on  the  Mesabi 
Range  at  1,368,000,000  tons.     (Hearings,  p.  5364.) 

Their  estimate  for  the  Vermillion  Range  is  about  8,000,000  tons. 

In  the  committee  hearings,  upon  pages  5569  to  5592,  inclusive,  is 
printed\he  detailed  statement  of  the  Minnesota  Tax  Commission  of  the 
tonnage  and  valuation  of  all  the  mining  property  in  Minnesota  for 
the  year  1908.  The  total  tonnage,  as  estimated  at  that  time  by 
the  commission,  is  1,193,728,959  tons.  The  ore  of  the  United  States 
Steel  Corporation  is  all  credited  in  that  table  to  the  Oliver  Iron 
Mining  Co.    At  that  time  the  so-called  Hill  lease  was  in  fuH  fofiee 
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and  the  ores  contained  in  the  Hill  lease  to  the  United  States  Steel 
Corporation  are  a  part  of  the  ores  credited  to  the  CXirer  Iron  Ifioing 
Co.  In  other  words,  the  ores  credited  to  the  Oliver  Iron  Mining  Go. 
embrace  all  the  ores  controlled  by  the  United  States  Sted  Corpora- 
tion at  that  time,  including  the  Hill  lease.  The  total  tonnage  so 
credited  to  the  United  States  Steel  Corporation  by  the  Minnesota 
Tax  Commission,  in  1908,  was  752,362,166  tons,  or  a  trifle  over  63  per 
cent  of  the  total  tonnage  of  the  State. 

Mr.  James  J.  Hill,  who  was  before  the  committee  as  a  witoess, 
estimated  that  the  United  States  Steel  Corporation,  indnding  all  the 
ores  embraced  in  the  Hill  lease,  controlled  from  70  to  75  per  cent  of  all 
the  ores  of  Minnesota,  and  that  excluding  the  ores  embraced  in  the  Hill 
lease  they  controUed  about  53  per  cent  of  the  ores  in  Minnesota. 

Mr.  Hill  also  testified  that  the  amount  of  ores  on  the  lands  embraced 
in  the  Hill  lease,  added  to  those  leased  by  the  same  company  to 
others,  were  about  400,000,000  tons. 

Mr.  Joseph  Sellwood  testified  that  the  ore  leased  to  others,  referred 
to  by  Mr.  Hill,  which  is  the  Mahoning  mine,  amounted  to  about 
150,000,000  tons,  and  that  the  remaining  ore  embraced  in  the  Hill 
lease  would  be  about  250,000,000  tons,  of  ^Hiich  150,000,000  tons  were 
on  the  Hill  lands  proper  and  100,000,000  tons  on  the  Longyear  lands. 

In  1909  the  estimate  of  the  Minnesota  tax  commission  of  the  ores 
of  the  United  States  Steel  Corporation,  not  embraced  in  the  Hill 
lease,  is  523,547,253  tons. 

Mr.  Sellwood's  estimate  of  all  the  ores  upon  the  Mesabi  is  between 
1,300,000,000  and  1,400,000,000,  of  which  the  United  States  Steel 
Corporation,  outside  of  the  Hill  lease,  controls,  according  to  his  esti- 
mate, about  550,000,000  tons.  He,  however,  thinks  the  Minnesota 
Tax  Commission  figures  of  the  Vermillion  Range  are  too  low — that 
those  should  be  estimated  at  about  20,000,000  tons. 

Mr.  Sellwood  made  a  rough  estimate  of  the  ownership  of  the  ores, 
on  the  Mesabi  Range,  outside  of  those  owned  by  the  United  States 
Steel  Corporation.  This  he  said  was  only  relatively  and  approxi- 
mately correct.     It  is  as  follows : 


Hill  ore,  embraced  in  lease  to  the  United  States  Steel  Corporation 150, 000, 000 

Longyear,  embraced  in  lease 100, 000, 000 

Mahoning 150,000,000 

Snyder 60,000,000 

Pickanda,  Mather  &  Co 76,000,000 

Jonee  &  Laughlin 75,000,000 

Corrigan,  McKinney  Co 56,000,000 

Ridgway 26,000,000 

WiflconrinCo 20,000,000 

Xntemational  Harvester  Co 10, 000, 000 

M.A.  HannaOo 60,000,000 

Sundry  smaU  operato  rs 60, 000^  000 

MaKing  a  total  of 806^000,000 
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Or,  deducting  the  ores  embraced  in  the  Hill  lease,  555,000,000  tons. 

Judge  Gary  also  estimates  the  ores  embraced  in  the  Hill  lease  at 
from  200,000,000  to  250,000,000  tons. 

It  will  be  seen  that  the  estimates  of  the  Minnesota  Tax  Commission, 
of  Mr.  Sellwood,  and  Mr.  James  J.  Hill  are  practically  agreed. 

Mr.  Thomas  F.  Cole,  who  was  president  of  the  Oliver  Iron  Mining 
Co.,  until  about  three  years  ago,  placed  a  somewhat  higher  tonnage 
on  the  ores  in  Miimesota  than  either  of  the  gentlemen  named,  but 
does  not  vary  substantially  the  percentages  fixed  by  them,  as  between 
the  United  States  Steel  Corporation  and  other  owners.  He  fixed  the 
tonnage  of  the  United  States  Steel  Corporation,  outside  the  Hill  lease, 
on  the  Mesabi  and  Vermillion  Ranges,  as  in  excess  of  750,000,000  tons. 
Of  this  amount  he  says  20,000,000  to  25,000,000  tons  are  on  the  Ver- 
million Range.  The  independent  holdings,  on  the  Mesabi  Range, 
including  the  ore  covered  by  the  Hill  lease,  are  nearly  equal  to  the 
United  States  Steel  Corporation's  holdings. 

In  this  connection  it  may  be  remembered  that  Mr.  James  J.  Hill, 
speaking  of  mining  experts  on  the  Minnesota  ranges,  said:  ''I  would 
take  Joe  Sellwood  and  Tom  Cole's  estimates  in  preference  to  any  10 
men  I  know." 

Turning  now  to  the  Michigan  ranges.  In  1911  a  very  careful  esti- 
mate of  the  ore  on  the  Michigan  ranges  was  made  by  Mr.  James  R. 
Fiolay,  of  New  York,  a  very  distinguished  engineer,  for  the  Michigan 
Tax  Commission,  assisted  by  Dr.  C.  K.  Leith,  of  the  United  States 
Geological  Survey. 

A  summary  of  his  estimate  is  printed  in  the  hearings.  According 
to  such  estimate  the  tonnage  of  the  United  States  Steel  Corporation 
in  Michigan  is  54,932,355  tons,  and  of  other  owners  135,020,809  tons. 
According  to  that  estimate  the  United  States  Steel  Corporation  owns 
only  28.9  per  cent  of  the  available  ores  in  Michigan. 

Taking  the  estimate  of  Mr.  Cole  for  the  tonnage  of  the  United 
States  Steel  Corporation  in  Minnesota,  which  is  the  highest  tonnage 
given,  and  the  estimate  of  the  Minnesota  Tax  Commission  for  1911 
for  the  total  tonnage  in  Minnesota,  and  the  estimate  of  Mr.  Finlay 
for  the  Michigan  tonnages  and  we  would  have  the  following  result: 

Tooa. 

Total  tonnage  in  Minnesota 1,368,000,000 

Total  tonnase  in  Michigan 189,953,164 

Total  tonnage 1,657,958,164 

Of  wbidi  amount  the  United  States  Steel  Corporation  owne— 

Itt  Minnesota 750, 000, 000 

In  Michigan 54,932,855 

Or  a  total  of 804,932,355 


80         IKyXSIlQATlON  OF  TJHITBD  8TAT18  8TKBL  OOSPOBAIIOV. 


Otli6ra  own- 
In  MinnMOtR 618,000,000 

laMichigan 135. 030, 809 

Or  ft  total  of 763,020,809 

Reduced  to  percentages,  the  United  States  Steel  Corporation 
would  own  51.6  per  cent  and  other  owners  48.4  per  cent  of  the  avail- 
able Lake  Superior  ores. 

But  in  making  the  above  estunate  we  have  taken  the  highest 
estimate  of  the  United  States  Steel  Corporation  ores  in  Minnesota  and 
lower  estimates  for  the  total.  If  we  should  take  Mr.  Sellwood's  esti- 
mates for  the  Minnesota  ores  and  Mr.  Finlay's  estimate  for  the  Michi- 
gan ores  we  would  have  the  following  result: 


Total  tonnage  in  Minnesota 1,375,000,000 

Total  tonnage  in  Michigan 189,953,164 

Total I,56i953,ie4 

Of  which  the  United  States  Steel  Corporation  own»— 

In  Minnesota 570,000,000 

In  Michigan 54,932,355 

Total 624,932,355 

Others  own — 

In  Minnesota 805,000,000 

In  Michigan 135,020,809 

Total 940,020,808 

Or,  in  percentages,  the  United  States  Steel  Corporation  owns  39.94 
per  cent — others  own  60.06  per  cent. 

It  is  impossible  to  entirely  reconcile  these  figures  and  it  must  be 
remembered  that  they  represent  the  conditions  which  will  prevail  in 
1915  when  the  surrender  of  the  Hill  lease,  by  the  United  States  Steel 
Corporation  becomes  completely  effected.  At  the  present  time  the 
United  States  Steel  Corporation  has  surrendered  all  of  the  property 
covered  by  the  Hill  lease  upon  which  it  is  not  carrying  on  active 
operations  and  the  lessors  now  have  possession  of  the  same.  The 
conmiittee  has  no  figures  which  will  show  approximately  the  amount 
of  ore  thus  surrendered,  but  it  must  be  considerable. 

To  ascertain  the  situation,  previous  to  the  surrender  of  the  Hill 
lease,  we  can  take  the  Minnesota  Tax  Commission  figmres  for  1908  for 
Minnesota  and  the  Finlay  report  for  Michigan;  this  gives  the  follow- 
ing result: 


Total  tonnage  in  Minnesota 1, 193, 728, 

Total  tonnage  in  Michigan 189, 953^164 

Total 1,383^682,123 
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United  States  Steel  Corporatioii:  i^aa. 

l2iMiiiDes6U 762,362,166 

In  Michigan 64,932,365 


■• 


Tk>tal 807,284,621 

Other  owneri: 

InMiimenta 441,376,703 

In  Michigan 136,020,809 

Total 676,397,602 

Or  on  a  percentage  basis: 


United  Statee  Steel  Corporation 68.35 

Indei>endentfl 41. 65 

It  is  pretty  clear  that  the  United  States  Steel  Corporation  in  1915 
will  control  not  to  exceed  50  per  cent  of  the  available  ore  in  the  Lake 
Superior  and  Birmingham  districts. 

But  this  is  not  all  of  the  ore  situation.  The  ores  from  the  Lake 
Superior  district  can  not  be  profitably  shipped  farther  east  than  Pitts- 
burgh. All  the  furnaces  east  of  that  point  must  be  supplied  from  the 
Champlain  district,  the  Appalachian  Range,  the  New  Jersey  ore,  or 
from  abroad. 

The  imports  of  ore  in  1910  were  2,591,000,03 1  tons.  Of  this  amount 
1,417,914  tons  came  from  Cuba. 

The  known  ore  deposits  of  Cuba  contain  at  least  2,000,000,000  tons 
of  ore,  or  more  than  the  estimated  tonnage  of  the  entire  Lake  Superior 
district  in  available  ores.  Some  difficulties  have  been  experienced  in 
the  treatment  of  these  ores,  but  these  are  now  solved,  and  very  large 
tonnages  will  come  into  the  United  States  in  future  years.  Cuba 
probably  will  be  the  main  source  of  supply  for  the  Atlantic  seaboard 
and  eastern  portion  of  the  States  of  New  York  and  Pennsylvania  and 
the  State  of  Maryland.  Inmiense  quantities  of  these  ores  are  owned 
by  the  Bethlehem  Steel  Co.  and  by  the  Spanish-American  Co.,  which 
is  a  subsidiary  of  the  Pennsylvania  Steel  Co. ;  but  large  quantities  still 
remain  in  private  hands.  Mr.  Schwab  states  that  the  Bethlehem 
Steel  Co.  have  enough  ores  in  Cuba  to  supply  them  for  250  years  and 
expresses  the  opinion  that  he  might  be  able  to  ship  these  ores  to 
Birmingham  and  do  a  profitable  business  there  in  competition  with 
the  Birmingham  ores.  These  ores  can  be  shipped  west  nearly,  if  not 
quite,  to  Pittsburgh  in  competition  with  Lake  Superior  ores.  No 
view  of  the  ore  situation  in  this  country  which  leaves  out  of  account 
these  vast  bodies  in  Cuba  is  at  all  adequate. 

Besides  these  deposits  there  are  known  to  exist,  in  the  United 
States,  of  available  ore,  at  least  100,000,000  tons  in  the  Baraboo 
district  of  Wisconsin;  from  500,000,000  to  1,000,000,000  tons  in 
Utah;  100,000,000    tons    in    the    Sunrise    district    of    Wyoming; 

Gte^e**— H.  Bept.  1127, 62-2,  pt  3 6 
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250,000,000  tons  in  California;  100,000,000  tons  in  New  Mexico; 
(00,000,000  tons  in  Texas;  from  100,000,000  to  200,000,000  tons  in 
the  Champlain  district  of  New  York. 

None  of  these  districts,  with  the  exception  of  the  ChampIatD 
district  of  New  York,  have  had  anything  like  thorough  exploration 
and  it  is  probable  that  the  amounts  cited  above  are  very  much  less 
than  the  real  quantities  of  ore  in  these  deposits.  The  Utah  ores  have 
a  very  high  metallic  content,  low  phosphorus  and  great  intrinsic 
value.  They  are  within  150  miles  of  coal  and  will  no  doubt  be  ex- 
tensively worked  in  the  future.  It  must  be  remembered,  however, 
that  the  word  ''available"  must  be  taken  laigely  with  reference  to 
some  particular  district.  The  ore  of  Wyoming  for  instance  is  now 
being  profitably  worked  by  the  Colorado  Fuel  &  Iron  Co.,  but 
is  not  available  for  the  eastern  furnaces;  the  ores  of  California,  of 
New  Mexico,  of  Utah,  and  of  Texas  will  undoubtedly  be  used  in  the 
not  distant  future  to  supply  the  wants  of  the  Pacific  coast  and 
Rocky  Mountain  States  and  to  some  d^ree  to  the  east  of  that  section. 
They  could  not,  of  course,  be  used  east  of  the  Mississippi  River  any 
more  than  the  Lake  Superior  ores  could  be  used  at  Bethlehem,  or 
Steel  ton. 

No  one  at  all  familiar  with  the  developments  of  the  mining  of  iron 
ore  for  the  last  30  years  can  doubt  that  not  only  will  large  addi- 
tional tonnage  be  discovered  in  the  districts  now  known,  but  entirely 
new  districts  will  be  opened  up.  As  an  example  of  the  development 
of  old  districts  the  Marquette  Range,  of  Lake  Superior,  may  be 
cited.  Mining  began  there  about  1854  and  has  been  continued  un- 
interruptedly until  this  time,  and  yet  there  is  more  ore  known  to 
exist  in  that  district  to-day  than  at  any  former  period  of  its  history 
and  some  of  the  most  promising  deposits  have  been  discovered  within 
the  last  three  or  four  years.  In  addition  to  this,  improvements  in 
methods  of  manufacture  are  rapidly  making  available  vast  tonnages 
now  classed  as  unavailable.  (Hearings,  pp.  5364,  5377,  3101,  3602; 
Hill,  pp.  3235,  3237,  3206,  3190,  3200;  Sellwood,  pp.  5363,  5364, 
5365,  5371,  5379,  5389,  5380,  5381,  5390,  5393;  Gary,  p.  82;  Cole, 
pp.  5446,  5447,  5455,  5456,  5457,  5458,  5459,  5460,  5461,  5480,  6485, 
5486,  5489;  Finlay,  p.  2020;  Gayley,  pp.  403,  404;  Schwab,  pp. 
1293,  1333,  1334;  Perin,  pp.  1028,  1029.) 

COAL. 

The  position  of  the  United  States  Steel  Corporation  is  very  much 
weaker  in  regard  to  its  reserves  of  coal  than  it  is  as  to  its  reserves  of 
iron  ore. 

In  the  Pittsburgh  district,  which  includes  the  OonneUsville  region, 
there  are  about  360^,000  acres  of  good  coking  coal,  of  which  the 
United  States  Steel  Corporation  owns  approximately  one-seventh. 
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In  the  Binningji&m  district  it  owns  not  to  exceed  one-tenth,  pco^ 
haps  not  one-twentieth  of  the  oitire  deposit.  (Hearings:  Boileau, 
up.  784,  790;  Bacon,  p.  6333.) 

mnropoLT  or  bttszhsss. 

"nu  oo^aideatlon  of  the  United  Statei  Steel  Corporation  had  the 
effect  to  eliminate  whatever  competition  formerlj  existed  between 
the  companies  that  became  its  subsidiaries,  but  tiiere  still  remained 
strong  and  vigorous  competition.  Among  the  competitors  were 
and  are  Jones  &  Laughlin  (Ltd.),  Cambria  Steel  Co.,  Penn^lvania 
Steel  Co.,  Lackawanna  Iron  &  Steel  Co.,  Republic  Iron  &  Steel  Co., 
Bethlehem  Steel  Co.,  Colorado  Fuel  &  Iron  Co.,  and  many  others. 
Since  the  organization  of  the  United  States  Steel  Corporation,  how- 
ever, by  purchase  and  by  new  construction,  it  has  greatly  increased 
its  capacity,  as  is  shown  by  the  following  table: 


Prodnet 

CtpMJtr. 

Jib.  1,  UU. 

Ape.  1.  WOl. 

ttneua. 

tom 

U,000,«IO 

aass 

1,000,000 

'wolooo 

m 

SaSii::::::::::::::::::::: 

::::::::::::::::::::::±:: 
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While  this  increase  seems  laige  it  should  be  remembered  that  the 
increase  in  production  of  steel  during  those  years  has  been  very  much 
larger. 

In  1900,  the  year  before  the  United  States  Steel  Corporation  wac 
organized,  the  total  production  of  steel  in  this  country  was  10,188,329 
tons,  while  in  1910  it  was  26,094,919  tons. 

In  other  words,  while  the  capacity  of  the  United  States  Steel  Cor^ 
poration  has  increased  a  little  less  than  100  per  cent,  the  entire  pro- 
duction of  the  country  has  increased  nearly  160  per  cent.  The  fact 
that  the  United  States  Steel  Corporation  is  still  losing  ground,  in  the 
relative  amount  of  its  production,  as  compared  with  the  so-called 
independent  producers,  is  further  emphasized  by  the  following  table: 

AimUAL  FEBCENTAaE  OF  PBODUCTION  BT  THE  UnTTED  StATBS 

Steel  Cobporation  from  1901  to  1910. 

(OMOpIM  by  ttu  Amdcan  Ireo  uid  St*el  Assod&Uiui  from  nturai  of  pmtDMiM  nod*  dlmtlr  t< 


The  percentaee  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  ia 
included  below  lor  1907,  1908,  1609,  and  1910  only.  For  prior 
jreara  the  production  of  this  conrpany  is  included  with  that  of  ths 
mdependent  companies.  The  United  States  Steel  Corporation 
was  mcorporated  on  February  25,  1901,  and  was  organized  on 
April  1,  1901.     The  percentages  given  for  1901  are  obtained  by 
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uaing  the  figures  of  production  and  shipments  by  the  constituent 
companies  of  the  corporation  in  the  three  months  of  that  year 
prior  to  their  absorption  by  the  corporaUon  and  by  the  corporsr 
tion  for  the  remaimng  nine  months. 

Fgnentoffi  qf  total  production  o/Uading  artida  by  th$  United  8tat«$  8tml  Corporadim. 


1901 

190B 

19QB 

liOft 

1906 

1906 

1907 

1908 

lOGO 

IfilO 

Lake  Snpretor  ahipmenta  of  Iran  ore. 

Total  production  of  Iron  ore 

61.6 
45.1 
41.1 
43.2 
65.7 
50.8 
62.2 
64.6 
77.6 

27.3 

50.1 
65.8 
73.0 

6a4 
45.2 
37.5 
44.8 
65.2 
67.7 
57.9 
50.4 
71.6 

31.2 

51.3 
64.9 
73.4 

58.8 
43.9 
34.3 
40.4 
63.1 
64.4 
60.3 
60.9 
73.2 

3ai 

51.2 
70.6 
78.3 

53.8 
38.0 
36.6 
44.7 
60.7 
54.3 
55.2 
58.1 
71.3 

20.2 

47.8 
67.1 
7L3 

56.0 
43.5 
38.0 
44.2 
60.0 
51.2 
54.7 
57.4 

7ao 

31.7 

47.4 
66.1 
71.8 

54.2 
43.2 
36.5 
44.5 
57.8 
50.2 
54.6 
56.3 
7L7 

34.7 

48.2 
65.5 
74.5 

54.8 
46.4 
33.2 
44.8 
57.1 
52.2 
55.1 
66.2 
71.5 

85.3 

48.5 
66.4 

73.6 

56.0 
4&3 
31.4 
43.5 
55.9 
55.0 
47.1 
52.0 
67.9 

32.0 

47.1 
61.2 
60.9 

51.4 
45.8 
34.6 
45.0 
55.8 
57.4 
47.1 
40.8 
60.7 

39.4 

48.9 
60.7 
61.9 

SLl 
44.4 

Total  produotioii  of  ooke 

32.7 

Prodaotkn  of  pig  Iron 

43.3 

ProduotlOQ  of  steel  Ingots  and  castings . . 
Prodnctfon  of  steel  ratlfl 

54.3 

58.8 

Production  of  structural  shapes 

5L3 

Production  of  plates  and  sheets. 

Produoti<m  of  wire  rods 

48.0 
67.3 

Production  of  rolled  forms  not  enumer- 
ated above 

37.6 

Total  production  of  finished  rolled  iron 
and  steel 

48.1 

55.4 

Production  of  tin  plates  and  temeplates. 

6L0 

It  will  be  seen  from  this  table  that  its  relative  proportion  of  the 
business  of  the  country  instead  of  increasing  has  steadily  decreased. 
Its  shipments  of  Lake  Superior  iron  ore  has  fallen  off  from  60.4  per 
cent  in  1901  to  51.1  per  cent  in  1910.  Its  production  of  coke  has 
decreased  from  37.5  per  cent  in  1901  to  32.7  per  cent  in  1910.  Its 
production  of  ingots,  etc.,  has  fallen  from  65.2  per  cent  in  1901  to 
54.3  per  cent  in  1910.  Even  in  the  production  of  steel  rails  it  has 
not  quite  held  its  own.  Its  production  of  structural  shapes  has 
fallen  from  57.8  per  cent  in  1901  to  51.3  per  cent  in  1910,  and  even  in 
wire  rods  its  production  has  fallen  from  71.6  per  cent  in  1901  to  67.3 
per  cent  in  1910.  (Hearings,  No.  52,  pp.  3524,  3466;  No.  63,  pp. 
5514,  5515.) 

PBICES. 

Undoubtedly  the  question  which  most  deeply  interests  the  Ameri- 
can people,  in  regard  to  the  United  States  Steel  Corporation,  is  what 
effect  it  has  had  upon  the  prices  of  iron  and  steel  products  which  are 
furnished  to  the  people  of  the  United  States.  If  it  has  had  the  effect, 
either  through  ineflSciency  or  otherwise,  to  increase  the  cost  to  the 
public  of  the  kind  of  products  it  manufactures,  it  is  to  be  condenmed 
upon  economic  groimds.  If  it  has  produced  such  an  effect  through 
illegal  combinations,  it  is  to  be  further  condemned  as  a  violator  of  the 
law. 

Of  course  no  one  can  be  certain  what  the  prices  of  steel  products 
would  have  been  if  the  United  States  Steel  Corporation  had  not  been 
organized,  and  therefore  no  one  can  prove  with  absolute  certaintv 
that  the  United  States  Steel  Corporation  has  lowered  prices  beyond 
what  they  would  have  been  if  it  had  not  been  organized;  but,  on  the 
other  hand,  those  who  seek  to  show  that  it  has  a  tendency  to  increase 
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prices  will  find  little  consolation  in  the  facts  ascertained  by  the  com- 
mittee. It  is  undoubtedly  true  that  the  corporation  has  a  steadying 
effect  upon  prices.  While  the  price  of  all  steel  products,  with  the 
single  exception  of  ''standard  Bessemer  steel  rails/'  have  fluctuated 
since  its  organization,  those  fluctuations  have  not  been  so  extreme  as 
during  the  years  which  preceded  its  organization. 

Attention  is  called  at  this  point  to  the  following  tables: 

Average  price  of  old  range  Beesemer  ores  at  Lake  Superior  ports,  per  ton. 

1855  to  1860 , $6.95 

1861  to  1870 7.05 

1871  to  1880 7.82 

1881  to  1890 6.20 

1891  to  1900 3.63 

1901  to  1910 4.32 

1911 4.50 

1912 3.75 

(Healings,  No.  52,  p.  3463;  No.  6,  p.  306.) 

Average  price  of  pig  vron^  per  ton. 

1855  to  1860 $24.92 

1861  to  1870 38.88 

1871  to  1880 29.12 

1881  to  1890 19.63 

1891  to  1900 12.65 

1901  to  1910 17.09 

(Hearings,  No.  52,  p.  5464.) 

Average  price  best  refined  bar  iron  roUed,  per  ton. 

1852  to  1860 $70.44 

1861  to  1870 90.66 

1871  to  1880 64.55 

1881  to  1890 48.09 

1891  to  1900 36.44 

1901  to  1910 42.56 

(Hearings,  No.  36,  pp.  2627,  2678.) 

Average  price  common  iron  bars,  Pittsburgh,  per  pound. 

1845  to  1850 $0,035 

1861  to  1860 0344 

1861  to  1870 0423 

1871  to  1880 0285 

1881  to  1890 0191 

1891  to  1900 0135 

1901  to  1910 0157 

1911 013 

(Hearings,  No.  63,  p.  5559.) 

Average  price  steel  hUleis,  per  ton, 

1886  to  1890 $30.57 

1891  to  1900 20.98 

1901  to  1910 26.08 

(Haarioff^  No.  86,  pp.  2627,  2628.) 
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Average  price  of  sUd  raUe,  per  ton, 

186710  1870 $140.86 

1871  to  1880 76.0$ 

1881  to  1890 36.90 

1801  to  1900 W.10 

1901  to  1910 27.9$ 

(Heariiigs,  No.  36,  p.  2629.) 

Average  price  of  wire  nailSf  per  keg. 

1887  to  1890 12,67 

1891  to  1900 1.88 

1901  to  1910 2.09 

(HearingB,  No.  36,  pp.  2627,  2628.) 

Average  price  of  tin  plaUt  cohCy  per  box, 

1869  to  1870 17.26 

1871  to  1880 7.24 

1881  to  1890 4.80 

1891  to  1900 4.60 

1901  to  1910 3.69 

(Hearings,  No.  36,  pp.  2631,  2632,  2633.) 

The  prices  of  the  principal  other  steel  products  would  show  sub- 
stantially similar  results. 

The  following  tables  covering  the  years  since  the  organization  of 
the  United  States  Steel  Corporation  will  show  the  general  trend  of 
prices: 

CaetAron  pipe, 

lArtngB  piloes  6-lndh  cast-lnm  water  pipe,  80  pounds  per  foot,  t  o.  b.  New  Yoric  dtj,  oeiUwd  Ms,  per 

ton  of  2,000  pounds.] 


1902 

1908 

1904 

1906 

1906 

1907 

1906 

1909 

1910 

19U 

JMinaiy 

24.60 
25.00 
26.26 
20.00 
27.78 
28.00 
28.50 
29.60 
29.50 
29.50 
30.75 
29.25 

29.25 
29.25 
30.75 
81.00 
30.76 
30.76 
30.76 
29.60 
29.00 
26.00 
24.60 
24.26 

24.60 
24.25 
24.26 
24.26 
24.00 
23.50 
23.50 
23.60 
23.00 
23.25 
25.00 
27.00 

28.00 
28.60 
26.76 
27.00 
27.26 
27.25 
27.25 
27.26 
27.25 
28.25 
29.00 
29.25 

29.76 
29.60 
30.60 
29.76 
31.00 
32.60 
30.25 
8a60 
31.00 
33.00 
33.25 
35.60 

34.26 
34.25 
34.00 
33.60 
34.26 
33.50 
34.00 
32.60 
33.00 
83.60 
28.60 
28.00 

27.00 
26.76 
26.26 
26.26 
26.25 
26.78 
26.76 
25.26 
25.78 
25.76 
25.00 
25.60 

24.60 
24.25 
25.26 
25.00 
28.25 
26.00 
26.28 
2&00 
28.78 
28.80 
27.00 
27.28 

28.78 
28.78 
28.78 
25.78 
25.78 
25.80 
24.28 
23.76 
23.78 
23.26 
22.00 
22.00 

22.00 

February 

21.60 

Mareb..'. 

21.00 

April 

SLOO 

May 

2L00 

June.... 

2L0O 

July 

21.00 

August 

21.00 

September 

21.00 

October 

21.00 

November 

21.78 

December 

22.00 

Average 

27.88 

28.81 

24.17 

27.75 

3L38 

cn 

28.94 

28.67 

24.44 

2L27 
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tUdhOleta. 


[ATanft  qnotetiofiis,  Ptttobmi^) 


1891 

1882 

1803 

1804 

1806 

1896 

1807 

1898 

1890 

1900 

Jmotiy 

25.60 
26.00 
26.25 
25.35 
35.50 
35.25 
35.50 
35.31 
35.00 
24.90 
34.10 
24.20 

25.00 
24.36 
33.00 
32.81 
22.41 
2297 
33.50 
23.81 
33.65 
33.53 
24.94 
22.40 

21.56 
21.62 
22.60 
22.44 
21.69 
21.70 
21.06 
20.45 
19.31 
18.06 
17.87 
16.69 

16.12 
15.75 
15.55 
15.69 
18.00 
18.13 
18.00 
17.15 
17.19 
16.00 
15.57 
15.12 

14.90 
14.95 
14.84 
15.44 
1630 
18.63 
X.75 
21.75 
24.00 
21.90 
19.  U 
16.97 

16.80 
17.38 
17.09 
19.58 
19.50 
19.13 
18.85 
18.75 
19.75 
19.75 
20.00 
17.50 

15.42 
15.25 
15.44 
14.60 
13.82 
14.06 
14.00 
14.00 
15.60 
16.44 
15.57 
15.00 

14.03 
15.06 
15.25 
15.06 

16.63 
18.00 
34.30 
26.  S7 

84.50 

F^rtHuy 

84.87 

If  arch..'. 

83.00 

April 

83.00 

iiSy....::;:::;;:::: 

14.85      26.72 

28.90 

Jnfi#,.,,,.^^,,^ 

14.65 
14.50 
15.85 
16.00 
15.56 
15.06 
15.80 

30.10 
33.13 
85.40 
88.37 
88.75 
86.50 
83.76 

37.36 

July 

31.00 

AtURISt 

18.30 

September... 

16.03 

October 

16.50 

Ii  oveuber  •..•■«.... 

18.96 

I>eoeniber 

19.75 

Avenge. 

35.06 

8S.5S 

20.38 

16.52 

18.80 

18.67 

14.93 

15.21 

39.76 

3S.15 

1901 

1902 

1903 

1004 

1905 

1906 

1907 

1906 

1900 

191C 

) 

19U 

Jsntiftry 

19.75 
20.31 
22.88 
24.00 
24.00 
24.38 
24.00 
24.20 
24.88 
26.70 
27.00 
37.50 

37.50 
29.37 
SI.  25 
31.50 
12.20 
32.37 
31.75 
81.06 
29.50 
20.70 
28.50 
20.12 

29.60 
29.87 
80.62 
30.25 
30.37 
28.87 
27.60 
27.00 
27.00 
27.00 
34.00 
23.00 

23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
20.00 
19.50 
20.25 
21.20 

22.75 
23.50 
24.00 
24.00 
23.50 
22.00 
22.00 
24.00 
25.00 
25.62 
26.00 
26w00 

26.25 
26.50 
26.70 
27.00 
26.40 
26.63 
27.25 
27.80 
28.00 
28.00 
28.88 
29.50 

29.40 

28.00 

26.00 
25.00 
38.00 
28.00 
23.00 
23.00 
23.50 
24.16 
25.00 
20.00 
37.15 
37.20 

27.00 
27.00 
37.00 
26.75 
25.85 
25.00 
25.00 
24.60 
24.25 
23.66 
23.25 
23.00 

33.00 

29.50 

28.00 

33.00 

]faR*4. 

20.00  >  28.00 
30.12  i  28.00 
30.W    28.00 
29.62  ,  26.92 
30.00     25.00 
29.25     2S.Q0 

23.00 

23.00 

fiSyl::::::::::::::::;;: 

22.92 

21.00 

JnW 

21.00 

21.00 

flmtember. 

29.37 
28.20 
28.00 
28.00 

25.00 
25.00 
25.00 
25.00 

20.00 

20.00 

NflTeniber. 

19.00 

19.26 

Xvffige 

24.1.^ 

90.32 

37.93 

22.08 

24.03 

27.41 

29.21  ;  9ft.33 

34.58 

25.20 

21.40 

6tul  plaUB. 

(Tank  plate,  PitUborgh.] 

AVERAGED  QUARTERLY  FROM  OPEN  QUOTATIONSw 


Yew. 

First 

Berond. 

Third. 

Fourth. 

Year 

18BI 

L92 
L69 
L23 
L12 
L35 
LIO 
LOO 
L49 
2.17 
L42 
LOO 
L60 
LOO 
L6ft 
LOO 
L70 
L70 
L47 
L55 
L40 

1.85 
L58 
L18 
L21 
L32 
LOO 
L07 
3.16 
L66 
L56 
L60 
L60 
LOO 
LOO 
L60 
L70 
L67 
L26 
L49 
L38 

L80 
L54 
L21 
L73 
L19 
LOO 
Lll 
3.63 
L13 
L60 
LOO 
L60 
L55 
LOO 
LfiO 
L70 
LOO 
L39 
L39 
LSI 

L74 
L41 
L17 
LOS 
L13 
L04 
LIS 
3.54 
L37 
LOO 
LOO 
LOO 
L42 
1.60 
164 
L70 
L60 
L53 
LS8 
LU 

1.83 

i8n  ^ T-- 

L66 

18M  

1.30 

iim    ,  ,  .  -  - 

lS 

1896    , 

L24 

1897  

LOS 

laofi 

1.08 

1399 

120 

1900 

L55 

1901 

L56 

1908* 

LOO 

UQ3 

LOO 

1904 

L64 

1906 

L69 

1106 

L61 

1907.. 

L70 

1908 

L64 

1909 

L41 

1910 

La 

1911 

LSI 
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QUABTBRLT  AVSRAOB8  OF  QUOTATIONS. 


1804 
18M 
1800 
1807 
I8B8 
1800 
1000 
lOOl 
lOOf 
1008 
1004 
1005 
1006 
1007 
1908 
1000 
1910 
1011 


First 


1.21 
1.21 
1.44 
1.S5 
1.15 
1.35 
8.25 
1.61 
1.60 
1.60 
1.60 
1.65 
1.70 
1.70 
1.70 
1.43 
1.56 
1.40 


Second. 


1.20 
L25 
1.49 
1.33 
1.15 
1.60 
121 
1.60 
1.60 
LOO 
LOO 
L60 
L70 
L70 
L68 
L25 
L40 
LS8 


Third. 


L27 
L6fi 
L56 
.06 
L19 
2.12 
LOO 
LOO 
LOO 
LOO 
L55 
LOS 
L70 
L70 
L60 
L40 
L41 
L34 


Poarth. 


L25 
L5B 
L60 
LOO 
L20 
125 
LOO 
LOO 
LOO 
LOO 
L41 
L70 
L70 
L70 
LOO 
L53 
L4U 
L17 


L28 
L40 
L40 
LM 
LIT 
L83 

Ln 

LOB 
LOO 
LOO 
1.54 

LOl 
1.70 
L70 
L64 
L40 
L40 
L82 


The  following  table  gives  the  average  quarterly  prices  of  steel 
beams  and  channels  at  Pittsburgh  from  1894  to  1911. 

Average  quarterly  prices  o/beamt  and  thannelt, 

[ATttage  ptloe  per  100  pounda.) 


Year. 

First 
quaiCer. 

Second 
quarter. 

Third 
quarter. 

Fourth 
quarter. 

Afcrsga. 

1804. 

8L21 
L21 
L44 
L65 
L15 
L85 
2.25 
L51 
LOO 
LOO 
LOO 
L55 
L70 
L70 
L70 
L45 
L55 
L40 

8L20 
L25 
L49 
LS3 
L15 
LOO 
121 
LOO 
LOO 
LOO 
LOO 
LOO 
L70 
L70 
LOO 
L25 
L53 

8L27 
L50 
L55 
.98 
L19 
112 
L68 
LOO 
LOO 
LOO 
L55 
LOS 
L70 
L70 
LOO 
L40 
L41 

8L25 
L58 
L50 
LOO 
L20 
125 
LSO 
LOO 
LOO 
LOO 
L4] 
L70 
L70 
L70 
LOO 
L53 
L40 

$L2B 

1805 

L40 

1800. 

L49 

1K97 

L24 

1IW8 

LIT 

1889 

L8S 

1900. 

L91 

1801 

L58 

MOB. 

LOO 

1903 

LOO 

1804 

L54 

1806 

LO 

1906. 

L70 

1807 

L70 

190(L 

L04 

19U0 

L41 

1910. 

L47 

18111 

During  the  above  period  the  lowest  average  quarterly  price  was 
in  the  third  quarter  of  1897,  98  cents  per  100  pounds.  The  highest 
average  quarterly  price  was  in  the  last  quarter  of  1899  and  the  first 
quarter  of  1900.  The  average  price  for  April  and  May,  1911,  was 
SI  .40.  On  June  1,  the  price  was  $1.35.  (Annual  Statistical  Kept, 
of  the  American  Iron  and  Steel  Association,  July  25,  191 1|  p.  46.) 
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Vamml  StMMlcd  K«[igrt  oT  tbt  Amokn  Inm  (ad  BtMl  AamUoo,  J11I7  W,  inl.  f.  m.} 


itciathi. 

im 

im 

«. 

i» 

isot 

im 

UW7 

IX 

IM» 

1«0 

1 

9.41 

IS 

li 

11 

IK 
lift 

II 

1 
li 

11 
a 

i!u 

l.U 
1.W 

n  "* 

li 

li 
11 

3.n 

t 

1. 

1 
J. 
a. 
3. 

1 

a.  13 

i!m 

1:1 

100 

1.00 

*'"«^ 

zo 

I.U 

3.1a 

i.se 

LU 

LW 

2.U 

a.  17 

100 

LM 

The  following  table,  published  by  the  Wall  Street  Journal,  give* 
the  average  yearly  prices  per  gross  ton  of  eight  leading  steel  products 
frcon  1901  to  1910,  inclueive,  together  with  the  soHsalled  o£Scial 
prices  aaof  May,  1911,  in  dollars: 


Bcuu, 

PltMT 

Tln- 

1<m. 

c:.' 

pSS- 

AnrwK 

bor^ 

biirib. 

bUIfb. 

bucib. 

b.nib- 

WM 

».« 

U-tJ 

U.<0 

U.t> 

NotB.— 1911  jBloti  itftttaX  prcMDt  prices. 

It  will  thus  be  seen  that  the  average  price  of  iron  ore,  pig  iron,  and 
Bteel  products  during  the  10  years  since  ^e  organization  of  the  Unitefi 
States  Steel  Corporation  has  been  the  lowest  of  any  decade  in  oui 
history,  except  the  one  from  1890  to  1900,  when  the  conditions  for  « 
considerable  period  were  abnormal.  If  a  comparison  should  be  madi 
between  the  year  1900,  just  previous  to  the  organization  of  the  UoiteiJ 
States  Steel  Corporation,  and  1911,  the  decrease  in  prices  would  b( 
still  more  striking. 

That  the  price  of  iron  and  steel  should  have  a  considerable  de- 
crease since  the  organization  of  the  United  States  Steel  Corporation 
ia  a  little  remarkable  when  it  is  considered  th&t  the  course  of  price: 
generally  has  been  in  the  other  direction  and  the  wages  of  labor  have 
considerably  advanced.  The  wages  paid  to  labor  in  1902  amounted 
to  tl4.70  per  ton  of  production  and  id  1810  to  $16^  per  ton.    In 
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other  words,  based  upon  the  production  of  1910  the  increase  of  wages 
for  that  year,  above  the  wages  prevailing  in  1902,  amount  to  ov^er 
$17,000,000.  To  this  amount  should  be  added  the  sums  paid  in. 
bonuses  and  for  old-age  pensions  and  for  accident  relief,  which  would 
add  from  $2,000,000  to  $3,000,000  a  year.  (Hearings,  No.  52,  pp. 
3630,  3531.) 

It  appeared,  from  the  undisputed  testimony,  that  the  wages  paid 
by  the  United  States  Steel  Corporation  in  the  Pittsburgh  district 
were  a  little  higher  than  those  paid  by  its  competitors  in  the  same 
district,  the  lowest  wages  paid  being  17i  cents  per  hour  to  common 
labor. 

Complaint  has  been  made  in  the  past  as  to  the  hours  of  labor,  which 
have  been  excessive.  These  are  the  same  as  those  of  other  companies 
in  the  business  and  the  same  as  existed  when  the  United  States  Steel 
Corporation  was  organized.  The  long  hours  have  arisen  from  the 
necessity  of  continuous  operation  in  the  making  of  steel,  but  the 
corporation  has  taken  steps  which  have  already  resulted  in  the  elinii* 
nation  of  the  24-hour  day,  or  the  long  turn  at  the  time  when  the 
shifts  were  changed  from  night  to  day  or  from  day  to  night.  The 
practical  elimination  of  the  seven-day  week  and  the  general  better- 
ment of  local  conditions  are  shown  by  extensive  tables  and  are 
printed  in  the  hearings,  beginning  with  page  3310  and  continuing  to 
page  3388,  showing  the  actual  number  of  hours  worked  and  number 
of  days  worked  in  a  month  and  the  nationality  of  the  laborers. 
While  the  condition  of  labor  is  not  ideal,  it  is  at  least  as  good  as 
among  the  competitors  of  the  United  States  Steel  Corporation. 

CONOIiUSIONS  OF  H.  O.  YOXTNO  ON  THB  FACTS. 

OBOANIZATION. 

1.  The  United  States  Steel  Corporation  when  oiganized  was  greatly 
overcapitalized,  but  to  a  great. extent  this  has  been  remedied  by 
extensive  investment  of  earnings  since  its  organization. 

2.  The  objects  aimed  at  in  the  organization  of  the  United  States 
Steel  Corporation  were: 

(a)  Greater  integration  and  the  consequent  increased  economy  and 
efficiency  in  operation  and  the  avoidance  of  paying  profits  to  out- 
siders. 

(b)  Promotion  and  stock  market  profits, 

(c)  Lessening  of  severe  competition. 

RAILBOADS. 

3.  The  Interstate  Commerce  Commission  with  the  aid  of  the  sev- 
eral State  railroad  conmxissions  has  ample  power  to  correct  all  prac* 
tioes  incident  to  the  ownership  of  railroads  by  the  oorporaiioii  which 
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ai«  unfair  to  oompetitoiB  or  mimical  to  the  general  welfare.  To 
claim  that  it  has  not  such  power  is  to  say  that  it  has  utterly  failed 
in  the  purpose  for  which  it  was  created  and  given  its  present  exten- 
sive powers  and  to  leave  little  excuse  for  its  further  continuance. 

4.  In  some  instances  the  share  of  the  through  rate  received  by  the 
railroads  owned  by  the  United  States  Steel  Corporation  is  so  exces- 
sive as  to  call  for  early  action  by  the  Interstate  Commerce  Commis- 
sion. It  is  but  just  to  state,  however,  that  these  rates  were  all 
inherited  by  the  United  States  Steel  Corporation.  That  in  no 
instance  have  they  been  increased  by  the  United  States  Steel  Corpo- 
ration, although  in  some  instances  they  have  been  lowered  by  that 
corporation,  and  that  the  practice  denounced  is  shared  by  many 
other  manufacturers  in  many  lines  of  business. 

BBSTBADrr  OF  TRADB. 

5.  Previous  to  the  organization  of  the  United  States  Steel  Corpora- 
tion several  corporations,  engaged  in  the  manufacture  of  plates, 
structural  iron,  and  wire,  some  of  which  subsequently  became  sub- 
sidiaries of  the  United  States  Steel  Corporation,  entered  into  illegal 
pooling  contracts,  fixing  prices,  and  dividing  production  on  a  per- 
centage basis.  Under  these  contracts  they  continued  to  act  after 
the  organization  of  the  United  States  Steel  Corporation,  in  the  case 
of  plate  and  structural  iron  agreements,  until  Januaiy  1,  1905,  and  in 
the  case  of  the  wire  agreements  until  a  later  date.  The  plate  and 
structural  steel  agreements  were  brought  to  an  end  by  the  direct 
intervention  of  Judge  Gary.  Judge  Gary  denied  any  knowledge  of 
the  existence  of  the  wire  pools,  and  there  is  no  evidence  to  the  con- 
trary. The  circumstances  are  such,  however,  as  to  indicate  that 
some  of  the  officials  of  the  United  States  Steel  Corporation  must  have 
been  cognizant  of  these  acts. 

6.  One  of  the  main  purposes  of  the  Gary  dinners,  so  called,  was,  by 
creating  confidence  and  friendly  relations  among  the  manufacturers 
of  steel,  to  maintain  prices  and  prevent  destructive  trade  wars. 

MONOPOLT. 

7.  The  United  States  Steel  Corporation,  outside  of  the  so-called 
Hill  lease,  which  it  has  exercised  its  option  to  cancel,  controls  about 
one-half  of  the  now  available  iron  ore  in  the  Lake  Superior  district, 
and  not  to  exceed  one-half  of  the  now  available  iron  ore  in  the  Bir- 
mingham district.  Its  ownership  or  control  of  iron  ore  in  other 
portions  of  this  coimtry,  or  in  Cuba,  is  inconsiderable.  It  owns  a 
very  much  smaller  proportion  of  the  coking  coal  of  the  country  than 
it  does  of  the  iron  ore,  while  it  produces  a  little  more  than  half  of  the 
steel  products  of  the  oountiy.    In  other  words,  its  a<nqniaition  of  raw 
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materials  has  not  kept  pace  with  its  manufacturing  capacity  or 
achievements.  Its  ownership  of  now  available  Lake  Superior  ores 
does  not  exceed  40  years'  supply  at  the  present  rate  of  consumption, 
and  considering  its  vast  investment  in  plants  is  no  more  than  common 
prudence  would  dictate  it  should  acquire,  and  lacks  very  much  of 
being  a  monopoly. 

8.  The  entire  production  of  the  United  States  Steel  Corporation, 
relative  to  the  entire  iron  and  steel  production  of  the  country,  has 
steadily  decreased  since  its  organization  and  is  lower  now  than  at 
any  former  period  of  its  history,  while  the  relative  proportion  of 
the  production  of  the  other  manufacturers  of  iron  and  steel,  in  this 
country,  has  steadily  increased  and  is  higher  now  than  at  any  period 
since  the  organization  of  the  United  States  Steel  Corporation.  The 
United  States  Steel  Corporation,  since  its  organization,  has  by 
purchase  and  new  construction  about  doubled  its  capacity,  but  in 
the  same  time  the  production  of  the  country  has  increased  about 
160  per  cent,  so  that  neither  in  production  or  capacity  has  the  United 
States  Steel  Corporation  kept  pace  with  the  growth  of  the  iron  and 
steel  industry. 

PRICES. 

9.  The  general  tendency  of  iron  and  steel  products  since  the 
organization  of  the  United  States  Steel  Corporation,  though  they 
had  many  fluctuations,  has  been  downward.  The  average  price  of 
steel  products  since  its  organization  have  been  lower  than  during 
any  other  like  period  in  our  history,  except  the  decade  from  1890 
to  1900,  during  which  conditions  in  all  industries  were  abnormally 
depressed  and  labor  was  unemployed.  I  am  of  the  opinion  that 
the  United  States  Steel  Corporation  has  to  some  extent  steadied 
prices  and  prevented  wide  fluctuations,  but  that  on  the  other  hand 
prices  are  as  low,  and  probably  lower,  than  they  would  have  been 
if  this  company  had  never  existed. 

TENNESSEE   COAL,  IRON   is  RAILROAD  CO. 

10.  During  the  height  of  the  panic  of  1907,  Moore  &  Schley, 
bankers  and  brokers  of  importance  in  the  city  of  New  York,  had 
among  their  assets,  mainly  as  collateral  for  loans,  about  150,000 
shares  of  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co., 
about  100,000  shares  of  which  they  had  rehypothecated  with  various 
bankers  as  a  part  of  the  collateral  for  their  own  indebtedness,  which 
amounted  to  about  $38,000,000,  nearly  all  of  which  had  come  due. 
The  stock  was  uncurrent  and  not  deemed  good  collateral,  especially 
in  times  of  panic.  Moore  &  Schley  caused  the  United  States  Steel 
Corporation  to  be  approached  with  a  view  to  a  sale  of  the  stock  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.,  in  order  to  relieve  their  own 
situation. 
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11.  Ther6  is  not  the  slightest  evidence  that  there  was  any  attempt 
by  the  United  States  Steel  Corporation,  or  J.  P.  Morgan  &  Co.,  or  any- 
one else  to  depress  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  in  the 
market  or  to  embarrass  its  owners,  or  Moore  &  Schley,  so  as  to  buy 
the  stock  cheap.  On  the  contrary,  the  evidence  shows  conclusively 
that  all  of  the  business  interests  in  New  York  City  were  working  un- 
selfishly and  patriotically  to  stem  the  tide  of  the  panic  and  financial 
disaster  that  was  sweeping  over  the  country. 

12.  The  failure  of  Moore  &  Schley  at  the  time  would  probably 
have  resulted  in  many  other  failures  and  in  greatly  aggravating  the 
panic  and  spreading  loss  and  suffering  among  millions  of  our  people. 

13.  Moore  &  Schley  would  probably  have  failed  but  for  the  relief 
offered  by  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock. 
No  other  practicable  means  of  saving  them  was  proposed  by  them- 
selves or  anyone  else.  Judge  Gary,  on  the  part  of  the  United  States 
Steel  Corporation,  offered  a  loan  of  $5,000,000,  and  this  was  rejected 
by  Mr.  Schley  as  wholly  inadequate. 

14.  Messrs.  Frick  and  Gary  made  frank  and  truthful  statements 
to  President  Roosevelt  of  the  material  facts  of  the  case. 

15.  The  steps  taken  by  President  Roosevelt  in  the  matter  were 
inspired  by  patriotic  motives.  They  gave  the  United  States  Steel 
Corporation  no  additional  rights  and  granted  it  no  immunity  from 
civil  or  criminal  prosecution  should  it  later  appear  that  it  had  in 
any  way  violated  the  law. 

16.  The  effect  of  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  stock  was  to  place  over  $12,000,000  in  Moore  &  Schley's  hands  to 
enable  them  to  reduce  their  loans  with  the  banks  from  $35,000,000 
to  $23,000,000,  to  turn  their  assets  into  cash,  to  add  $3,600,000  to 
their  reserves,  and  to  render  them  impregnable.  It  was  one  of  the  . 
most  important  steps  in  allaying  the  panic. 

17.  The  United  States  Steel  Corporation  was  not  overanxious  to 
buy  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  Those  who 
engineered  the  sale  on  the  part  of  the  Tennessee  Coal,  Iron  &  Rail-  * 
road  Co.  demanded  and  obtained  the  agreement  that  all  the  stock- 
holders should  have  the  option  to  sell  at  the  same  price.  AU  the 
stockholders  availed  themselves  of  the  option,  showing  that  they 
thought  the  price  reasonable.  Full  value  was  paid  for  the  stock, 
and  it  has  not  so  far  proven  a  very  profitable  purchase. 

18.  Its  purchase  did  not  give  the  United  States  Steel  Corporation, 
through  the  ownership  of  raw  materials  or  otherwise,  a  monopoly  of 
the  iron  and  steel  business  of  the  whole  or  any  portion  of  the  South. 
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I  do  not  concur  in  all  the  recommendations  of  the  minority  nor  in 
all  the  views  therein  expressed. 

I  heartily  favor  governmental  regulation  of  corporations  engaged 
in  interstate  conmierce.  The  first  step  in  this  direction  is  legislation 
providing  for  Federal  incorporation.  Such  legislation  should  limit 
the  capitalization  to  the  actual  value  of  the  corporate  property  and 
thus  eliminate  from  the  commerce  of  the  country  that  abominable 
fiction  of  values  commonly  termed  '*  watered  stock." 

The  extent  to  which  fictitious  values  have  been  created  by  oveiv 
capitalization  of  corporate  property  has  shaken  public  confidence 
in  corporate  securities  and  made  the  public  mind  distrustful  of  large 
business  enterprises.  This  policy  has  cheated  both  the  investor  and 
the  consumer.  The  investor  has  purchased  stock  under  the  mistaken 
belief  that  the  face  had  some  relation  to  the  value.  The  consumer 
of  corporate  products  has  come  to  feel,  and  with  much  justification, 
that  he  has  been  made  to  pay  exorbitant  profits  to  overcapitalized 
corporations  that  they  might  pay  dividends  on  fictitious  stock  values. 

Such  legislation  should  provide  for  a  system  of  reports,  to  a  com- 
mission or  other  Grovernment  agency,  giving  full  publicity  to  the 
manner  and  purpose  of  the  organization,  its  methods  of  doing  busi- 
ness, and  it  profits.  It  should  provide  for  rigid  supervision  of  all 
issues  of  securities  and  prohibit  one  corporation  from  holding  stock 
in  another,  and  limit  the  extent  to  which  two  or  more  corporations 
may  have  common  directorates. 

I  do  not  concur  in  the  view  of  the  minority  that  the  true  remedy 
for  industrial  evils  does  not  lie  in  the  dissolution  of  industrial  trusts. 
I  am  of  the  opinion  that  the  dissolution  of  the  great  industrial  com- 
binations into  their  integral  parts  would  do  much  to  restore  trade 
to  a  natural  and  healthy  condition  and  inspire  confidence  of  the 
people  in  the  business  situation  and  revive  commercial  prosperity. 

The  proposition  that  the  Government  shall  recognize  and  permit 
to  exist  trusts,  monopolies,  and  combinations  in  restraint  of  trade  and 
then  regulate  them  by  legislative  control,  is  one  calculated  to  sup- 
press individual  enterprise  and  destroy  competition.  From  such  a 
reconmiendation  I  unhesitatingly  dissent.  It  is  conceded  that  such 
a  policy  would  result  necessarily  in  the  fixing  of  prices  of  the  products 
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of  such  combinations  by  law.  If  Goyemment  undertakes  to  do  that, 
where  will  be  the  end  t  If  Goyemment  fixes  the  price  of  the  finished 
product,  must  it  not  also  fix  the  price  of  the  raw  material  and  of  tha 
labor  that  conyerts  it  t 

If  Goyemment  undertakes  to  fix  the  price  of  labor,  must  it  not  aide, 
m  the  ultimate  analysis,  fix  the  price  of  tiiose  things  which  sustain 
the  laborer,  such  as  food,  clothing,  and  shelter  f  Such  a  condition  to 
my  mind  would  be  subyersiye  of  the  principles  of  free  institutions 
and  free  men. 

It  is  urged  that  large  industrial  combinations  can  produce  more 
cheaply  than  small  ones.  This  is  a  fundamental  fallacy  from  which 
proceeds  the  paternalistic  doctrine  that  Groyemment  shall  recognize 
and  {>ermit  monopolistic  combinations  and  fix  the  price  of  their 
product.  Competition  is  certainly  more  conduciye  to  progress  than 
is  monopoly.  Its  yery  essence  is  improyed  methods,  better  machin- 
ery, greater  skill,  and  hence  more  economic  production.  Its  benef- 
icence does  not  stop  at  cheaper  production  and  cheaper  distribution. 

In  its  yery  nature  it  preyents  exorbitant  profits  and  compels  capital 
to  be  satisfied  with  a  fair  return. 

The  Federal  Goyemment  by  proper  legislation  can  resolye  great 
combinations  into  their  integral  parts,  and  then  by  wise  and  just 
regulation  of  corporate  powers  maintain  a  natural  and  healthy  con- 
dition of  trade.    It  is  plainly  its  duty  to  do  so. 
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